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. City, Missouri ‘. ) - 1 ,)
R .Welcome: Dr.| E< Thomas Garman, Associate ProfessoryDept.
3 - of Business Education; Northern Illinoi University, '
‘\ \ ‘ - _Presi¥ent, ﬂACCI
o | ' Welcome: 'Ms.| Nancy Flood,' Area Family Eq omics pecialiSt
°i ] | University of Missouri- Extension ACCI | 1ocar Ar angemencs
|

Chairman | . \ “
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Concurrent Sessions N 4
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Speaker 'Dr. Stewart Lee, Chairman, Dept of Ecdnomics and
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Pennsylvania,, Editor, ACCI Newsletter '
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2 Ms. Virginia Langrehr. Research Assistant, Dept. of

"Career Opportunities for Consumer Affairs Professionals"
Dr7” JRhyl R. Burton, Associate Professor of Business Manchester
Comp y College, Manchester, Connecticut
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"Puxdue University ' |
Speaker: ”A Framework for Ana1y31ng the Effect of Interest Rates
o on Purchagses of Consumer Durables'" Dr. Sherman Hanna, Assis-
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The University of Alabama :
“Speaker: "Intra-Mall Shopping Be’ avior" »
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Presiding: Dr. Sylvia Lane, Professor, Dept. .of Agricultbral
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© of the Board and President, Kansas City Power and Light
Speaker:. ‘'The Coysumer Movement in the Energy Crisis" Dr. Lee
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Contributed Papers ~ .

Speaker: '"Dissatisfied Consumers: Who Gets Upset and What
Do They Do About It?" Dr. Rex H. Warland, Associate Professor- ‘L
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. Speaker: '"New Directions for Consumer Action to Combat the Price
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Joseph Uhl, Purdue University, Lafayette, Indiana <«
Editor of ACCI Newsletter
- *Stewart M. Lee, Geneva College, Beaver Falls; Pennsylwvania
~ . Editor*of Consumer Educdtioh Forum '
. E. Carl Hall, University of Texas, Austin, Texas

Editor of 1975 Conference Proteedings .
B Karen Hull, Towa State University, Ames|, Iowa _ .
- A Research Awards Chairman ‘ . =
oo (/ ) Ruth-Deacon, Iowa .State Univérsity, Améf; Towa ;
. . Membership Chairman i - .
_ ‘- Louis J. DeSalvo, "Lyons Township High School, La Grange,
.. S Illidois ., . \




ACCI-EXECUTIVE COMMITTEE ;
* - ‘ . i

Exeeutivé Director ) !
FdwarF J. Metzen University of Missouri, Columbia, Missouri

President
E. .Thomas Garman, Northern I1llinois University, De Kalb, Illinois

Vice President | 4
Marjorie Mqrohant, University of'MassachusFtts, Amhe sﬂy Massachusetts

Treasurer g
E. Carl Hall, University of Texas, Austin,
Directors " . .
Jean’S. Bowers, Ohio State University, Columbus,

’;.Texas

. {
io -

William R. Fasse, University of-Missouri, Columbia, Miss0uri

Helen M. Goetz, Unj f Alabama, Univers , Alabama

Karen B. Hull, Ig%a State University, Ames, Iowa - [ \
Herbert M. Jelle , Oklahpma Stafe University, Stillwater, Oklahoma

Clinton Warne, eveland State Universﬁty,'Cleveland Ohio’

- -
1
l . .
. [

v

, 1975 CONFERENCE CQMMITTEE . o
) 1

. .
i v
. M . PR,
Ja .

L) - »

iocal Arrangements Chairman . -
Nancy Flood, University of Missouri Extension, Kansas City, Missouri.
Program Chairman :
Helen Goetz, University of Alabama University, Alabama’
Registration © .
Lillian Wagner, Metropolitan Action!, Kansas City, Missouri

- ’

. Publicity

June’ Alvord, Federal Trade Commission Kansas City, Missouri L. .
JExhibits
Sidney Eckert;Delta State University, Cleveland, Mississippi
Exhibits - Local -
Betty Keel, Missouri Central Credit Union, Kansas‘City, Missouri
Meals ' :
Gloria Kraft, University of Missouri-Extension, Clayton, Missouri
Equipment

. Denver .Cook, Kansas City Consumers Association, Kansas City, Missquri

" Hospitality -

. Rob Feder, Kansas City Office of Consumer Affairs, Kansas City, Missouri

Program Evaluation
.Jim Evans, Johnson County Community Collége, Overlana Park, Kansas
Career QOpportunities . I ,
John R. Burton, Manchester Community. College, anchester, Connecticut ’

.2
. A ' N R f ) L
v N N . . b
. ° N “ . .
K4 .~ - .
- v ‘ -
.

L I




INTRODUCTIONS

P : ¥

From the President

Welcome to thel annual conference of the American
Council on Consumer Xnterests. Today we celebrate the
twenty-fifst birthday of this organization.g Clearlyj
ACEI has become of age. Witﬁ this conference ACCI marks
continued leadership in the c¢onsumer movement. The

Board of Directors and the Program Chairperson welcome /

", you .to what ,we hope to be an excellent c nference.’ /

- . .
-- Tom Garman
Norther Illinois Univergity

-¢

P

B

Fuom' the Program.Chairperan

3~

Planning for the TWenty-First.Annual Conference

was based on the most pressing problems consumets

face ;oéay, namely how to cope with. inflation and how .
to best deal' with shortages of resources both of thqh )
mighﬂ become even more acute in the future: _Hope -~
fully, thg conference was a fruitful one for all who
attended. . o

Ittis not posaiﬁle‘to recognize ewverybody who .. ‘.
assisted in making the prograf possible. However,

" the special help given by .Jean Bowers, Robert Herr-

Kl

! . RS

[y

‘manﬁ,-qee Richardsoh and Joe Uhl fmust be acknowledgei;’ﬂa)/.‘ .

5

1 . - } ¢ -- Helen. Goetz o Lo
Univérsity of Alabama

- . . (
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| . I . ' .
From the Editor ' .

* ' ' f S
"Consumers in an Era of Shortages and Inflation"
was an ﬁxééllent program as evidence by the record |
. attendance. The Proceedings also sets reEords this )
ycaqefgr early publication and length. , Conference \
' ' proceedings are prepared for participants and others: s
inte gstcd in the issues. They will provide the basis .
for urthqr thought and discussipn for the many who s
partj cipaded and also help extend the ideas to others
vha jid not participate. . The Proceedings have growh -
from 89 pages in 1972 to 221 pages this.year. This

resource as much of the 'timely information is not
readily available from othetr sources and not assemblead R
into one spurce. :
L 4
’ ’ It is g pleasure to-be able to complete The ,
roceedlngs during the summer so they will be “available 3
for use during the coming academic year. Thanks to
all the. speakers for their help in facilitatipg pub- /. .
.\ * lication, especiatly those who provided/copies of
their papers early. Although each year we have v
decreased 'the time between conference and publication, i yd
this is by far our best record. This should make
The Proceedings even more useful, considering. the <
'&j timeliness of the theme.

N

+

Conference papers to be printad in the Journal of
) Consumer Affairs are limited to abstracts in The

@ Proceedings to avoid duplieation. "This means paperé .

submitted. for possible publication in the Journal

of Consumer Affairs must be reviewed. This can be a
lengthy pxocbss but a prdémpt review this year helped
make our earlier\pub11cat10n possible. .

. '
‘e

. -- Karen Hull .
- Iowa State University ° '

+ bl : - ' s
. .

|
S

extensive coverage of-the theme should be.a valuable - . .
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. Perry Founzetion professor
. Agriculturil Econonics

Ve e A L A g
\ Npw concern with s ‘ 1n?13tion opens \ i 'oéﬁkx\
eliefs and values, \ A
™ its counterpart asceticism ri'en to 35cendancy7u‘ﬁng do they enter
g . into the consumeris 't The, uptrend 1n‘pr ductivity on whlch A
¢ . material values werk “based will not continuel, AdSustments in, per-
- sonal beliefs and valles and sac1al‘qnd economic Lﬁktltutlons w1f1

.' prove diffitult. . . : ;

Ne @# 2@  wmemaecas e mm A e e -m - D N ittt Rkl bkttt R P
\‘ ) \\ . j .
ﬁ - .
h\$>\{\ "The pquntry no longer trust the genuine moralists. . . and no
trusts its own.xnstincts.. While we weren't looking, Middle Amefica

ded its Purltanigm for c?nsumerlsm. e .

.

- KN : N | . -- Peter Schrag .
\\ f M '\\. s ’
] . ~ DN N SN0 TN . o .
RS - the peried o popplatlon,and industrial growth'. . . during the
RN t few ce q is . .. ..one of the most abnormal phases of
ﬁn history

\\\\:\\\\\l >, -- M.-King Hubbert X -

L3 N

.

can be said that at this point in the
teﬁ State Jsome ageless questions are being
A “then? «era of ‘unprecedented concern with short-
‘.tion ism -ﬂ%ETﬁg\;ystem we profess. It is’ usually
cho between materia \gn&\gpirttual values. More\yoetlc

Jyersus a‘scet1c1sm. .
Y L~ .

re self- centered _To shower oneself with

o ) . “physical p to reJeet them, is the behavior of

the. introverti

ERIC
N
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with the dermis has helped apcord a credibélity to self-centerpdness that
is not warranted. To be sure, a starving jman fights for food! ‘and a
drowning one for air. But tnder more usual circumstances the human bei
displays multiple needs and many are socipl, other-directed. In fact, i
may be that hedonism or its|counterpart, [asceticism, arises primarily

as a $efensiwe reaction to ocial inadeq ch or disappointment.

writings ¢f they late John Brewster. Brewster sets forth,as one of the
truly basic akt ibutes of the human belng his str1v1ng for signifi- : \
tance." Wrote Brewster, /1, p. 9/

N

_ | / :
Men thl world ovex strive for an evex finer 1m f themselves

in the |eyes of otHers whether actual or ideal. But what g the
nature f\thls good wh1ch energizes men and natioys?

. i : _ ' .
For explorations of this kind an always-promising source is the , ¢
l

\

It is tle most splﬁltual of all trefAsures. You can get no pho

. gnapH o it, neither tan you weigh jit, nor store it id arns or
vaplts, it hés no abode in earth or stone -- yet. wé seek it
above all else, both individually gnd collectlvely..fA d\ no
evil is so terr1fy1ng as ‘the anX®éity over being so devoid of , o
merltorlodf qualltleq as to be undeserving of favorable valuation / ! |

by anyone 1nc1ud1ng oneself.

\ ,
To gain signi'ficance a person must Qigg/one or more of the tests that ’
soc1ety estaﬁilspes. These are the set af berief , in Brewster's 1anguagd

that define metit. Brewster's~handling of thi 8 bject may be worth A .~
brief recounting. .It begins with & sénse of dpsyiny, itself an 1nterest- .

ing bit ¢gf psychology. (To believe that thg Pope of the Universe is dn. .

our side’and wilt lead .us aright is a mlthy fpyce .in hﬁman motivation. L -
Brewster capped\hls argument by citing t e casps of Eichman and Hitler, T / 7
who to th last breaths affirmed that they did right and h1story\wou1d

judge the rab%z///ym . 9/ ////J '\F

| Brewster po d his me it-defipi betiefs in terms of the American ) //
IDream. He also aSSumed a tu cpntinulty in our belief system, :

n1net enth century belief systems and .

"Twentieth.century heritag
, P. 14/ Wa\could wender\\hether he over-

values " was "his caption.,
estimated length of tenure by a fourth
Brewster's summary language reads, "In' the belief systehs of the
19th century America, the brightest star was a magnificent ‘sknse of
destiny, commonly salled theé American Dream." /1, p. 14/ To this there
were three "undergirding belief systems. . . the democratic ethic, the

L4

work ethic, and the enterprise ethic." /1, p. 15/ Brewster's discourse ‘
on the democratic ethic has become a c1ass1c and is worth repeatlng /
/l po 16/ . ) \ '\\\ ‘ & ) ‘ ]

L

This system centers in two beliefs, (a) all men arc of
equal dignity and.worth, and (b) none, however wise ov
! ggod, is good or wise enough to have arbitrary powver ovet ' -
) /
v 2

any other. These belief demands include a guiép to freelv




is the conviction
jature [and Naturg's God, invests eac man with an equal

or power to be /a par iEibant in deciding on what rules¥
the spke of their mutual wellrbeing. .« v e

onviction that striving
"of ,earning one's own

. othérs." /1, p. 19/,
rise beljef pystem embraced both an e ltatipn of capital
accumulation and a rejectioh of governmengal limits to the "entrepre-

he work,éthicuthe‘ﬁkey component is‘Lhe/
ployments is the proper wgy

¥n ‘and 'oth rs' performancg’. It is
abric ‘tharn 'those "isms'Vof cons-
edonism ahd asceticism. It surely’
o make itipyssible for men to , -
é tory have gkound most of Hpmanity

. }s a farwcty Pyom glorifyin .
ction, The\ dis®inction is 3fu- .

as been 4 part of the\Amerifan'Dre
ayoid the Eriv ti t thtoughout
into\soul -Shripkin Bat, th
material selffgratfiffidytion or it rg'
i /ci 1. ‘ " '

-V
¥ .r‘l )i . . ,

/ - . \The 1975 Scene » //
/ B i - P ‘ V. .

. \.; More practiced] observersimay & sesg\_ow muc @ still adhere to the

\ .1 19th century belieffs Brewsterjydescr bed. | There is\.iqQ dearth of pundits,

. o * Literary magazine$ jare packed&# th chanra terizations Nf the contemporary”
= , ! ethos. Few patterr after Bfewster. \

C
\ oo ‘
rag paraphrases a prevafling

| The opening qt
this conference, for Schra%

‘ theme. It uses te .
“ puts it thht‘we,ha or cohsum1r1§m. KRR ) 1
. ) . P
: e . . . o
N ! *, To what exkent does consumerism.refflgct sel f-centeredness in human *
Yo 3y behavior? Probabiy considerably. To switch ¥dioms, is the consumerism “
/ movement. oX our day oriented principally to privately consumed goods or .

ve givdn first attention to

Ty .to s6cial goods? [It does-not seem to h
onmenjal concerns have a self-,"".

| . .’schools or, public ‘health. Even its env
i interest taint.’ '

: i

\ {
|

~ V. . . . ! - .
TS For all its nebulousness™a: \irresj ctiveoflwhether iﬁg'motives ~v’
v _Aare generous .or its actions use?%?§>in rge melasure qonsumerism appears .
Lo - to serve a hedonistic society. th} e tirug, Schrag is justified in
-0 .7 + calling cohsumerism a replacement for itanism. \ -
< . o E S \
. M And if this be true, it is proper to\re-E k the ageless qhestions.'
Do we build a strong nation on material indulgence? What:gods do wex
worship? ' . . i l ' _ ‘ )
- . ‘ ~“\l‘ . . . . s 0\
* ' Nevertheless, it is time to climb the solid if slippery rock of’

economics s Even though there be philosophical or evén religious precepts

. -~

LT [ \
.
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upon which to choose non-material 'values, egconomic forces will agt to

bring the issue into focus faster than any religious or philosophicail

teachers can do. ' g

- q.' i
In a sententious word, fnany scholars now warn that the age of

affluence is past, for ourselves and for the Western world. The logic

of the cabe “is capsuled in the opening quotation from Hubbert. The
 }ast several centuries have been a truly exceptional period in the

world's history. Geographical and technological explorations combined

to generate a physical productivity of incredible scale. We have

occupied 411 the land and destroyed someé, We have opened up the most

available mines and have emptied many.’ have pumped a few U.S. oil
s fields dry. Although Middle pastern/coun@ries still have §ca§ce1y-
tapped pools they have learned .the economits of oligopoly.,

\\\And even though material affluence need not convert mankind to
philosophies.of self-indulgencé, when yprldly goods are plentiful the
conversdon comes easier. Furthermore,/if thé American Dream does not -

. mater}él ze, those philosophies beckoy temptingly.
" \ . . t f

» r ~

Three) summary points follow. . Lo . N
Sy } N :
First, not even the most alarmist qunomists“igresee sudden priva-
tion. Our nation remains reSou ce-wealthy by any standards extant .
prior to, let us say, World.War 1I. Thqae are not doomsday forebodings.
¥ .
Second, the pitfall lies in the difficulty in reversing ‘a tourse
-- a course. in both personal philosophy and ecetiomic policy. 1t lies
in changing our individual thought patterns and value systems ,and" the
accompanying social-and economic. institutions. As one author expressed
it, we now face a ''revolution of declining expectations."
The third and final point relates to the nature of our economy. . °
Our whole economic system was conceived in terms of expansion and '
‘growth. Economists s Z'that economics "is the science o scarcity. The
assertion 1% not literally incorrect but is highly misléading., Our
. ecbénomic system, and ocialssystem, ‘too, is set up td deal with scarcity
not by apportiening it with some$equity but by relieving it. This !
dedication and this confidende also are a part of the American Dream.
1f’ Brewster addressed it more by implication than directly, another _
distinguished memorial to the goals of our nation was forthright.  In" l
the statement, Goals for Americans, drafted by an Eisenﬁowerocommission,
- kconomic growtfy yas named as a basic goal, as was technodogical change.
Goals ‘for living conditions, health; and welfare were expressed H&
terms emphasizing physical facilities and services. /2/. -
¢ ¢ Lo

2 A

In our national hiséo:fwwe have strivén for expanding physigal ,
productivity by applying ever more Ingenious technology to devel&p re-
sources and convert them to physicalggeods. That we exfftoited deplet-
able resources at accelerating pace fs well known. Wh&t is under-
appteciated is that during this pha in our national life the resources




.
.
.
.
.
. ~ L] - ’
. . . 5
¥

. .

.

themselves were Elmost'costless. The only charge paid by consumers was

.

the cost of extrpction., We even went farther, by subsidizing some of

) that cost. Threats of monopoly pricing of resodrces were almost dis-* o
. regarded, for how can such a price be attached when new land or dew
/mineral depositi§ await the explorer or developer? And ﬂf some cabal
sought . to create artificial scarcity, in 1890 we passed a law saying that

. . would be illegal. o , .
- : s
To repeat for emphasis, our economy, like our personal philosophies,
. came into beéing during an era, if not of realized abundahce then of

pervasive confidence that gbundance would be. achieved. 1In that setfing
of actual or promised plenty we reci;%d the words of the erican Dream.
In that setting the Dream could materkalize more readily,‘fo\ ersonal
aspiration and individual freedom are accommodated more easily Whem.there
is relative 4 rial abundance .and "especi }ly when it is shared in some-
thing close to egalitarian ratio. - But in a.paradoxical contradiction,

s in that setting it is also tempting to drift into renunciation, turning

to sedf centeredgmaterial values. ) y i

R , .

That era of actual or imminent abundance is gnded. We may try

. Q\ desperately to restore the previous temp of growth, it one last orgy
\ > of depriving our descendants of preciohs depletable resources. But even
\ that will not succeed fully. We.have got to make a transition. Because
e will not be resource-poor the prolilem is not of early privation. The

problem is of reconverting our ‘personal values. .The prqblem is also of

\ read’justing our sociaﬁ and ecotiomic.institutions. .

vy

so now but capable of taRing on monopoly value ¢f anti-spocial proportio
And if it was not too hard to ihare the opportunities of an expanding

-~  economy with some equi?y, it will prove much more difficult to bear the/
limitations of.a less thriving economic system with acceptable fairness -
and.équity or all our ¢itizens: Donald Michael says we should think in
terms of '"sHared deprivation." He observes that d;sasters normally pro-
duce generqi ty and he¥pfulness and sharing, but then warns, "If we 'don't’
share this .« o there wixi be bitterness, theft, greed and -

. \\ If deplet@hble rqsources wére once almost. a free good they are not ;/
. n

The |beliefs andivalues upon which individua{ man strives for signi- .

- e ficance. = The American Dream. Perhaps he 19th géntury American Dream
— ywas not eatirely genegous, an d perhapJ\ esl not fit the final quarter
of the 20th. But ave not found ar'acceptabje rep1acement. Not e

consumerism, is that replacement. The 2lst centyry will be upon us soon,
but we have not begun to reformulate thé beliefs/and values to bequeath
to it. It is time we did so,

‘ ‘hedonism nor its polaﬂLopposite of ascéticiSm, .§ither Puritanism npr

£

| |
1 . o,

\ ‘ . : ‘ . -

\ u . o
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ABSTRACT ’ . o ’

e

, Cﬁﬂ/MiLLIONSVOF RICANS CHANGE THEIR LIFE STYLES?

Marcus Felson \ ¢
ssistant Professor ‘. .

/ M/ | | |

illions of Amerjcansg change their life styles somewhat every, year,
_ - and most Amerigcans change [their life styles dramatically over the ¢ourse
. \ of-tké'?‘%*vés.‘ Therefore it is by no means unfeasible or unusual to
\, expec ther .changes in‘the future in response to economic and social
) \\ pressures, Stilli open to question is (1) whether life styles which mini-
e———————==—o\ mize environmental pollution and energy consumption cap be adopted with

]
/

14 ve .

. [ .
. Life styrbs annot cﬂ;nge too quickly or easily for several reasons:
é ‘\. | (D) the average fzzigy finds 1C891§ locked into b:fic obligations -~ to
 f 8et to work, to majjitain a houde of a cerﬁ@in size in a certain locqtion
. with only so much insylation; (2) 8o much ‘capital is already invested o
iq/inefficient systems. -~ you canno} ‘throw away your furnace and get a /
'\, new one, insulate your house» cut down on yo?Z window space, and buy a o
\more efficient and smaller car all at on -]- #or can the whole society '
. \dispense with billions of dollars of ca Atai eady invested in a sub-
.~ \urban life style, built aroynd the automoﬁi (3) consumers have trouble
‘planning for\\fh%/long rup." j
What. can bq done’ by policy mage s?
npt work --\ygu,qannot prétend that o

; N \ ! d

| L] f
Trying %6 turn the clock back will Vo

\

citiés are dense as Manhattan 50
ake over the job which cars now ' o
overnment of the United States
hdg the power to order the people to alter t eir life styﬂes. Even where
. ity éoes have the éswer, judgment is ofteﬁk&e ing. On the other hand, ~
. ! - yof§ cannot assume that the market alone, will fachieve quick, politically

— , |  de8irable results, however effective it 'ig fh, the long run.’ The dilémma
; is \that political power works fast but ﬁquly while the market works well

. but} sloyly.

’ 1 9‘) ) g . . ‘\ ’
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\\\. ////_‘ Any successful'enizgy program depends on certdin principles: (1)
. "~ public trust is essentdal -- this megds trust in honesty of one's leader- . . ”

ship (which prevented Nixon from succeéding with an’ energy polity) and ' o
faith in their’ brains (whi¢h has so far kept President Ford from winning

a consSensus for his energy policy); (2) heavy investments in expensive ) .
new rapid transit and .othér obsolete systems must be avoided -- current .3 .
4 ) public fdcélities must be used eﬁficiéhtly’ra;her than digcarded; (3) .
. keep in mind the fact that'conisumers are locked 4nte their current con; - .
o sumption patterns in the short run'-- energy taxes turn out to be pumi- - Y

tive in the short.run, however good they are in the long run; (4) rewards
work better than punishment, especially wlien the recipient can vote you

. out'of office; (5) the environmentalist-business conflict must be avoided
-- conflict politics of this $ort ‘cannot solve these problems and will
probably tie Washington into knots for another several years, with the
environmentalists ,ultimately 1ps£ng the battle and the country 1o§ing
the war.

Proposal ' // / \-
roposals : . . ) .
. . / ’ . '- q' ¢ : . ’ N
My main |propogal is an old medicine in larger dosage. 1 favor sub-’ ‘
stantial tax ¢reditls or reductions or evep'subsidies for capital invest-
ment in insulation, more efficient home r conditioners and beaters, and
. "small cars. The entire tax CZ;.should bé put into such a policy. The /
’ greatest incentives should be put into small capital investments which
have major siggificance in modifying an existing system, e.g. purchasing
an electric pillot light for a gas futnace.~ The emphasis should be on some ) .
immediate ‘rebate or price reduction gather than making people wait until :
e " income tax time. R A .

VY

. The-emphasté on small cars is deﬂibergte. Detrait is@coming to favort
them (they have‘no choice). 'Small car ,pollute less ‘even without adding
adti-smog'devicgs, and they reduce energy consumption at the game time.
Thus, a small car tax bedefit 8f some sort would have something in it
for almost 'all parties in the current n tidnal controversies, I would,
add .to 'this tax benefits yeafly for operation of small cars. o

“

The same principle of /ncouragiﬁg ew capital investment in existing.
technology would apply to.qéss transit, too. , There the emphasis should
bé on budes rather than any sort of trains or subWays, since buses use
streets already there and are made for 1 w—den§ﬁ§y American cities, of the !
1970's. Alse, buses .are not as ‘likely tqa generate the pork-barrel poli- ’

-t t;és and delays involved with buildi{g supways.,, .

I !
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. e REMARKS BEFORE THE' ‘ . 1 .

" . AMERICAN COUNCIL ON CONSUMER INTERESTS .
\ A : ~ ~

. ‘Loulis Engman ’
d "J Chairman

ederal Trade Commissi

» ¢ N ' |

. [N
. \ Pl

f B , \)‘ . . s { )
I'm alwaps happy to have the oppdértunity to talk to péopl sL

you who are active in consumer groups and concerned with consume
. - _ests, becausg I feel that we have a lot in common.  In fact, I think .
thht I spend [just apout;every day, and have'spent just about every L?
day of the past two years, taking care of a friend of yours., I suspect //

e / that some | f|you may have been unawarg of my good wéﬁks in this area; if
so, you céftainly haven t been alone, because as long'as your friend, ]
’ that frie f ours, is|around, ’as long as he is alright, there .redlly

isn't too h cause tolnotice him. It's whem he's not alright tha
start, to gotice him and: when it's come to the point that he's gone t
_ you realize what a friend he really was, The friend that I'm talkin
about is palled "competitioq."v " P s I \
- - ° . \
Yqu anw, we Americans, I think, -have some very strange habits %f\\
speech, particularly public speech, that if somedone makes a wise obser-
vation, we tend to adopt, not only the thought, but the actual words N
in which jhe frames that thought. Then these words become repeated and B
.- 1 repeated{and repeated unt{l somehow they become fused "together into sdme ‘
. kind of symbol. That symbol then becomes .part of the linguistic currency
. . and is gassed from'1lip to-lip like a chalice from which many drink but
/ into which few ever bother tq look.’ . , ) . \

°

"o ~ How many words or phrases can you think of, which summon immedigt#, |
reflexive, normative judgments in your mind? I can think of dozens. e
" loadour political vocabulary with such heavy, conqo&ativevbuf9ens tQatW
| //V'wthe Tords themselves surrender thei meaning. The words become little ? Lot
more! than normative signals which b pass the mind and appeal directly to )

\ our reflexes, And that's really not a very novel observatiQm, because }n" ‘
. / we have a tT ~which. describes the Fhenomenon --;the term, "knee-jerk."! "
i \ “‘ ' I . . - ’ . S / \
. | g _When |I'yasfa kidjone word almost universally treated in this fashion Lo\
‘ I whs the word 'communism.'" At 12 years pld I had very little idea of whdt ‘ .\
. communism really was.. 'But I regarded.it the same way I regayded polio. :
i \ “ , r . . f

. B v .
S - 21 | O
/! - ¢ N . e ! v . o .
- .'




$ ‘ " : ~ ‘
. . 7 . ’

It was evil. It was green, it was, slimy, and unless I hated it adequately,
12 would come slijthering under my door at night and turn my.mind into
jell>. Now commgnism as T thought of it back ther was not a word whict ii} ;
described a concept, it was a negative walue symbgl elf01t1ng a reaction .
which was totally unanalytic: 1 mention this today only because at the . .
same tima we allowed, and we allow today, other words [to acquire the
same kind of gharacteristics -- among them the phrase ,»"free-enterprise" ,
and the wwrd "competltlon,“ because, of couvrse, free enterprise bnd . iy
competition were good. Freeenterprise and competition made you wholesome,
they made you free, they made you rich, they gave you strong teeth, )
curly hair, and even funny papers on Sunday morning, But in the rote
repetition of their virtues, 1 think that we lost sight of why free ’
enterprise, why competition did all 'of these things, and to some extent,
in .the process, we lost sight even of what they were. While we knee- - %
jerked in uniso over,th/~bounteous products of o free markets, we -
were permlttxngrthose ‘markets tp be encumbered by ;all sorts of things . .
We .were blinded' by our own rhetoric to the fact that what we were sa 1ng o
and what{we were\doing were 1nconsistent, blinded to the fact tﬁat i /
the fina analysi&, the/Zree market is/our best guarantee agpinst rising ) ,

prlces. - . . o

1

’ It shouldn t rea 1y have to take an event on the scale[of the pil’"

Y

y an 1nternat ona cartel* to call peop1e s“attention to the . R /
# is only thxou h vigorou§ competition that the_consumer is : /
of getting goods| and services as_the lopest’ egonpmically possible
It shouldn't take a stlfled, MHationalized indusdry to demonstrate *
‘how much innovhtion and how much technolagical advance is dependent
competition. Wezshouldn‘ have to witness gOVernmenz misallocatio
f resources ih ordgr tg k that #??is only through. competition that :
we can be sure that the ¥farcest resources of our Society are being. g4l- . s
located in accorﬂ with sdogciety's vaties as refleeted in oPr wiliingn ss
to spend out moné{. i

argo

' T C L " |
\ -, q\\'\ . l ! ‘ ) |
Now these are\ he wond s that competitlon accomplishes through the
simple, but cunning,,device deny ng' rewards to him ho prgvides the A
consumer with relatiyely litthe sapisfacftion, And out there in the busi ess |
‘yorld that pawe ithhold r qrg werful medicine. But it is medir - |
£ine which' those/ﬁgr o\ battle thé f eld of business are disincline j
o tjke when it can ba'ayoided. Some of those people are .very resourc%
at avoiding it. There are, I.catn \assure you, very few methods of Fedu ing
the rlgors of competition which some Amdrican businessman has not diss ~1
covered and tried, and so%e\other slnessman not rediscovered and re-
tried. R I LA A PR '
ui' ) \,‘.‘\ \ ’
Some 51xty years ago the
love of free enterprise, but ha
1ngrained in human natur to wa
the 'Congress establlshedlthe Fe
things, charged the Comfiission

\ »

.

1 .

) gress dec1 eg thag ﬂhe businesshan s

d of comp tition, were, both sufficiently
rant instit tiona accomodations, and‘so
eﬁhI\Qrade ¢ 1§sion, aid among other
ith elwarnlng 'be vigilant.in the
. guarding of markét freedom.. In so doing, thle Coﬁ ress reaffirmed the
view embodied soma twenty- flve cars before in herman Aét, which
‘was that 1f there| weré less frepdom, there wauld be 1 s\gnterpriée, and N
if there were les enterprise, (e would., all of us, be worse off.

10 \ ‘ | >
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/ That threat is the threat of unreasonable governmental regulatior,

/ 'have ridden to thé brink of bankruptcy and in some cases beyond, '4nd,

armor shiny,|but to) pay for the o
N v p

\

|

|

- hoisted bpnto his horse with: raneé, Th

4

\ as. pricde com etitiga in the inte

* which rpg&ntly opposed /measures to ublish doctpr's, fees, and.in an in-

—

<« In|short, wF;& I'm saying to ypu this nq i is that\ for a fation that:

@ t
N ‘ . . ™
> s

. T

. Now the weapons which /the FTIC was armed with were the ajti-trust .
statutes and the power to’zove against unfair and deceptive practices inj .
the market pldce. And though:the Commission was giyen‘5qmew at more
than a whistle, it's role, in a very meaningful sense, was a logoug to
that' of a referee. Now today we still, I believe, have the need for
continued vigorous', anti-trust enforcement, perhaps more than ever before
agd for all‘thq other sorts of market surveifdlance. But today we also,
have another need. Because” today we have &nother threat to compeqitioﬂﬁ
over and above the-threat to competition which derives from private col-
pusive arrangements or prige-fixing arrangements Or what have you, and

that is a threat which in all too many instances is,already 4 re;yity.
+, One

really doesn't have to look very hard for examples. - ty
. \ .
¢ 2 R
Oursgovernmepé, in its zeal to control the natin'¢ transportation
system, has laid down a roadbed of regulation which our commory carrierg

t do we, the-phblic, have{ to show for it? .What we have are the |
silizing bones of a dozen or -so rail passengér services, what wé”have
airline industry which i¥ almost totakly dependent on the federal

overnment to protect it frofwould-be cofpetitors willing to lay on
'service at substantially les p the pr alent price. In fact, think
that because of'Ehé'so;calle regulatory -protections which have begn
1gvished o it over the“yeays, ou¥ airline industry has become like a ,‘%
"knight-in-armor" who is so safe that heécannot walk and has to e
unfortunate part aboitt it -is
e¢ted, not only td pay to'keep that *°
ration of the crgne as well, And .
furthermore, |at least until very re\entiy, there has been no such thipg
gstqte airline industry. The only choice
which we weré@ give} if we were going.to.fly someplace was whether weé would
prefer to fl Tg}i}e, Cheryl, or more recently now, Bruce, ‘ i
Then we have [the Peptagon =- the 'government's biggest spender -- paying
a buck-and-a-half/ for % Screwdrﬂyer that it ‘could actually be buying for
a buck, and why? ,Becahée there'ls a\ government regulation which says it's
against the natignal inferest toj buy military materiel abroad. 'And, in N
fact,' the Federal Government is hot|the only offender. . .

- .

[=

that the[ publlic, meanwhile, is e}

! f { -

We have state reghlation which permits the Califormia Milk Producer’'s
Association to ‘dump AZb,OOO gallons‘of fresh skim milk into Los Angeles
Harbor. Why? [Because that assoc¢fiation didn't like what that milk diight"

do to prices iflit were dumped on ‘the market instead. And we have pro-

fessiona assocﬁatiog§'hiding thei greed‘behind afacade of state super-

vision,' as in the case of the Arlingtom County, Vifginia, medical 'séciety,

' sident explained, "If we 'dfd that,

why, thén we would ha peopleshop7 ng around for the\lowest pr[ée;" " |
b 4 ‘ " a { . J

credibl&,candid statempnt, as its p

.

is troubpled with great]\ecofiomic problems 4; Wegare, we have some mighty
pdlicfes aggrayating an already dif icdlt sitdation.
“airlide fares when we have planes flying
have to| pay five times as much fov‘the sSame

o

strange| governmenta
Why? y do we have tojrai
arqund /half empty? +Why do




. . / - \
drug os my|deightbor, )MS[ because we happen to wak into different drug—

st res’ h v should it be cheaﬁ%r to fly from Washidgton to Richmond, . '\
Yirginia,”dnd then back to washington and-then to Denver thﬁn to fly '
straight trbm waghimgton to Denver? Why must we. send empty trucks e
scurrving ar und the countrv when there is freight waiting to,be deliveted .
and we ate told we must save all of the’ gasoline we can? Why aoes that

government Hf’ ours pay a back-and-a-half for the screwdriver it could

buvy fog a dollat! Wwhy do we let some manufnétqrers fix prices on retail | \T
salés despite our anti- trust laws? . : / & | %
! A B [ \
Now you don't have to go‘vcry Tar before you cgn find someone who ‘.,°
.jwill givy L ou an answer to ajl of thoge questigns. But when they do, let . \
'me sugges$t two more questions which you should /put to them, First of all,

;is 1t worrh ie? Anl the second question 1#, whose right is it ¢o qecide
4 whither fit's worth it? My own view is ﬁhaf 1J {s rarely.worth it; thax ¥
;‘in{most ases, the cost of the kinds of regulations which create the- ',
" anomalieq 1've just mentioned are greater than the benefits; and that
" in any efent, it is high tige we made the |costs and* the benefits known

to. the évnsumxng public so that the! ponsuming public can decide for

itself.

% v .,
S € tos many’ instances goveénmental regulation is no less competitive
than’ pridatu’col‘usion Hor are ifs consequences distinguished fro; he
consgquences. of private collusion and.price-fixing. Now it may ‘be, 8 \
.as some would argue, ,that in some of 'these areas the government, was - -
originarl} called, in to correct a’legitimate ecodomic ailflent,/ T ' .
frankxy don't knov that I necessarily byy that, But even if it/'is true,

the government has turnedaéﬁt, in thése. inStances, to be the doqtor who

came' to dinner and who staded, and is in the process of eating us ‘out

of houSe ‘and home. Tt is too bad that it has taken double digit infla- . .
tion %o 'rémind ué of that.fact because I would've hqped that it should * : ~

have betn clear all along. But these regulatory policies to which I've. ‘ e
refar though costly and irrational, will not eaiily be dismantled,

bega se there are pawerful 1nterests -- both private and publlic -
,which will fight fof, thei .retention. As the econdmic issues become '
mixed up'with the politics sof our legislative protess, as they inevitably
, thé few who, have  a lot to lose will'speak more loudly than the, many *° .

7o have a little to gain: And mogeover, even if the political obstacles e
cap be overcome, changes in regulatory policies will fot bring lasting ' s
bedefits t. the public unless we develop a clear understanding of* the

etonomic and soc;al factors which brought about this ex essive regula-

tion in. the f1rst place because if we do not those factors yikl either

recidivism. So very briefly, let me, ask, what are the origins o
, of the negulations° There are all kinds of reasons givem. *

2 P ’ hd \

t industri

Tt is argugd that some were enactéd\ﬁ protect infan
some to protect COnsumers me £6r na ional security
strhightforward concessions o raw, brute okiticalwpon-r

‘ regulations to protect, regulation ta pr

.regulations & prohibit, We have f dfr$1 Eg




o

/ . ;

' iocal regulgtions, and regulations enfo;c by professional‘associations
wt%hvthe copsent of the govérnment. #1 duggest that while our r¥gulations
have many flathers they all have the! same mother, and that is the belief

B th t somehgw govefrnment can do it better. ut experience has shoyn us

' that this Yas an [inaccurate belief, an 1nacquate perception, that it

‘ %as a perception rhat, I suggest to you, sold- and sel]ls the market place
short, - ’

i

o But{the fdéi of the matter is that if wefare %ing to ‘be able’to’
. lpersuade the public to put more fgith in the madke% place, to. in effect

I+ permit meaningful compet ¢iopy whpther. it be, in joyr airline industry

ﬁ ‘or wherevér,else, we must rake ¢ riain that thay macket place is, in N
4} fact, operating, and opejati g well, 1In other yords,.if I may turn a

i full ciccle, we will not  jbe able to rid ourselves pérmanently of the
burdens of regulation unles :

. in the fpture. Because it dimply makes no sensp toytalk about de- * -

regulatipn witkout, at the same time, calking bout anti-trust. It will

do no gfiod to clear the decks of government obstacles to ‘private Compe-

titionA mless we alsq insure that government sponsored cattels and price-
‘ fixing {11 not be replaced by private monopoly and private exploitation.

/ And that, in a nutghell, is the role of anti-trust enforcement. Ina

3 fsenseF I look upon it 'as preventiIe maintenance for a free ecottomy. -

.
TTTe—
i,
P

L
egulation and Anti -trust enforcement are alternate responses to
' breakdowns in the free market. The difference ig that the latter, anti

Z," - / trust enforcement, I think provides & cure, while the former only re- \
B - distributes and compoun the cost. And ﬁhat is also\why I ‘say -that 3 2

\
¢ will do little igood tol eregulate unless we take! fully into account not

A oy )only the//feconomicq but the sogcial origins of that|regulation.. If L
\ restore omngyti n, bu fail to|convin¢e the public of that gact, )
; only pa e th way to an?ther rouLd of ré¢gulation jat a later dqte. '
i ) . 4 X ’ N
P .+ Today, in: Ap il of\1975 we|in the United Sthtes -are moving through

a period of econo
" have led, tof increases i

¢ hard times.| In’th past similar circumstances )
i th govérnment[s involvement with the economy,

to greatér/kinds of, regulatiions of the kinds that|I've just mentioned.,
REREEE ; Now,‘throﬁgh all ofi this|, the inftent v hav€ beert compassionate, but |
\ ) too often] the resu ' cruel] As long as that economy of
ours sur ed ahead 1like luiury [liner,[as long as that pie kept getting
. 8 .
v bi ger and bigger, he inequitigs .and the diseconomies of our actions’

ur sandard of ‘1iving. But today that -
luxury “Mner of our ter, at l18ast for the time being,
and that pie isn't gett ng'a y /biggelf anymore.. While I don't really .
elieve that fhe liner g in|apy’ danger f sinking, I° suggest to you that
,\ itNds time that we lpo to it "of the lifeboat lawyer because we
ﬂ: are overloaded, and ng/has to be jetisoned. T think that Consumers
. . all acrogs this coun s would do Well if we, could throw gver-
‘board one of our hea iest birdens and ‘that.is’ phe burden of. selfrimposed
excessive gov rnmental regulation, _, o 5

| wete matched by a s

we have more vigorpus anti-trust enforcement -

» -

LR
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t concern about consumepism*ﬁssues by

l;nii conceft has 'been bas d on
a pad ity of empiri@

THis study is tHe

Despite the appar
consumer groups, it agpears that much o
speculation and casugl obervations.. The
research regarding titudes toward consum‘rism.

first to assess the attitudes of business people, consumers and copsumer-
ists toward several important consumerism i®sues. / -
., Conclusions and Implications . . \
[ 4 q . » Mp‘ .
A major copclusion drawn from this Study is Yﬁat the attitude Jof

stinctly dif-

businessmen, consumers, and consumerists appeadr to bq
with the pos-

ferent from each other in all the ,subareas o consumeri
sible exception of the environment. Pro-bps ess an pr

spokesmen ofFen are fn an endless debate, with each other

‘best represe ts the consumer. It is apparent rom this that |
neither busi ess people nAk consumerists closel repre th vj!&s
consume%s t ard consymerism igsues., However, n,three th five
subareas of |codsumerism -- roduct informatiog, dvertisi a d the

enviro ent -- consumel .attitud e cqng erably close ' the atti-
tudes o umerists than to 'hos £, businkssmen, \On th otheg hanqa
consumers o not share the view o onsumeriBts r gs ding ¢ vernment
imposed e y standards, the di fﬁc 1ty of ob;aini : rodu g'inform%
tion, go er ent regulamion of bus\n ss8s8, and Rme a okﬁ) eg\

R\

pollutio ca sed by businass\

7
s
:

» +
\ T
v *
.

quumer
Eh each group

~
Yy
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‘ . This results have important policy implicat
politicians and busines people. (Qonsumer groups sho
. elicit and then represgnt thesviews of consumers. Broa
are needed §’:§hat consumer groups can more accurately re
of consumerg Slnce consumqrs do m support government. regu
strongly as consumerlsmwliterhture purports, stronger moré-'ffectiye
se, fgregulation by 1ndust;y may- be way to reduce céhsu omplaints'
and avoid further gover t controls. However, donsumerszdﬁ want more
meaningful product ififormation at point of purchase. .Anot conclusren
is that corprective dvertlsing is supported as a means of re ucing in-

' accurate ad&értisin . Consumers. view product safety as. less bf a pro
lem tha consumeri s which.may suggest the consumer groups minimize éfforts
& it and oncentrale on areas of greater concern. Since con umers and

.consumcrlsQ§ hav

&

fairly Simll&(‘V18WS bout the enviro nt, thisdi}ght
. be the bagis for increased consumer support~of consumer \bdps Lea
{ ‘o greater impact. N \ . i
. N ‘ ’ . h ( l
TN -- absé¥acted by Ka en Hill -
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' v\ . .
LEVELS OF FAMILY FINANCIAL.MANAGEMENT FUNCTIONING

~. R . . '
“ \ A MULTIVARIATE ANALYSTS
\ | N i ~J h ) '
o e, Moira Jane Barnett ~ s n
[ . e \gfnnsylvaﬁia ﬁﬁate University ~~\m\ ‘ . ."”,L//
; \ . \\\\ . ’ Co
b \ A major concern in the field of family economics is"t ability ’

families to successfully manage their finances. Finan outcomes
are sequent of certain specific behaviors of families rélating to

a’complex of in;erdependent variables which are basic tg nancial |,

management. the body of the litera ure, these
variables ident the length of, debt,
the liquid asgé&

B } \,/\
These variab,es are enfly discussed in the literature as
'/ being unidimen al gspects of inancial management,.bearing nor
tionship to an? hF . no dependenfe on any of the other variables

8

fthe selves as [the debt ration,

Frequently, th . edch variable™l ads the reader to'con<
clude that it the sole cause |of a certain finaneial outcome. ' In
y short, the literature generally ative values of

~

each variable to suctess or dys

\ of the
o

come. ')k

‘\‘\\ s\ study au*em
multi- diménsional vie

in re}gqioz
{;gnfOn ca
eacf‘together and,

i Three.déczls
developed in this s
. tions of the variable
insurance coverage.

. combinations

il
dy toxtf
debt ratio,
This study explor#s the idea of identifying the

f variables ‘and the values of the variables which can be

3

thexefore,
7 from a ?amily”s financi@l behavior shoufd be d&amined in order to ex-

1 plain the Financial outqg\I
m

[

¢ 4

ittgizutea certain r

nction in financial management with-

o A .
out con§1dering the effect of each variable upon the\gthers or the effézz\“-?\\
nterrelationships af variables upon ‘the consequent financial ‘

Pl

Rather, all varlables

.

ts to interpret family financial management from a
int It recognizes that behavior of a\family )
to one variqkle cannoc ‘be considereﬁ an adequate explana-

se of the o % rved €inancial outcome.

the combination of vdriables resulting

\
~

length of debt,

ags ciated wifh each level of functionﬁng

\28“

.

™

epresent the outcomes of differe
liquid as

financial management functioning have been
t combina-

oSer and®
et and -

\;::f\*\
\‘\7\,
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1/Differentﬂbeha{/iors of families produce different:combinations of ‘
varijables, which, in turn, means thatuthe families are 'operating at, / o
certain levels of financial management functioning. By\ii:ntifying the
combinatjons of varipbles which are assocjated with each™tevel of func-

J

tioning, it is possible, by having relevant knowledge of a family's
financial characteristics, to predict the level of functioning at, which
it is operating and hence, to determine whethet corrective action and e

idance is advised, and, if necesary, what that acsibn\might be. \\\\ ’

At ‘the’ same time, the financial behavior of families is not constant, . N
Decxsienb are frequently being made which may influence their level of N
func 1on1ng! By understanding the components of each level, it is also o
'”{ possxble to predict or anticipate the effect of a behavior resulting ’ﬂt |

|

frofh a major fimancial Yecisién. The effect of such behavior may be to
r3jse or lower a family s level of functioning or to leave the. level un-
changed. ! .,

| 4

~ v A

v > ‘. ~—— - : ) : N , )
. | DEFINITIONG\QBLES o ~

P N ‘\\. R

Level of. Family Financial Management Functidning o

4 \ . developed 'in.this ‘study, thefe is a need to define the behavior of ‘
‘-.’\ fa ilies operating at each le el -- high 1ntermediate,,and\low
YN ‘ “on . \ ‘, . N - .
v \ ) T (a) A high level of family financial management functiorfing corres-
ponds to the f¥rst deht repayment behavior described in the fiinancial \ ) ‘
o behdvior checklist (The fipancial behavior checklist{is degcribed 7 )
| . ’ €n thé section: Descriptioq‘of Instruments.) This isj the b havior (\
' ' h
1

\
. [ ° S . \
As level of éamily financial managemeat fungtioning is a concept :
|
1

ere families pay all their bills when bhey are due and the always -
e , Nave enough money to do this L

B » - « - 1
y . ‘ ‘v

- (b) An intermediate 1e$é of family finarcial management function ng to ‘

' corresponds to .the. second and th rd .debt repayment behaviors described
in the financial ‘behavior checklist. The second beha;ior is where ]

families pay all their bills when they are due but in rder to do this ;
hey Have to "tighten their belts " (This means they eliminate unneces-

. il ary or extra-items, such as extra. fo or clothing in order to have

L -’ he bills taken care of that month.) .

[% v L4 -
[y

a

- The third-behavior is where families usual y pay all their bills (,»; ) ‘“
when' they are due. meetimes in ‘order not to cut their budget they . \\\f
J have to let one‘or twg bills go to the following month. (This mean

ing is not lowered ) - . . 1 ) 4
N - f
. ) B (c) A low Level of family financéial management 3 nctioning_corre
ponds to the fourth apd fifth debt repayment behdviors described in | W
the financial behavior cheeklist. The fourth behavior is where families, \
usually pay their bills when they ¥re die. Sometimes, they cannot meet .\ . \
one or’ two bills even after "tightef{ng their belts " They usually let \ \
‘. one or two bills go to the followi onth, W N ’ . \:

'F"
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" cluded as such assets could be”

. study it
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, ~ v v ey
iﬁe flft behavior is where families ‘have "tightened%their belts"
as fa S\E:j\ ble. They cannot meet all their bills when they are
ey alwiys have bills/to pay from preyious months . v

management functioning as the depenlient variable, th'e financial behavior

Following the conceptualizatLOE of the leyel of family financ1al
checklist was construgted to measur

this variable.
~ Families classified thems [ 1nto high, intermediate, or low

levels of family financial management functioning. They were asked to
check one of five categories on the fijnancial behavior ciecklist which .
best described their debt repayment béhavior. For the analysis of .data
the €ive debt repayment‘bebav1ors were collapsed into three levels of
" family financial management functioning K %

v o 6 )

Behaviors*l, 2 and 3, and 5 and ; corresponded to high, 1ntermediate,
and Dﬁw levels "of family financial management functioning, respectively

‘ . ~ . ) |\

Length of Debt . ‘ ) -

. The length of debt was the number of months from the incurring of
rent debts to the time of the interview, weighted by the monthly
péyment on those debts. This past aspect was considered appropriate

’ since a family's present level of financial functipnin was, in part, a

‘result of past managerial behavior. |

Liquid Asset Holdings

Liquid assets were defined as lances |in chee ng sccounts, savings
accounts at banks, savings and loan| agsociations, oy credit uniong,
certifications F osit, U,S. savings bonds, and dther corporxate or
government bonds OSQSEEUrities\or tock. Only liquid assets were in-

diatlely éonyert into cash in a

financial emerggncy. i e o I
. e B

3,

. The sum of liquid assets as defined was the datla used ingghe'dnalysis.

\

Insurance\eovergge o ‘ s
e
The holding of insurande wag considered important in maintaining a

high level of financial management funct?oping singe‘%he cost of unex-
pected expenses could then bg ‘spread over many years‘rather than neces-
sitating large_ monetary expenditures at any one point in time.
v \ T~

\ .

) included five efiés.of risk, fthe pature of these.
being thgt they could not énticipated y families and also that '
los&es,\if incurred, were gené 11y great and, could seyvekely disrupt a
family's\ financial management functioning. For the purpgses of this

)

I

Insurance covera;

A L3




o n
The five areas inclided: ' . R
A Yy . ! 14 .
oot (2) adtomobile insurance, '

(b) homeowners or tenant®~insurance, ‘ .

. () medical insurance ' / “ )
(d) disability income insurance ' ’ k
(e) life insuranca: ) ' ' : \
~ Debt Ratio ' ‘;
- . |
' | Debt ratio. was.defined as “the percentage of month1y~after-tax income

- ‘ whidr s allocated to debt repayment, excluding mortgage debt. [f -

-
¢ v
. .

" ‘ ' DESCRIPTION -OF ENSTRUMENTS

Financial Behavior Checklist ' ) . o ' l~ ‘.

\\\\\ *The financial behavior checklist was developed for use in this » ™
study, in conjunction with another study, to obtain information relating
. to the\}evel of famiXy financial management functioning, the depertdent
. variable.. The checklist represented the verbalization nf families debt
repayment behayior ~-- different methods of handlingbdebt repayment. cordres-
qnding to the behavior outcomes of different levels of family financial’ °
matiagement functioning. <The checklist described fi e deb ayment
behaviors. This included all ppssible behayiors and therefore.corres-
, ‘pohded to levels of famllyuiinaneial nagement- fuchi ning ranging .
. over the entire, continuum. '(See Appendix A) . . s

. ) - “ \ . w i - \ . | ) . r
The Questionnaire ) PR k ,
\

) . < The. questionnaire was designed to collec data o \famil les ! liquid
/. assets, on their insurance coyerage, on thezt debt rep ymentg\and the

length of time\they had been paying on existing debts and, finally, on . .

their incqme. The information was used to, determine thi‘in epéndent

variables. . // .
. o o0 ‘ , \ \
T . ' I < . N »
// .,  HYPOTHESTS "AND ngGEY PROCEDURES
. . ; .
. & was hypothesized that the 1eve1 of family financial management \
‘funcﬂionina was a function of the debt ratio, th¢ length of debt, and
the liqwid asset holdings and insurance_coverage‘of families. ;/;/
R . { o i . . -
L ) -Information on, all variables was obtained by personal interview -
s and questionnaire. A random sample of 250 names was drawn from a tota1

| of 1397 employees of an industtial company in Lancaster, ‘Pennsylvania
However, complete and usable data was collected from only ?8 famili 5.
The decision to use the employment list of an industrial compagny
population resulted in a final sample of families having arac erist1cs(
of ‘education, occupation; and income which appeared common' to
families. Wages comprised the primary income source and. fa wiies at
all stages ‘of the life cycle, except retirement, were included. -

‘\ ‘\ ' 19

BN f‘\¥‘ ) . E;:l. \\:‘ B - | ' .

» 1
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Fourteen female interviewers, trained oyer a two month period asked
respondents to: i entify their own financial behavior as described on the
financial behawor checklist and also to give verbal answers to the
questionnaire.. Forty‘seven families classified‘xhemselves into a high

- level of functionming, 27 into an intermddiate level and 24 1nto a.low
level \ , \ ’ -

-

\'\L "‘\ ’ " ;
H ANALYSIS AND FINDINGS .o !

A discriminant analysis technique was uskd to test the hypothesis
that there was a relationship between the level of family financial
management functioning and the independent, variables. Since this rela--
tionship did exist, discrimi ant analysis could be used in this study
for two purposes: }

e .‘ 1}:‘1 !

(a) to predict. to which level of functioning a family would belong
on the basis of 'its debt, ratio, its length of: debt and its
liquid as§et and insurance holdings, and ’

4 \r

(b) to find the variable or va iables which were most importéant

in classifying families in}o particular levels ,of functioning.

|

The fitst output of this anal#ﬂis was the classification matrix.

’

—

<A . {

Classification Matrix

' This givep the number of correct aff incorrect classifications of fami-
lies intq levels of fumctioning on'the basis of the families® debt ratio,
length of; debt, liquid asset holdings, and/insurancg coveragé -- the
greater he’percentage of ‘correct classificat ons, the more distinct

are the bveis. )

Ta le 1 gives -the normalized classification matrix for this study
showing, the correct and incorrect classificatioas. Figures along the
principal diagonal represent correct classifications while figureg off
this diagonal represent incorrect classifications. -,Total correct’

. classifications of families into their correct level of functionidg num;~

ber 62 or 63 pefcent. o . - P i v
) |

Table 1 shows that for a high level of functioning, th ‘probability
of correct classificdtign was .72. In other ‘words, -the model could
discriminate, between families -at different levels ofifunctioning so that
families operating at a high Hevel had a probability'of .72 o§ being ///
classified as .operating at that level. éimﬂlarﬂy families operating
at a low level of functioning had a probability of .71 of being classi f/d
into that level. The dftermediate level:o functioning appeared to be
less clearly defined as the probability £ \\r correlct classification ingo,
that level was much’ lower at .41. This means that only 41 percent of
families operating at an intermediate level of functioning wbuld be
classified into that level and 59 percent ‘would be incorfectly classified

, into a high or a low lev%l of functioning. The probability\for correct

, .
20 .

. \ ! “y P -
) " . 3 2 N : . \\ T
S N .
. X \ .
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. Actual Level of

., determined ¢n the basis of familids? debt

, . \
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c1a551fxgat;on of families into a high or a low level was therefore much
reater -than into an intermedlate level, !The table shows that families

\at an” intermediate level had a closer associatidn with’ ‘families at.a

igh level than with those at a,low level of functlonlng, This suggests
hat the financial characteristics of families oberacing at an inter- | | -
ediate level of functioning tend to be more si ilar to those of

llies operhting at a high 1ev7} than those ¢lerating at a low IeVgl:

\ ‘ //TABLE 1 \ \
4 \

Normalized Classification Matrix for Four Variablés
; and Three Levels of Functioning
7

.
\.\ ¥ K . . N
h
TN | -

Predicted Level of Functioning N

roo

Functioning [ \\\\\ ﬁigh_ S \\\{htermediate, " Low Total - o

0 N T, R e > K
High [, o \\ﬁyz \\5.15 .13 \f 100

Intefmedthe ’ .37

- f 1

41 - .22 1.00 ‘&} ‘ /
Low ' 08 ;fl ©F . 1.00

3pta1 correc classiftcathnur4~64 \ -

/Llassificaflons = }74 / VA ' o |

| i . / { ‘7 { i

g ; /] \_! ] . // 7 7\' T fy .
nti L '/

sz tes in conneetion with the c gency ;able prepared £rom
the classifitation matrix, indica d that 3he discriminan fun&tiong,’
atio, length of debt, an

Percent correc

lies into
rectly cl

Discrimi nt Coefficlents

. Table 2 presents a most useful output of the analysis, éhe table X
of discriminint coefficients. The valué each coefficient represents ~

the effect of the variable in cllassifying families.into each level of
functioning. ! fe=

e @ -

Certain family financial chiaracteristigs can be observed .by 10Qkiﬁg ’
at the extreme yalues of the discriminant c‘efficients for each variable, ~
A variable contributes most tc the probabllity of classification into ' -
that level of functioning for which it~ is mogt positive. Conversely, a o .
Qegative eocefficient indicates the extent to'which a variable is notj e D
-Iikely to be associated with a particular level of functloning. In// .

Table 2, there gre no:negative coefficients which in&icates that no, ' o
ya . R ' -

\ VN v o : }




Ievel is negatively aSSoci ted with a y vdriable. Assoc1ation befween

An analysis“of the discriminant coefficients in Table 2 produced
the following profiles of famjlies at each ievel of functioning.\ \ﬂ

i 7
Y

High lével of functioning} Families with the broadest insurance - g
cpverage have the greatest prolbability of being classified into a high g
vel of functioning. Length of debt ranks second in importance in oL
ssigning families to a.high level; However, this variable contributes
much more to classifying families into d low level than’into a high
. level., Liquid-asset holdings “contribute more tb classification into a ~
» high level than._into any other. level. Families with the lowest debt T~
" N ;ation are-more likely to be classified into a high level of function-
© ing. , , o
' SN | N
— Nt~ I s
e ju

: o © . TABLE 2V

. \ Multiple Discriminant éoeffi ients for 3 EeVels N .,
of Functioning and 4 Variables . ; .o\

/ . .
co , ! ™~ Ha
% \\ N e

—— S—

. // j\ f /\ Discrimifant Functi;<§\ o)

-~ 1 e ﬁ /\ . {
’. V ‘1ab1es ~ ' : ) H?éh : fpéermediate C Lgﬁ\
iquid Lsseg 05é£25

- ) 1.0554
: 1.3274°
\ IR
\ 1.0278, .3 ~
- ‘"‘\f‘ N ) . \(f‘ .
[ \ .
\ N ' / | , ( . i < \ . \ ‘)i
. Intermediate level of “functioning.* -One com}d expect that extreme | o
* . values of the discrimihant coeffictepte were not\ found at this level. o J
This is true-for two variables, in utance and deBt ratio. However, fox/ .
the other two variables, liquid assets and length ‘of debt, the coeffi~ - _ 3
r - cients for ap interfiediate level were slightly lpwer than the coeffi- | .
" cients. ofithe next lowest Lez:l : M, s,
» ) * 3 N N !
) Possessidh of insurance pntributes most to the prdbability of .

. : classificafioﬁ*into this level, Of lesser importance is the debt ratio
. 'positio "Length of debt tends be shortest for these families and
i ,their liquid “asset discr1minant c¢ ficient represents only a weak
e . qlaasifying variabLe. %\

.
.
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¢ _ ! '
\Low level of functionihg, The larger the débu ratio ahd the loniger
the llength of debt the greater the probabiLity of ﬁamilies being classi-
fied into a low level of functipning. Families_wiﬁh the lowest insurance .
coverage are also likely-to be ¢lassified into this level. Liquid asset
holdings are less important thar any otzer variable in assigning families
into low level of functioning,

The followiLg Foints briefly suwnarize the above. |
|

. »Insurance\is most positively related to a high leVel of function~

ing and has the weakest relationship with a low 1eve} of func-

tioning.

2. \ Liquid assets are most positively related to a high devel and
have the weakest re1ationship with an intermediate level.
" 3. '\Possession of insurance hlas a greater effect on the probability

f ‘clagssification into{@ high’level than haVe liquid assets.
ebt ratio is most positively related to ‘a low level of ‘func-.
ioning and has the weakest relationship with a high level.
5. 'Length of debt is Eost positively related to a low level and *
has’ the weakest relationship”with an intermediate level. o
6. The effact of variables on the probability of classification Tl
into anaﬁntermediate level of' functioning is generally'}nter-
'«-thdiate of the effect on’a high and & low level, . |

\- o 5- R o
T. i;\;\;;;;EEEE‘Ehe value of the coefficients for insurance as‘

] befng ery high relative to the valuestfor the other variables, This is

_of insurance types\ i1ies who have maxi

particularly\‘ﬁe casé for liquid. assets Wwhose coefficient va/uep go_down

‘in the same direotiyn from a high level to a low level as d those for

I

fnsdrance.

i

/! . /‘ . .
er it seems likely that inszéance may be refle¢ting an under-
nspecified ch racteristic of fdmilieg as well as ftheir.péssession
financial protection may
ared towards security.

and economic characteris-
\lenders such as age, sex,
b, owning versus renting,
Ehese quantitative fac-
1ly oriented)\ factors such as ° :
Llity to manage a debt and ability .
nge. .

~ -

oge economic behavior, is strongly
y be@eflectfng some

be those
I\?urance

tal sta income, léngth f

t-of ex g debt apd pas

yre proxies fox perspnal (inte

‘to pay, willingnégs to pay,

iit the te ptaéion of cverborro
. e

Ingurance may alsg\be a proxy for he same internally orié;teda

T the discriminant coe ficients.

nagement, behavior from a multi- dimensional viewpoint. It
tes the fimancial characteristiés of families at each level

of funct oning based bn the interpretation of the discriminant coefficients.

Figure 1 shoWs different combinations of the four ‘variables as they re-

~—

© act together to produce the three levels of financial management functfon-g :

ing. It a1so shows that the interrelationship among the variablgs is,

? — ) o . o "
o , - - . 2
‘e 23 . “~ ,’h
A . LN n . ? v o2 .
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- not constant.

formation of a new combination which

Q&ifferent level of functioning.

The Means
e Jeand

-~

The disc‘iminant coefficients

\

L4
.

N

\

or

\

The values of the variablles may change resulting in' the
f then be associ t/d with a

; A
ré ore sensitivd measures
) detefmining the financial cHaracteristics of familieg at each ldvel of
- functioging than is a table of the means. However, it is interesting
to analyze the means of the four variables for families operating at
each level of functioning. The means are presented in Table 3.

\
. The mean values for liquid assets and insurance are greatest\for

- families operating at a high level of functioning and lowest for
families o erating at a low level'! At a high 1eveﬁ the mcan asset
holdihgs of families was $3635.5 whereas the mean, ‘asset holdings at a 1

. low level pas only $366.2, The mean values for iy surance indicates that,

on the average, families at a bigh level possessed 3.5 types of insurance,

familieg dt an intermediate devel possessed 2.9 es and at a low .

level families possessed only 1.8 insurance types These findings !

suggest that families operating at a high level of functioning tend to

be in a mpre financially secure position than those at a low level.

! families at a figh level of functioning would be better able to with-

stand unexpectied financial adversity whereas families at a low level of

functioning are particularly vulnerable in situations where unexpected

. . éexpenses arise, - \ \\ Lo ‘
A .

The

-

4 |
. -
~

\ ' i . ) N !
| ' . . mamens R \ o
A/;‘ . N ! i : ) - } o X\ ’ -
) Mean Scores for & Variables and 3 Levels of Functioning .
- o L e
\\; No. in Level High Intermediate - ' Low Total f
N B N : ! i ?
-\ variable \ SRS 27 S 2 98 |
|
: MR : - s ) . 4 ! " o
Liquid assets v 3633 531 1797,036 366,250 .
. . / £ . . \ .
Insurance v 31 2.362 - 1.875 . .
’ ,  Debt rdtdo. . . 8.108'. . 11.720 \\7" 18,147 N oy,
. S Lo \ '

‘/‘/&Q{}: of debt 12, 943 \12.068‘ ‘ 121,953, P
s . , N . 5\X L. .
o ) ‘ B o . \ ¥ ' : o5

| > b | e :

v

Syt atiers s, The ?ean values for debt tio .and length of debt are lowest for oot
’ ) “fa flies dperating at a 'high lejvel of functioning)\ayd highest\ for fapi- P
‘ o lies 'at a ¥ow level of funcéi ing, At a high Leve&sthe Tnean brcen'ta,ge

8]

take-hnme pay allocated to|debt repayment was oniy 8. 1 perceng For

* . I




“\4' 7 two variable rathef than. the i

1

¢
o
oy —
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‘?
familiesqkt an intermediate level this meaﬁ value was a little higher at
11.7 percent. However, the mean debt ratio increased considezﬁbly to
18.1 percentifor families operatiug at a low level of functioning. S

| = For families at high and intermediate levels ;he mean period of
time over which debts had been incurred was 12,9 months and 12 months,
, {4 respectively. But familieés at a low level of functioning had incurred
debts, on the average, over .21.9 thonths.. Thus families at a' high level
— |} could be expected to alldcate a relatiyely small amguit of their income
to debt repayment, the Hebts dxtending over a :elatively short petiod
- of time. On the other hgnd families at a low level could be expected
. to allocate a relatively large propoqtion_of their income to debt repay- “\
ment which extended over a much greater period af time. This indicates
that, in a situation of fipancial stﬁess, £ ies at a high level ould
be better able to redirect current income to hélp alleviate the problem.
° However, families at a low level, having rﬁduce their ﬁlexibiliuy in
\ regard to current {ncome because of the ek nd the length of their
{ndebtedness, woulfl be unable to halt, fhe deteri ration of their finan-
cial position, Also, since the 1iquid asset holdings an insurance .
covef)ge\of these/families was low, hey generally did\ gt have emergency
funds and insurance protection as a 'cushion of Financial relief"” which

wags @ characteristic for families at a high level. "\ | = r -

°

<
> 0

“~ ) ? -0

e v .

CONCLUSION: AND IMPLICATIONS Lo
Conclusions . .. Co > ..
L, \ Y. o w
The overall results appear to inclee some un

4

ected ndings.

*different levels of family finangial managemenc functi n ng. The bulk

. of family financial management, literature indicated that 'the debt ratio
was by far the mogt impqrtant variable to look at when evhluating a .
family's financial manygement techniques. .The 1f%erature generally
placed lesser impdrtanc liquid asset hoidings and ins&rﬁnce cover-
-age Qud the vay iable, length o debt was*rarely mentioned., )

Howeven; inult& ind' ate thathalthough the coeffici%nts for
an intermedipte | of‘funct ning occupled the lowest position for '
grmediate position, all variables did, ~
distinguish well begween q.high. vel of functioning and a low level
of functionidg. * . e :
I~ !
\ The finahc 1 beQavigg chec list eveloped in this study t¢ eaQ‘re
level of family financial’ h%na ent functioping, Ras ,proved to be a
valuable tqol,  Intuitivel &roA ‘the body of ekiiteratuf » cer-
- taln varia 1e§ e come‘t e: a soci ed with succ {ss and dysfuriction in

- financial manap«ment., ligs were olassified. into)different levels of 1

)

. functionihg'subs;antiating the\ recti of the liter ture. As the

.. checklist proved an adequaﬂe me sufekof these le 1s 1 was @urthe vali-'
dated as an instrument to measufte level of. amily\&ina éial‘ggnagement

\ ﬂfunctioning. o {; \ - '\
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,This study cancludes that the Level of family financial managepent
functioning ig rellated to debt ratio, Jength. of debt, “liquéd asset .
holdings and insurpnce coverage. Much \financial management agvice‘litera- -
ture has beer wri ten based on observation without controls. This study
has, shown empirical evidence that advi@e of money management experts cou}d . <
legitimately consider more multi-dimensional aspects of family financial o .

| . "

Welllﬁﬁing. ) ‘ | * o

since overall financial characteristics of families in each af the
three levels of functianing is known, thig permits remedial action to o :
be undertaken in order to ‘maise (or lower) a family's level of fugctioﬁ-
ing. For example, a family in an intermediate level, which has adequate
insurance coverage but’a low amount of liquid.assets and a high debt - \
ratio, could move into a high level of restricting additional debt ! N
comnitments and adding to its savings accdunt the mort released from
debt repayment. . , > IS

%
!

~ - Y ' . N
The p;acgic;\\v§1ué of thiﬁ?dﬁudyfmﬁy be, of pr
individual familie th;gésh to have gome control over the various asg\-
pects of their finapcial, behavior. Understandin inancial char
acteristics of ‘a high 12\§}yof ﬁunctioniﬁg, individual \families may |
wish to assimilate into their’ ghavior the combination of variables
i which produced a high level of figaficial fimctioning.’ Thds study pre- -
- .sents the opportunity for evalyativ. ideration of a famI¥ Ces,
'r the cor ect remedial action to be taken by a.fhmily which'wishesﬁ o
rdise its8 level of functioning, and for a family to plan important
' fihancial b avior in the light of its future level of functioning.,

1

?a@ily financjial counselors and educatoré'ﬁay,also benefit by hav-
ing greater ipsight in'td the multi-dimensional asgpects.of fimancial
mapagement, Family financial cofnselors, as they advise clients on th
maintengnce of a high level of functioning or diagnose’the financial

. problems ?f’fqmilfes at a low level of funétioning, may be better able’

., \to" @dvise  the alldcation of*monqy‘becbeen credit payments, assets and

L ' drance, and oﬁh@t expenditurqg in ¢rder to'min;mizg the péssiﬁility/

of future financial disaster. _Educatﬁ;s may wish to explain and empha-|{ = |
sl e‘io'theip studénts the intergelatiogship,betweeq the variab%Fs . . |
!

§

' t

|
. j ) rTsBa ched in this stud&ﬂand thj r impac& on overall financial ohitcome. . o,
A “\

-
-~

" - P ’ e . |

‘ N ) \ : . ' . t ©

N e ‘\‘ ) V ‘\ ¢ N : V‘S'UWIARY ‘ . AI‘ L S v O \

ri THe'Qarﬁableé,\debt ratio,” length of debt, liquid asset holdiggé ' RO
and fnsu%ance coverage are identified as being components of family ° -

\‘ . 7 financial management functjohing. This study interprets Eamily, financial c)\:'

. . management from a multi-dimensiona viewpoint, It recognizes tHht these ‘.
A " ¥ “Variables reabgﬂtogether and, theri{ofe, the combfnation of varihbles, J.
\ \ resulting f;om\g family's financial beﬁavior should he examined n_ordgr .
\ to adequate °Neﬁplain the ‘findncial Xe come: Three levels of family S D e

finagcial ‘ofinagement functioning have'been developed. tg repregent the ,. . ,
outcqmes\of diff rent cqmbinations qf- he variables. N ‘.\\\ -
B T I ‘ P - { )

L . h :
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o ' t T Pt ! . o Y
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\;, antioning and the debt ragio, the length of debt,_the liquid a3s
¥ h :

. varisble i classifying families into éach level of fupctioning. An

- O oy .
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Discriminant analysis was used to tast the hypothesis that there
as a'relationship between the level of family financi mmnag enj .

-

ldings and the insurance, coverage -of families

The table of discriminant coeffieients was among the output pre-
sentkd. ,Each discriminant coefficient represented the effect OF each

interpretnti of the coefficients indi ated that the financial charac-
teristics oﬁ amilies at each level of 1 nctig:ing were the following

‘ a) high vel oq .- broad {nsurance coverage , IR \
| © functigming = - high'liquid assets - . o A
7 ° | \- low debd ra o -
Vo ‘ : Co moderate\le th of deht Lo
. ' . | . , ) S -
) ) \b) Intermediate‘ - moderate nsurance coverage ‘ .. ‘w
ST level of ! - . moderate debt ratio o
o ! functioning - |\ low liquid ‘assets : \
: : \ - \ short lengt of debt ~.. :
o' \ ‘ ' ',‘
4 ' c) -low level of -; \'\\igh debt ratiio Vo ‘
o - fungtioning’ - g length of debt A :
: - nerrow ingurance coverag . |
- moderate\liqui ‘aggets | b )
B | b
) Knowledge of the financigl characteristics ofi fami ies In ea bf l,

the three levels of functioning permits remedial a tion to be, taken in \
order to raise (or lower) a family's level of ﬁina cial Mianagément \
functioning. This may be useful to both\individua families, amily !

/ figancial counselors and educgtors in their planning decisio and as )
iagnostic tool and ds a tedching aid.
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L Q - ‘ Financial BeheviTr Checklist \ - N )
CHECK THE SITUATION WHICH BEST DESCRIBES THE WAY YOUR {AMJLY HANDLE_S/ITg |
\ — DEI?T REPAYMENT??77? " 4 '
. / -
\ \ T ~
N ' 1. We pay all our bills when they are due and we alahys seem to have . . <"
T \\ enough money to-do this. | . \ . :
N . 2. We pay all our bills when they are due but in rdér to do this b
3 \ \ we have to "tighten our belts." (This means w¢ eliminate unneces:- ’
\ sgry or extra items - like extra food or clothe - in order to &\
\ get the bills taken care of that month.) . ‘ :
\ ' ' -
. 3. We usuallxjpay all our bills when they aZe due Sometimes, in o
order not to cut our budget, we have to let one or two bills go
to the following month, /‘. AN .
4." We ugually pay all our bills when they are due ometimes we ' !
‘ . canﬁ%t meet one or two bills, even after "tigh}\higg our belts,' - _.
\ We usuallyalet one or two bills 8o to the following~month. .Q )’

A N L
) 5. W %Ve "tightened our belts" as far as possib|e. We cannot .
- all of our bills when they are due. We always have bills' to ~
pay from jprevious months. . ' . .

.

) ° ' "1’ ! v
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C kESOURCElMATERIALS FOQ\QONS R/EDUGATION .
. e , \ g . ; /. ~ N
A ' Dr. Stewart Lee _ ’ .‘
. Chairman ) . R

Department of Economics and Bysiness Admi istration . ‘

Geneva College, Beaver Fa?ls, Pennsyh ania - . S

) . - . B U S WU \ ,
v Introduction and Outlines'of workshop o
.~ - . — : \ - \ ' ~ .
How does one evaluate consumer educat on resource materials? \ \,

The basic problem in a primitive or bare subsistence level economy has
been the p qcurement of adequate food, clothing and sheltér for mere sur-
vival, Thus, the energies of men have had to be direcﬁ ed toward that goal.
Today in western civilization, and in more and more other areas of the world
more and mare persons_are not only able to secure the basic food, clothing ,
and bhelter!, but have bgen able to develop a surptus off funds which may be
spent in one of many di eng ways as the individuals [so desire} Additional
funds for discretionary sp ng are now available to mgny people, but. at
the same time the proliferation and availability to vas scores f new pro-
ducts and services hdve almost ovephelmed the consumer both as 30 what to
spend his,money on, and how to decide what is the best buy among igimilar - -
products or services,that wil ¢et his particular needs. K Thus has developed
the necessity for good, reliable sources of consumer Information to. guide -
the consumer through the labyrinth of ‘the market place.’ .. C.

The basic problem confronting the consumer educatdr in cHoosing sources
of consumer information is'the same problem whi¢h confronts the consumer
when he enters’ the market place -- this is how to evaluate all that is
available, . The success or failure in the use of source materials will be o
dependent upon the degree of success in the evaluation of su¢h material.

L
t

In @valuating materials.the consumer educator has a limited number of
choices. He can merely accept as reliable whatever consumer, materials hex
‘becomes aware-of; or he can reject all such materials as the prejudiced
‘opions of vested interests. The consumer educator who accepts’ either of
these - two.alternatives wi 1 fail in his decision-making process in the mar- -
ket p1ace. : .

~

~

The acceptance o£_the sources of consuimer information should be based N
not only upon an intelligent, cautious, and skeptical evaluation of the ‘
material, but it shou1d also be based upon as much information as one can -

¢ .

~
.




_ anticaries dentifrice. I.am in no positiom to evaluate the effectiveness of .

»

. 2. An exhibit. and discussion of

- % 12" record, 28% min.,. $35.00, Guidance Assocfates, Harcourt, Bracég,

.‘-‘ ' ® . . s .(‘ .
/ ' ) s ‘
find concerning both/;he writer and, the organizations vhich are, dieributing
such consumer information. We cannot be all-knowing in all areas, ko we have N
to accept the judgment of other persons and other organicatiohs many times.
-~ o » K . . . . ) .
‘ I and the members of my family switched brands of toothpaste a few . .
years ago when the American Dental Association s Council on Dental Thera-

peutics issued a statement recognizing Crest Toothpaste to be an effective

dentrifrices, so I must followla hit-or-miss policy, or have enough confi-

dence in both my dentist and the American Dental Asgociation to accept their S
judgment., This is' the typé of degision-making process we must all follow,

if we are to'have a degree of . success in the market p1ace.

|

|
| (

1 have been quite satisfied when I have written to a producer for speci-
fic information and prices for a product which I am interested in purchasing. ‘
When I was, shopping for. an automobile .I wrdte to the manufatturers for pfice
and product information and waszinundated with both useful specific\price ‘
and specifications information, as well as advertising brochures. Again I v
would suggest that fhese materials of the producer by used with se1ectivity.

Consumer .information is made available by goversment, business, and by ) 4 i

.private, non-business sources. The materials are available for the persons

interested enough to seek them out and make uSe’of them, but the avai1abi1ity ‘
of them means little 1f the consumer does not avail himself of these materi- a
als, If he does make use of them, it is-essential that proper evaluative

‘procedures-\are used.

5

-t

Having a ilable many sources of consumer information is vital to

N

is the.basic pr equisite to their proper use. \\\ ',

.» Cie

Outline‘

N,
.

N

~

1. An evaluation of audio<yisua1 ist, book list ahd periodical list, "
p1es of deceptive packaging.
3. A showing of’ a se1ected group of audio-visuals taken from the following:

BE ,A BETTER SHOPPER - 100 slides, colorg about 90 minutes, 1967, pr1ce

. "of $20 includes s1ides, Leader's Guide, $1:50, which includes all pic- T

tures and script, a set of Better Shopper Record Sheets,, a' Cost-Weight
Table, and a '"Be a’ Better SHopper" Bulletin,' {Notg: Also available.in e
eight 27 min.,‘video tapes and 16 mm, films) Cbrnell Univerjity, »

Mailing Roc?n Building 7 Research Parldy, Ithaca, New York 14% ’ ‘

.

' THE EXPLOITED GENERATION - Filmstrip, color, 1969, with cagsette or’

& World, P1easantvi11e, N.¥. 10570.

-
’
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THE OWL WHO GAVE A HOOT - Consumer fraud, 15 min., tolor cartoon, 1967
free loan. Produced for Office of Economic Opportunity. May be purchased
for $40.52 including reel,,can and case from Consdlidated Film Indus- -
tries, 959 Seward St., Hollywood, Cal, 90038. ~ - .
* THE MONEY TREE - 20 min., color, movie, 1971, $260.00, rental $20 for
3 days. Aims Instructional Media Services, Inc., P,0, Box 1010, Holly-
wood CA 90028 R

\

‘.
1

TRUTH IN LENDING: INFORMATION FOR CONSUMERS - 14 min., filmstrip, 93
frames, 33-1/3 rpm 12 inch record, ,colo®, 1970, free loan, $10 purchase.
Federal Reserve Banks and Federal Reserve Branch Ba:?s

AUTOMOBILE INSURANCE - filmstrip, 57 frames, 33-1/3 rpm record, 13 min.,
color, 1971, $5.00 to educators, Director of Educ¢ational Relations,
Insurance Information Institute, 110 William St,, New York, N.Y. 10038.
INSURANCE FOR THE HOME - filmstrip, 60 frames, 33'1/3 rpm record, 11%
minutes, color, 1972 $5. 00¢ Director of Educational Relatioms, Insur-
anceé Information Institute,,llO William St., New York N. Y 10038

. CONSUMER SENSE - a ten-cassette series, 18-22 min..each 1972 set of
ten $85.00 ineludes 30 student workbooks and teacher's guide with stu-
dent response sheets. ,Coronet Instructidénal Films, 65 E. South Water St.,
Chicago, IL 60601, ) : .

——

4. Closing with'a discussion of what is felt by the’ speaker to .be the most
‘fipportant aspect ofﬂconsumer education and that is an understanding of
whgt is meant by and the’ implicatiohs of "patte;ns of consumer behavior,™
as illustrated in the following illustrations

*
s ,
) % .

-‘-v . ' , 4
‘ . .

ARETHEWOMENGUILTY" N .

~ ‘. . .

The late 1rs. Walter Férguson wrote in the New York WORLD® TELEGRAM - )
"We hear that scientists are workihg to see if they’ cdn' find out, what {s
killing off so many men. in .the prime of 1i fe.. That 8 a real easf'one. It's
the women, . N, < )

- L
o

\ v .
We arent doing it on purpéﬁé, of course. We love having mink coats,
two air-conditioned cars, large.houses with lovely gardens, stylish clothes

and all the latest gadgets in thqhkitchen. ,It's killing. the men to supply .
them, The pressure ofjgetting 'things' for their womgn and gratifying their
own material wants puts them in a rat race. 4 , ) . .

s

o . . - . ’
Looked at another way, 1t seems that men commit deli rate suicide as

surely as if they put a gun to their<héads. They have geared our economy to
the wants of the'American public which must be cOnstantly increased.

-

The person who is satmsfied with what' he has id now regarded as a menace
to industrial progress and the next thing to a moron. I doubt .that the findings
of scientists will help much in thig tragic dilemma. At least until the wives»
in this country decide they'd'rather keep Papa than keep up with the Joneses
‘ 2 ~ ¢ i
34
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.
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consideratidn. (Ode ii,‘ 1923)
' My| hear rebels against my generation,
That talks of freedom and\is slave to richeés—

And," toi;ling 'neath each d

N +  Boasts of the morr




CAREER OPPORTUNITIES AND

B HBNQ;NG IN COTSUMER AFFATRS °

. \\Dr. John Burton \
Coordinator of BuSiness Administration
éqManchester Community College
\ Manchester,\Connécticut

\ N o

\ \ [N °\\ N i
Prﬂor to 1960, -careers in/th consumer field weyk all ,but non-
existent, However, consumer agencies'began appearipf in®government b&
the early sixties. Studies by :?eéConference B revealed that by
the late sixties and early seventifs consumer affairs functions were
emerging high on the orga n charts of a fumber of large companies *
whose products or services were being sold to individual consumers,
Because the. career field of Consumer Affairs Professionals (CAPs) is
a relatiyely new one, 1itt1e is known aboutit, \ /

Y .. ;.
b

” kittle research has been conducted about CAPs. Thelgonference
,w”(//hoardz made ‘one study, of 149 consumer. affairs departmentts in 1973; and :
in 1974, a study of consumer affairs directors in over 150 firms in -
elds of manufacturing, retiiling and service was made. Other
ies are now underway concer g consumer affairs directors and de-
ents in business, None of thase studies in the business area con-
CAPs of lower rank than director and none age concerned with the
e number of CAOs in government employment.
This study attempted to‘fill the void in knowledge about'CAPs, and

in doing so, ~to present information that can. be Wﬁ?d in preparing CAPs
~for work in gusiness and in government.\

S%at ment of thz\Problem. oA ‘

\ \ .

\ -

N e purpose of this study Was to determine the functions of consumer
affairs professionals in business and in govermment and to specify the
e¢ducation and the‘experience required to carry out these functions. It

. was designed to provide information to serve as the basis ‘for answering
the following questions:

“

-~

. . '




N Co V1, Appfox1m§ge1y how many\CAPs are employed in government \ 1
¥ N consumer gencies and in selected larger bus1nesses7

\ . , ; .
b - . ' . N " ’ . -
o " 2. What are the functions of consumér affairs professionals?
. Do thede functions differ significantly between business
. . and government ? . '

.
° 1

3. What are the minimum experience requiremegts for a
career as a consumer affa[rs professional

-4, What level of degree and fin what field of degree ‘are ' . by
preferred for consumer aﬂfairs professionals? .

5. Do consumer affairs p*dfeSsionals in b%siness come from
Vithin or'outside the firm? - §

6, °ﬁhat compensation ay & consumer af airs pfpfessional
expect to receive?

. : Lo :
‘\”'- 7. Lhat special competencies, if anf; are required of
[ / N
I‘ !

consumer affairs professionals? . \ )
H N ] '(. N
T 8,\ |What is the future employment need for consumer affairs |
. Xprofessionals in business and in,gove\nmenﬂ7‘ \
. - . J .
o % = - / Qo‘
' Need and’ Importance of, the Study 5 o . T
A " - - o .
¥
a Sihce the career of CAPs is a relatively neW one, fnforzg:ion is, |, - Ty,
, b needed concerning the preparation for this fiéld the .functi erformed . . - .
) on the job, and future career opportunities. is information could, then .

be used by educational institutions to developiprograms for pgrsons.preé

paring to become CAPS.. Also helpful would bé&: knowledge of any special . .

icompetencies needed to be successful as, a CAP. R .

. ™ ] . R

contemplatfng careers as,  CAPs also need ihformation about

and. location of job opportu ttes available the expear- |
al backgréund required /GEZ e nected pay range, and the )

a CAP.

Individu
the number, t;p
ience and educaQE

. variout functions

[R—

. . N ¢
Governmént agencigs and businesges; with the Knowledge of what other
~agencies and businesse arq}requiring pof CAPs, can then better organize

rand staff consumer agen ies in government or, consumer affairs departments

" " in business. . \\ -_ . . e .
: CAPs need as much information as possibie coricerning their profession
o and the people who practice it in order to enhance the pfofession s
identity and .also ‘to advance—the profession¢- : L. . . -
- ' ‘ . , ‘ ] ) . .
Procedures v ' . . oL P - .
" . Mailed questionnaires weré -used to gather data-for this study.
. Separate questionmaires were developed for government consumer agencies ’
Q ) . ‘ ' ‘ ' )

.
. .
ERIC ' ’ e o '
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v ’ o L 4 9 N ta ' . o
FullText Provid c ” . " . ’,

+ ' - . x4 . . .




and for consumer affairs departments in business. \Both qUestionnaires were
destgned to elicit 1nformation to answer the quest}ons lisced in the
purpose of the study. ThHe business and government questionnaires|were
designed to be essentially similar to each other, in order to facilitate
comparisions between the CAPs in business and the CAPs in governme:;.

The government questionnaires were sent to’the heads ' of the 31
. consumer agencies (branchloffices excepted) listed in the 1974 editipn -
of the Directory, State, {County and City Gbvernment Consumer Offices
published by the Office_ dﬁ Consumer Affadrs, Department of Health, Edq- o
cation, and Welfare. This 1ist was supplemented by a list of federal y‘
consumer agencies supplied by the Office of Consumer_ Affairs., The U,S:i -
Postal S ice, although ionly a quasi- -governmentat agency, was 1ncluded
‘ n the government section of this report.
! 4 .
. Ihe business questidnnairea were sent to 1,453 businesses. This list
of businesges was obtainjd from.the following sources:

R ?ORTUNé Magazine in

FORTU&E agazine index of . the second 500 largest inddstrials

\ ¢ ”

ex of the 500 largest indugtrials )

FORTUNE Magazine index of the "Fifty Largest" lists . (this list |
includes £hey'so largest firms in each of the: following six "~

\ .. /categor1es \‘CQmﬁercial banking companies, life insurance
‘ . _companies d verkified financial institutions, retailing com- \
N panies, tran\portation companies, and utilities) ceo )

Society of Consu er, Afgairs Professionals membership list .
o 155 persOns whi here in the scope of the study yet were not  °
" ’ aSSociated-wit firms»listed in the FORTUNE indexes were ..

\

contacted_ Oniy one ‘SOCAP member per firm was included. R 4;///';

\ L | - e
, Approximately one- alf of the government agencies responded to

the ‘survey. Slightly more than one-fourth of the businesses contacted .

responded to the questionnaire. Approximately one-half of those respond-

.ing reported having consumer .affairs departments ‘and/or consumer affairs

professionals. The SOCAP sample had the highest response percentage --

by definieion SOCAP members in business are involved in consumer affairs.
The maJority of firms l%sted in _the FORTUNE indexes do not by )

.nature, come into direct- contact with the consumer and therefore haye

no perceived need for a consumer‘aifairs 'departmént and/or CAPs. Many,

of the firmd do fot make consumer goods or perform services for consumers;

+  many are holding tom anies and only their subsidiaries have cotact with \
the consumer. : : .

P
N

Additional lnformation' ’

. ]

.

Many businesses, in responding t

X the questionnaire, supplemented ‘

iy

thieir response with extensive c nts concerning‘the role of consumer .
affairs profess1onals in business, xcerpts of two of these letters are
'\ ' %)’ 38 S~ .

-




: o : '
. . reproduced here because thig refearcher believes that theydreflect the: c o
.tone of what manyof the business respondents consjdeted .the role of / ,

a c¢onsumer- affairs prof ssidnal'to\be. Tﬁl_fi#st:f' t%; s fromoné |, \ ;' .
of{the nation's largest tetailers: \ A E b rﬁj\\\ \;, =
] . . . \ - X . . xn N i H .

I douttfthere i%-anx siﬂETé“txeggtive,in. . \?who [9 « oL

would feelfqualified to réspond on,behalf of our wre thard ' ’ '

++ 450,000 émployees -- all o f whom consider themselyes "Consumer
'Affairs Prbfessionals" in'the context of your definigfgg.I

i Certainly at least 20,000 executives qualify. . . Becaude/ our _ . \
. E _ 'business is totally consumer-oriented we do not have a ;/ : .
. | ‘Consumer Afifairs Dept. per se. a ' ,

» , ‘ / A :‘ -
The second letter is from an industrial firm listed in the second
. largest 500 induLtrialsf N R \
0 \\‘ .t ’ i ' | - ~ ’ \{
> * ] “ .
. | . /. However; you haLe given me the opportunity /to sug- :
o \ gest that the U,S, Office tf'Consumer Affairs is totally missing
. ' an existing resource that ¢ould never be duplicated by govern-
“ e ron ~
\ ‘ | ment, dnd that is the marketing funetion performed By most : \ )
v S companies by experienced people whose jogx;t is tg/see that .

| '
\ P

' rroguctg made and sold do indeed respond\'to the /needs .and ‘
) /grievances of the consumer during the design, /promotion, sales, \\
¢ and service of the produgt." When they su;éeid, the company
i // is Successful. 1It's obvidus that to survive for long in °
a free enteérprise system,li%e., under competition, these needs p
must be satisfied more often than not, And while marketing /" .
people are not ofmnipotent, they do have the advantage of -knowing ‘
the panufacturigifﬁfacebs, the engineering pr'blems, the
distribution sysfems, the market, their respJ:tive positions in -
that market, and something out what's goiqﬁ to happen down
_ the road as a result of outside ecphomic faktiors, governmental
. action, customer demand,.tgchnolog?cal advaq'e , new materials, .,
T " private Tesearch, industgy Standards, ad }nﬁ%ﬁitum. Every. h
' perstn in every marketing staff of every company in the world is |
. . ° eilther a consumer affairs professional or is on his way to being
. 7 . oge. This is.the vexy essence of his job. .How ‘else do we edu-, .

ST cate or develop such expertise in the elements I've mentioned x
- ) + about except through practical exposure and experience? You 1
. ) - prohably start, I'believe, with business school graduates and ' .

. - sguide them into the marketing function. 7JIt's all there now, If )
e . -“theigovernment wishes to superimpose this kind of knowledge over
ceT oo ‘the existing structyre, it might start by hiring retired mar- I
= ) -keting people. ' -
s e . ' : - , .

.

B
— s
.

Government Consuméz Agencies ' . R
F g

<! . * ) { -

< One hund;ed/and forty<two agencies on the munifipal,‘éounty, state,
and federal 1e¥§g'were incluged in this study. This represented about
fifty percent o *fhe'aggncies contacted. The nugber of conumer agencies L

., .
b
~

‘ i
' . 39
Q . : -~
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s » ’ : . ’ { ) .
\ . ! ‘ ° ‘ ~J\ 4 )
~ t at the state\igzgl_ggszgr:ater than at any other goverpment LeGEI N The
‘ \ + federal level the lowest number of agencies but the federpl agencies
—~ had by far the greatest percentage of response Eo the quesﬂionﬁaire.‘
/, W v " . . |
t ’ JQ
: . Most, fovernment|agencies employ-.ten ot ess CAPs; ho%ever,\a'rela-
Fively large number df state consumer agenc employ between eleyen
andy twenty- fiue CAPs Generally, governm consumer agencies expect
R to i
\

rease’ the numbér of .CAPs employed, “present]ly over On% thousand,
. / by ab ut fifty percent by 1977, ' i - \ )
- . : 1L

b \ ' )
‘ sually, CAPs in government ark employed to{perform various coms-,
R ., binations of somé or all of the five functions designated for CAPp The
most mentioned single function, espe¢ially in county and gtate consumer

T~ ~» Offices, was handling and resolving/consumer complaints The consugef
* ‘education function, was often mentioned by state agencies. Fede
. tounty, and municipal agencies op'the other hand, often cited, th fu c- .
\ ion of internal cogsumer ombudsman and consultant on consumer mat ers
. within and between agencies. \ h \,// | y
. , ! , ~

<

P

Most governmeng consumer agencies prefer to‘have CA s with some

ex%erience in the ctdsumer field, with the exception of gome state
| agencies, where’ theresare\generaiizuno—eaperience requirements. ;
\ \ & ‘ ‘ A’Q

The great majbri of agencies require at least a bachelor's degre

£l

\ cqiggfﬂob entrance, Qp eferred academic major was expréssed, it was’
. , usUally business, h wever, ost agencies expressed no preference. State '
. y/ agencies in particu ar, ofteh mentioned a degree in law. .- °
] ' : ' A \ '

qunicipal levels there
is usual!y no preference as to the.source of GAPg. The federal consumer
// agencies genergl y prefer their CAPs from outside the agency. .”,

1 Federal C

pay range mos
) 'salary of $7,
: f range of, $1

mentioned Municipal agencies offer the 1east, a yearly
0 - $10,000 was most mehtioned. Falling in the middle
000 - §15, 000 a year are the county and sState agencies, ¢

./

eht consumgt.agencies stressed special competency in communi-
cations as being necessary to perform the CAP functions, Technical,
legal, and idvestigative competencies were also often cited, . /

In referehce to future opportunities for CAPs, an increase was °
expected by most agencies‘expressing their opinion.

N

—— ' F
b Business ‘Consumer Affairs Departments ,
. One hundred/hnd eighty- four business consuﬁ!m affairs departments
weére included in/this study, representing thirteen percent \of ,those
. ' . cantacted. »Ehzée businesses. were grouped into eight classi ications

o Tt

.
t
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, ,

Q . ‘ ) )




manyfacturers represented the largest c1ass1fidation with fifty=five-
Durable goods’manufacturers were the ext\;ar est. Other than
the miscellaneous clas icat{ion, trade assodiations, with seven firms,
had the smallest represgntation; with financfal, ipstitutions, retailing,
transportation) and utjijlities ranging from qurteen t§ twenty- -five

firms being represente . .

accordi?g to the productéor sevvice rendered. Non-dirable goods

firms,

I‘L [ i o -
Eg percent of the busine'ses cont teg reported havigg no
. consumer dffairs penpsqunel employed. . Of the 4162 [CAPs reported to be
. employed the one fhundred and eighty-fouy fiirms, the durable goods - ;*\
manufactur rs\and ufilities together employed 90 /percent of| the CAPs A
v fnvalved ig the study, the remaining ten percent were distrxibuted among -
the pther six cias fications. Business exp cts to in¢reaSe the number .
pf CAPs empd E b about: ten pexcent by 1977; durable goods-manufac- g

.Fift

"turens expec F e ,gfeates incredse in numbers and trade associations , ’
) . the greates\ cgntage increase. Other than qhe misqellaneous c1assifi4
- cation, util

ected the smallest percenFage increasé ' , k

B
—

erformbd by most CAPs in pusin $s 1s a combination
of all or of\v rious combinations of the five functhons ascribed to

. - CAPs in this study. A significant number of CAPs & the utility field
ions of handying and resolving co glaints and in-
quiries. The education function is important for‘CAPs in the non-

i durable goods, regpailing, and utilities fields;' a very small ﬁercentage

! of ¢APs in dur?ble goods firms perform the educationﬁfunction.

}

- 'é J4 =)

_ Although. mady firms desire CAPs to have 'some consumér experience L

% befpre being hired, more require experience in other reas, Several’
firms, especfally the non-durables, desire experienceiin business, mq f

qing, or public relations. N f,/ ‘1

. . - - ‘

) In every c1assification, a achelor s degree was bost mentioned‘as

) the minimum requirement for a position as a CAP. Master's and doc-

tot's degreées were also,menti ed to a 1§sser extent, nd several fiﬁ?s

I’
\ i

. The academic majOr cited most was business. Many firms said th?& had
i:

pPr ference as to ‘academic-major. Law and home economics degrees |
ed several mentions. Home economics was often preferred in no - \
duralfles, retailers, and. utilities. Most businesses prefer to recruft
thei Ps from within the business organization; retailers, though,
take tHeir CAPs from/outside the.firm ome had no preflerence as tq'the
v source of their CAPs.

) Very few firms reported paying CA s less than $7,000 a year. e
most cited annual salaries were the $7,000 - $10,000, $1:0,000 - $1 ,000
and $15,000 - $25,000 ranges. Several firms pay in excebs of the 5 000 \ -
annual pay, sdch as many dyrable goods firms and a significant number
of dirlines. . : , i |

- v . - \ -
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"one hundred and eighty-fo

The special competen&ies that firms desire most their CAPs .

arg in communications. er firms also stated that they would like
s to have technical, human f®ations, marketing, and home econamics
-

competen ies.

Eight commehts. from business indicated that thefe was an optomistic
outlook for future employment of CAPs. Other ¢gomments from Several firms
indicated that fhe consumer affair functions Mere belter cdrried on by
executives amd/or marketing,' sales, and publ

~

Conclusions

-

T
The “Statement

this, research was d
the %indings of thi

»f the Problems" sectiop |of this study stated that
igned to ,answer eight [questions.  On-: the basis of
study}/(he following dorclusigns are drawn:

\. Approximate one thot s nd consuméy |affairs|professiondls are
em loyed by the .one Hyndred and}forty-two government|agencies. responding,
whixh represents aboul\ fifty péxeent of thL enciesllisted by Office

of Consumer Affairs ditectories.| 3} ‘
\

4 / ) i
Ap&roximately 4100\ consymer’ affajrs professionals are employed by K
busipesses representing bout thirceen.per-
cent of the 1455 busine es contadted. "This sample included mainly the
largest busihesses in 't e/United States. Care must Re taken in viewing
this large number of CA s for some firms used quite a ldose interpré-
tation of the, definizion of a CAP. - . -
2. Although the fund{ions of consumer affairs professionals| were
divided into five separate categories, most CAPs in bisiness and povern-
ment performed a combination of all or some of these ' unctions. e
most me ioned comijination was that of handling and r solving complaints
and h ing and processing inquiries. Detailed comparisions between )
the quCtions of CAPs in government and in business jwag

did not vary exgensi ely between the grougs.

o
3. minimum. experience requirements for. consuﬁeJ’ ffaiys profes-
sxonals varied little between government and busi . hould be
noted, however, that when "other’ experience" was iphdica ed busﬂness
often wanted CAPs with experience in business, marketin , and'manketing-
related areas. / LT . 3\ !
. \ <~
g 4
4. A/bachelor s degree was overwhelmingly mentioned as! the miniwum
degree re;nirement for consumer affairs préfessionals 4n business and.

governmen Also, many consumer affairs offices in both grdups had f
no degr;f requirements for empléymert din the consumer ield Both gryups

-often cited busipess when an academic major was mentio ed,” Law degrees

were relatively more important to government agencies 4han bus'iness, and
home egonomics majors were desired more by business than government, .-
Degrees in education were mentioned about equally by the two groups.

v , c, e
2 .
S B

.
| 4 . .
o, M v
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difficul because i
"of different conSumeS activities performeq, but gengrally the fun;tions
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5. ConS1derabI ifferénce existed betheeh’busines% and government

- group and withyn the government group, business generally paid moreé

. performing thei
was also menti

functions, Although not as importang, 1ega1 competency .
ed'by some business and government organizations.
K .

. . 8. The government sector expects a much greater increiase in the

number: of CAPs by 1977 than does the bus1ness sector. Mapy business

offices employel only one or two CAPs, with a few- -employing over 100,

whereas .the government offices frequently had fivg or more employees but
1 - few with over 25 CAPs. o ke . -

. SR

Recommendations’ v et . 7 ) i

<

Recommendations\Xre divided into three sections in response to the
need for the studys 'The f%mst section concerns itself with recomuenda-
. tions for curriculum developmeint, and is aime§§g; educational ingpitutions
k \ " _ who have oOr desffe to have curfriculums for the preparation of CAPs. The

second section contains recommendations for individuals who plan careers
as CAPs -- what to e pec} and where the Job opportunities exist. Re-
commendations are made in tie third section pertaining to the¢ need for v
. . further research.

Lol

Curriculum Development v %

Most firms require at most a bachelor's degree for CAPs, and when

* a major.is preferred)} it is usually in business; very few firms require - '
advanced degrees and/or a degree in censumer affairs or in a related
area. This could be dué either to the fact that there is actually no
need. for advanced degrees and a consumer maJor, or that business dnd

government are not aware of the existence of such programs. If the latter

i is true, it is recommended that business and government consumer offices,

be made more aware of the fact that colleges are educating persons in
the consumer field. ‘ .
[P ) o
If advanced degrees should indeed not be necessary for CAPs, educa-

' tional institutions should eoncentrate on undergraduate programs for

consumer afﬁairs professionals. The emphasis*should lie in the business

) , subjects, especially in marketipg and reLated fields and with some law.

, Home economigs may be important for some consumer.offices. All programs
for CAPs should also stress competency in communications, both written .
and oral. Becausg a sign%ficant number of consumer affairs offices desire
some previous consumer expérience, it is also recommended that CAP programs ~

' _ include field experience in a consumer affairs office.

. . L 43 ‘L. "

. . .
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A program to prepare consumer affairs profe3§ionéls'gg any degree
level should be an interdisciplinary program. Althgugh thé findings
of this study indicate the personnel that government and_businesg, want:
to solve the problems of the consumer “should bu51ness background
they also considered -educational input from o h areas, such as
social science, technical, law, and home economics as 3mportant.‘

Career Planning . .

According to the findings of this study, fndividuals who wish. to
enter into careers as consumer affairs professionals shbuld be majors
in business or possibly for a government job, in law, and need only a

" bachelor's degree. Potential CAPs should emphasize communicatibns in

their background. Because of the desire by business and government for
some prior consumer experience, they should try to get some field work

in their educational program or through paid or volunteer consumer
activities. Business consumer offices often prefer someone with technical
knowledge of the product or business, therefore, it may be desirable for

~a CAP to major in his technical field of interest as well as taking

cansumer coudrses, ) ¢ .

If monetary considerations are important, a quure,CAP should
consider business bver government, and within business, he should
consider airlines first. Because government plans more expansion’in
the consumer field than business and businesses.more ofteén hire from
within their 6rganization,,CAPs may find more consumer career oppor-

tunities in govermment than in bysiness. \

¥ .
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. , . ) © Job, Functions pf g .
- ) Consumer Affairs ﬁrofés31onals in ., .
\BUS1ness and Government .o .
, Sl . . L. ! . .
- ! Given below are the JOb functions of consumer affairs profess1onals ) )
R listed in'the questiofinaires’ that were sent, to government consumer s
§ agencies, and Jin questionnajres. that weré,sent to business ¢ohsumer, af- _ X
' ¥ fairs departments. e YL . . )
- o N ‘ ~ ’ - . . ]
. Job funttlons of consumer. affalrs professfonals 1n government and
. ’ business: . s " N K -
1. Handling, resolving, and arfalyzing consumer complaints,. g
N . 2. Handling and processing corsumer:inquiries other than-
X s complaints, @ . . ‘
L 3. Developing consumer educatlon programs and disseminating’ L
' ,consumer , information. R o ' ) .
. \ ‘ .
o b Job functio of consumer affairs’professionals in government ?g;
. addition to thos:&Tzstea—for‘government and business, above): s
N . ~ . A v ’
. . e € v .
. 1. Internal consumers"ombudsman" “and’ donsultant on consumer: ;
;> matters within and between agencies, '
2. Providing liason with consumer groups and/or industry. . *
) “Job funttions of consumer affairs professionals in business (in E
addi{}on,to those listed for government and business, above): ) -
] . Pl . * *
) 1. Prov1d1ng liason w1th ‘consumer groups and government agencies’
.- . 2.. Internal consumefr"ombudsman" and consultafit on consumer
. —e matters within the firm, .
‘ _ : : , /
¢ ) - - - b
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’ literature, but analyses of the factors which Taffect family purchases of

£

"ing that many families may view Securities and life Ansurance, both, as
) = N O ,

>

FACTORS WHICH REEATB TO NON-GROUP LIFE INSURANCE HOLDINGS OF

(o]

b

FAMILIES:.

,A PILOT STUDY »

Loren V. Geisgfeld

Assistant P; féssor )

Department of Home Management and Family Economics
) _ Purdue Univérsity »

<

A

. », '_ 1
.u The famiLy s need for life insurance has beengwell documented in”the

fife insurance have not been as well analyzed.
redress this deficiency.

This is an attempt.to
I

<

N

K Among the factors which affect a family's demand for individually
purchaSed life insurance, one would expect price (net premium) holdings
.of financial securities, income, group life insurance holdings, and the
perceived need for varioug after death financial resource§ to be among the
most important. The effect of thedefactors on individually purchased .
life,insurance was tested using data ‘obtained from a class$ project at the
University of Minnesota. ¢The sample characteristics are not representa--
tive of the United States as a whole, but the effects of the differences
are not clear,

-

L4 ‘..

l e
What is the efféct of these variables on indjvidually purchased life
insurance holdings, and what are the implications of this for the consumer?
The own price elasticity of demand for individually purchased life insurance
is quite inelastic, but the key factor is the'negative sign of this rela-
‘tionship. This implies. that as the net premiym of individually purchased
‘. 1ife "insurance incteases, .tHe amount of life insurance pyurchased decreases.
This results in a situatiBn in which more expensive forms of individually
purchased lifeCinsurance will be associated with smaller holdings of the°
same.

Q
. N .

] o

-
.

The income elasticity of demand is 0 49 which is quite low. This in-
dicates that life insurance is high in many families' purchase prioritjes,
and that young families will tend to have relatively more 1life insurance, than "~
“one woqu expect given ‘their lower income levels. <o

-
.
.

) -
-The effect of securities on fndividualli purchased life insurance is
positive which is somewhat surprising at first blush.

~

However, when consider-

- 47
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.financial assets, it is not surprising. But a factor;of which one mast .
be aware is thdt the financial asset aspect of life insurance could force

families to overlook the insurance aspect. When combining this with the A T
negative price effect, -one would expect many families to be underfnsured.
. t vt ..

The telationship between.group life insurance and individually pur-

. chased life insurance is negftive as expected with the substitution .
elasticity being negatives and small, -0.09.  This tells one that group, g
life insurance is not a very good substitute for individually purchased
life jnsurQnee.and one.cannot count on one to make up deficiencies in the

. . other,

>
e
)
.

. More imminent perceived needs for after death financial resources
. have 'a positive impact on the amount of individually purchased life insur-
ance. That is, if the major breadwinner of a family were to die today,
the -need for close-totdeath, death contingent financial resources, would
tend to increase individually purchased life insurance holdings more than
the more distdnt needs. ' o )

N \—

What has been found is thag{ﬁamilies are sensitive to the net premium
for 4individually purchased life-insurance; many families view individually :
purchésed life insurance. as a financial asset, and not as a death contin-
gent substitute for financial assets; group life insurance cannot be counted
upon. to sexVe as a substitute for individgally purchased life insurance;
_ and theé eived need for after death financial resoburces for the ‘period -
+ immediately following the major breadwinner™s death has the greateést im-
paét:on individually purchased 1ifg_£nsu§pnce holdings}.

' -
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. . - . PURCHASES OF CONSUMER DURABLES

. " Sherman Hamna

. Ass{stant Professor"
L - . . <o ‘School'bf Home,Economics -
. e o i Auburn University ’ - ) .
Auburn, Alabama

. - . -t
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* ’ The purpose ¢f this paper;is to explore a: specific framewonk for . _;
. . ’ analyzing optimal consumer: choices of durable goods insthe face of al- , >
' ternate interest rates.’ .This framework\has three related usese¢ .- *
* :f) Advice to consumers - assuming some- consumers do not '
. . - ' make optimal choices this framework can help reveal - A
what advice should be given tb such consumers ébout . ¢
. purchases'og~durables given particular preferences . .

and resources; . - . s

. 2) Empirical study of consumer behavior <+ assyming con- : .

sumers’ do makeboptimal choices' this framework can.
help show what their choices reveal about their pre-
ferences”; and

]

Jrete ~+ 3) Publi¢ policy analysis - assuming consumers do make .
L0 optinal choices this ‘framework can help show what
. A optimal government policies would be foryspecific
+goals such as ‘energy conservation, imprd‘ement of '
P ‘, ‘thg, environment, and reductions of rpoverty. )

.
.
K] - . '

Frr pr1nciple'a consumer's decision to purchase a particular durable
good is simply -a capital budgeting decision. The cohsumer can evaluate -
the costs - and benefifs of the item for each period in its expected 1ifé- .
L CR time. It is helpful to consider the valuation of simple financial assets 1
. in order to better understand the value which an individual consumer nmfight
place on a durable good For convenience, a number of factors wHhich might
have an influence on decisions will be ignored at first.

~ ° . . ’

~

.

The’ basic principles of the valuation of simple financial assets tan
be illustrated by considering the following question How 'much should, one

.
3 . -
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ﬁéy tpday for the right to receive $100 one year from now? . Most'people

.wouid pay less than $100 - they discount future benefits because of un- .
certainty, impatience, and the value of alternate uses of their money. ,
Ode way to compute the present value of a future benefit is to compute
how much one would havé to pit into an alternate investment such as a
savings account in order to end up with an equivalent amount of money.
How, much would one have to put into a savings account today in order to . .
have $100 at the end of one year? For a savings account paying.67 inter-.
est compounded annually, the formula . I{\

F=P (1 +)0 |,

4
3

a
¢ can be used, where F equals the amount after n time periods, r equals the
rate of interest per time.period, and P equals the present value, or:ini-
tial amount invested. With rearrangement, the formula for present value
> ig derived: ] . ‘ ’ .

o ‘ '. /{F
o ' P=" 0T+

‘

-

In the example just de&cribed,” F equals $100, r equale .06 per year, and
> n equals one year, so o ) . ‘ .
, ' ° ¢
100 . s94.34 . ,

-, 0

, P=706
[ / )
What would b# the value today of receiving $100 at-the end of !two
> : years? Substituting in the present value formula,

: ;/ . p = $100 - _$100
' ) . Lo (1.06)2 1.1236
. . N
It is convenient to use a predent value table instead of going through the
calculdtion. (Use of present vayue tables becomes especially useful when
mapy time periods are involved )| Using a standard table for the present
value of one dollar received n time periods from now, it can be found that
the discount factor for two years at 6% interest is .89, so that the present
. value of $100 to be received two years from now would be $89. The use of
¢ the present value method makes clear the importance of timing in evaluating
future benefits from investments - the longer one has to wait for any bene- - .
fit, the lower will be its present value. -~ .

= $89

2

How much should one pay for the right to receive $100 at the _end of
’ ) each year, for the next.10 years? One way to compute the price one.shbuld a
- pay is to compute the present value.of the benefits for each of ‘the .10 years
. and then add each of the present values to obtain the present value of the
stream of benefits. 'Thus, the present vaiue of $100 perayear for 10 years.
at 6 percent interest is: . . T . .

n . L i . . ; ” ~.
P= ZE: Kﬁv‘ ¥ = 100 + 100 ; vee + <7100 = '$Z36 -

(1 + ot "1.06 (1.06)2 . (.oe)o :
= . . # . - B

- *
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One can use a table for the present value of}ﬁn annuity (a constant payment
per year for a certain number of years) to vbtain the present value of .
§736 at 6% intdrest.? What would be the present value of $100,per year for
10 years at a zero interest rate” It would simply be the sum of each of
. the future payments, $1,000. The higher the interest rate, the lower will *
. be the present value of the future payments. - ' ~
. For computing the prégg;:\VQI::aji a stream of aftertax or non- ‘
taxable income, the appropriate distouft rate to use may be the effective
aftertax inerest réate of alternate investments. For instance, for a per-
son in a 257 mdrginal incomegtax bracket, .the effective aftertax interest
. .rate of an 8% investment ds 6%. (Effective aftertax intérest rate equals '
. actual rate times (1 - marginal tax rate), so .06 equals .08 times .75.) ° '
What if a person is considering borrowing money in order to buy an asset?
~, Then the apprapriate discount rate may be the effective aftertax interest
' rate\of the loan. If" a person-'in a 257 marginal tax bracket borrows money
. at 12% interest, the effective aftertax interest rate, if the person itemizes
. on his tax return, is 9%. Table 1 shows the effective aftertax interest
. tates for tax rates of 22%, 32%, and 50%, and for actual interest .rates of
8% and 127%. One important inference one can draw from this table is that
" the present value of any particular flow of future benefits will tend tp

be higher for persons in high.tax brackets than for persons in low tax
brackets. . . - .

. . ' ' Table. 1 -t . Lo

" 'Aftertax EffectivelInterest Rates : R
i ~ Marginal Tax Rates ' , T Actual Interest Rates
.22 ‘ ‘ . L 8 12
o~ (Taxable income, $8,000-§12,000) *6.24%, 9.36%
Ei‘ .32 . : h i
(Taxable income, $20,000-$24,000) . ) 5.447, 8.16% *
LT T Ls0 , ‘
* (Taxable income, $44,000-552,000) 4.007 6.00% . -

Y
e

(Based on 1973 Federal Income Tax rates for married couples filing joint
returns.) ‘ «
i

.

A simple application of the principles discussed can be shown by a
consumer s purchase of air conditioner. Assume a copsumer has a choice of

, . two air conditioners which are identical in every respect except initial !
“ purchase price and efficiency of operation. Table 2 shows an example where,
. with electricity costing five: cents per kilo-watt hour, the difference in

~‘_ : \
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1 f\/\ ' : .
electricity costs between' an inefficient air conditioner and an efficient !
air conditioner would be'§17 ?er year. If it is assumed that either air
conditioner will operate withdut repairs for 10 years, how much of a
?5 premium sbould a -condumer.be willing to pay for the more efficient air
conditioner? (In subsequent discussion, it is assumed that a consumer con-
- siders only hig private costs and benefits, ignoring social costs and bene- .
fits.) 1f a consumer values future benefits as highly as present_ benefitg, - .
the presént value of the future savings will be. the sum of the annual -
: ‘ savings, $170 N RN v . ) .
. ) This result is shown in the first line of Table f,‘tbe present'value
. X of $17 per year for ten,years at a zero discount rate. A zero discount
rate may be appropriate for few persons, but low discount rates.may.apply
for .persons in high tax brdckets. For a person in a 507 tax.bracket with 5
‘ the opportunity to invest‘gi an 8% rate of return, the'apprdﬁniate discount
: rate is 47, so that the présent value of the savings from buying the more
efficient air conditioner is $138. But for a person with a 6% rate, the
present value of the savings will only be $125, What about the low income
person who must borrow at 127 irnterest,>and who does not itemize deductions
on his_ income tax return?- Such a person will have a present value for the
éavings.of only $96. A person with a discount rate of 18% would value the
savings in e1ectric1ty costs at only $76, and a person with a discount rate

-

o . of 36% woula value' the savings at $45. :
o © L ! Table 2 - ’ DU |
> , Présegt_vaiue of Savings in Cost: of Electricity for an Efficient: )

‘Air Conditioner Compared to an Inefficient Air Conditioner.

> . S I YR . ...

» ° . 2
.Prese%t Value of $17 per,Year

Interest’Rate s ™ for 10 Years . . \. )
, . '_v . ) ... < .v N ; 3 ’ /
C0% . o K $170 , o
T 47, o /$138 ~ A .
. 6% e, $125 '
127, . , $ 96 .
18 NN ' $ 76 - o
= : 367, - S . § 45 .

— — —
. ! -~ .

(Based on approximate costs of operation at five cents per kils- . !
watt heur of two approximately comparable room air conditioners, - T
operating for 10 hours per day six months per year 3) )

- ~ .

. ©

. Since the average retail price difference between the two models was
about $36, <t would be rational for alost any congumer to pay the higher
price foq.the more efficient air conditioner. But what :gbout further -.
technologicgi improvements to save e1ectr1city7 Wwhat if Genexal Elecrric
developed an air conditioner which could save. $10 per yearton electric
bills compared to. the most efficient air conditioner at present,, but which

" -

would . sell: for $80 more”’ Which consumers would be willing ‘to purchase . % .
| i : V 52 > v - ’ d
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" to be obtained by increasing the cost

¢
¥

such an air conditlonerﬁ e present value of $10 per year for 10 years is
greater than $80 only fpr d1scount ates less than 57.. Therefore, only -
by at an aftertax interest rate of about

" conditioner

. - What would be the effects of a gdvernment requirement of higher ' energy
efficiency for appliances and automobiles? If the higher efficiency were .
f production, then under the present
tax system and patterns of credit availability, upper income consumers\hould
‘benefit more than lower income consumer¥. What would be the effects of
government requiremehts for greater durability - for longer lasting appliances,
cars, and housing? 1In this situation, too, higher income consumers would
tend to benefit more than low income consumers. For instance, ‘what if the
alternatives consist of one appliance which will last 5 years, and another
appliance which will last for 10 years? If the net benefits per year have
a.value of $100 for either appliance, how much of a premium should a con-
sumef be willing to pay for the longer lasting appLiance° The price pre-
mium should depend upon the discount rate of the individual ¢onsumer. As
Table 3 shows, a consumer with a discount rate of 6% rationally should be
willing to pay a premium of $315 for the purchase of the mére durable ap-
pliance, while a con mer with a discount rate of 18% should be willing to
pay premium of only $g361for the lomger lasting appliance.

v

Table 3

The present Value of Appliances Providing Benefits of $100 per year, for
) Lifetimes of 5 Years and 10 Years, at 6% and 18%

Discount Rate

'tifetime of Appliance 6% 18%
10 years $736  $449, ‘
5 years t . sh21 $313

'Diffe%ence (Price Premium) $515 $136 °

. !
{ bl

T

’

The above analysis is also helpful in explaining the actual behavior of
consumers. If some low income consumers apparently buy app1iances, cars,
clothing, and mobile homes which do not last as long as corresponding pro-
ducts bought by high incgme consumers, they may. still be making rational
choices under existing conditions. Low income consumers generally face
higher interest rates than do high income consumers, and they do not have
the advantage of deducting 1nterest paid from their taxable income, so it
may be perfectly rational for them to choose items with shorter lives but
lower initial prices. a . s '

— ‘ “‘,\’\\‘;
< ‘ 5 .
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The preceding analysis leaves.out many factors important forochoices in

the real world. One factor which has been impgrtant for purchases of dur- -
able goods in recent years has been general inflationand related rapid in-

‘creases 1In the prices of specific durable goods. How can tha'expected price

changes for “a durable good be incorporated into the present value analysis
described above? .Usudlly, market interest rates will tendoto adjust for ex-
pected inflation rat - all other things being equal, the highér/the expected
rate of inflation, the higher will be the market interest rate. If a con-
sumer uses his gurfent after-tax interest rate as a discodnt rate in cal-
culating present value, the benefits and costs for a time'period sbouldﬁbe

measured in terms of expected prices in that time period. ~

How should;a consumer take expected price chénges into accoynt in deter-
mining the présént va%:e of a durable good such as a house? Assume a con- .
sumer is planning to Puy a house'which has a rental value of $1,000 per’

year. For simplicity, assume this Yjouse will last for 30 yea¥s in perfect

‘condition, then turg tb dust when it fall¢ into the San Andreas’Fault. What

is the presegt7valhe°qf the houée to a consumer with a disgount rate of '
67? Using the formula for the present value of. a stream of payments,

A~

: ‘ _ ’$1,000 $1,000 $1,000
- P= 06 - % (oey? * © T (1.06)30 .
\

2
]

Using a table foroghe present value of an annuity, one can find that the
present value equals $13,765. 1In other words, the ‘consumer should not

pay more than $13,765 for the house. But what if the consumer expects the

rent on comparable houses to increase 57 each year for the next 30 years?' Then
the present value of ‘the house obviously must be greater. Now, -

$1,000 (1.05)30

p = $£,000 (1.05) _ 1,000 (1.05)2

{06 - (1.06)2 T (1. 06)30 .
oo P -
which equals approximately,
. $1,000 | $1,000 $1,000
PEMor Y o@D o N30

Frém a table- for the present value of an annuity, it‘can be found that the
present value for an annuity of $1,000 per year for 30 years discounted at
17 interest is $25,808, which is almost twice as much as the present value -

‘with no price (rental value) increase expected. The consumer hould be

willing to pay $25,808 for the house. The reasons for the attractiveness of
real estate as an investment should be clear. In addition to providing '
valuable tax advantages for middle and upper income investors, it provides
an excellent hedge against inflation. Tne highér the expected te of price
increase (or equivalent rent increase), the higher will be the prdgent value
of the investment at any particular discount -rate. (However. the mNrket
price mav be higher than the present value to a Particular investor.)

o M

N

o . -




,

1

.

< .
. - }
~

It is instructiv® to examine the rate of price increases for some other
consumer durable goods during a recent period. As Table 4 shows,.the rate of
the price increasés for various durable goods betwegen January, 1974 and
January, 1975 were very ‘high, with almost all rates higher than the rate of " &
increase irv the overall Consumir Price Index. Durable goods were among the

" few. investments available to the ordinary invfstor which more than#ept pace

with increases {n the cost of iiving during this period. Apparently, some
extra buying as a hedge against inflation did take place during this period.
especially with automobiles .In ‘fact, there were three good reasons for
consumers to sell their old cars and buy new ones: expegtations of price
increases in new cars, expectations of even more rapid inhcreases in the cost
of auto repairs and maintenance Which would make old cafs relatively more,
expensive to operate than new cars, and in6reases_in gasoline prices which
provided an incentive to buy cars with better gas mileage. Similar factors
were present for spme other consumer durable goods. But theré was a severe
loss of purchasing power with the combination of high inflation and receg-
sion, with the Consumer Price Index increasirg 11.7% while: the spendable
earnings of the avgrage nonagricultural worker with three dependénts }ncreas-
ing only about 67. '

] - :
A . : .
Table 4
\ Price Changes of Selected Consumer Ttems,
\ January, 1974 to January, 1975 .
Change in the Bureau of Labor
' Item Statistic Price Index
Consumer Price Index (Overall) P . 11.7%
All Durables ) 13.0%
Hoasehold Furnishings . ' 15.0%
: ~
Automatic Washing Machines X 14.2%
, o
Refrigerator-Freezers 15.4% '
Electric Clothes Dryers - ' 15.1%
New Automobiles - ' 12.7% -
Used Automobiles v 9.3%
Auto Repairs and.Maintenance 15.5% ,
Gasoline . 14.39

»

n

(Source: donthly Labor Review, March, 1975, Tablé 23, Consumer Price
Index - U.S. Average, pp. 105-110) ’
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’ The preceding type of present‘valﬁe arralysis can be: quite useful, but
it has one serious theoretical limigation - it smust be assumed that the cur-
tent satisfaction received from an Amount of money payment or real consump-
tion in any time period is the same for all individuals and is independent -~ X
L - . of the particular time period and of other circumstances. One can obtain - . L
. some interesting theoreticdl results with legs restritvtive assumptions_by -
" using the presenéﬂvalue of urility received in‘eac . time period rathéi‘than " .-
' the present value of the mofietary valdte of benéfits in each time period.” _ - oo
- ‘With tHis method, one can calcylate the pré%ent‘value of current atility -in
“each period derived from a‘durable good as: , e s o ) A
B N i . N . R Y - - - '-\' . L -
- P_- Uld1 Yt Uzdz(‘ +. SO + Undn, x . \ %

.
. . »
& . °

) where Yt equals the utility periveﬁ in’each time period t, and.dt equals the
.. “discoun¥ factor appropriate for time period t. If a sumer digcounts future -~

timer perfods’ at a constant rate per time period, sa ’~the above formulation.® . T
. T, * L £ T . ‘ . .
becomes, N // ’ o, i.,’ e ¥ ey .
: VR 1} : v, - : U ° - ® e
P - [ 1 + . 2 2 ’+ - o “n 2 N . . . L4
. =x) & A= " T Tt - s
- 1 N . ° ! ! - !

_ For a complete analysi$ of optimal consume}‘phdice over time, one Goulg.°
‘derive demand functions,from the maximization of anujtiperiod utility'func-

tion subject‘to:a 1ifetiqg budget constraint; &;Howeve},"fér‘simglic%gy, the v T
concept of the presénf value of. the net utilitY‘derived’Prqm a product in . .
each time period during its lifetime will be used. . o $o-

at

. . Lf two related plausible.assumptions are used -"risk avoidance and -~ _ CL
declining marginal ugility of wealth - somé:results relevant to)gonshm ’
purchases of durablés can be derived, First,.if consumers are risk avo

. then';he greater the uncertainty sbout ‘future Benefits, the-lower will be

o ‘the expected utility of the benefits to the gonsumer. In financial ané&y- ..
sis a riskcaajustpent°factor is often included in the discount factor Gsed’in
computing the value of the investment. _}f twd.inQeaimeﬁtq are being considered,

"each with/an expected average return,of $1,000 per year, but the return of )

,one investment is éxpécted with certainty, to be exactiy $f,000 per year,.and N

the return on the other investméyt‘hps’g.soz charice of being: $1,500 per year

. and ‘a 50% chance of being $500 per year, a risk avoiding investdr wolild pre~ .

) fer the certain return to thé.chance.of making, perhaps more and perhaps less’

thanr$}3000 per year. A risk avéiding investor might use a 6% discount rate
for the safe investment and a 9% ‘discount rate -fof the risky investment. *

" A similar consideration would apply for a consumer considering. investing
tot . in risky durable goods, Why_might durable goods be risky? They might be L
" risky because they falludpart ‘sooner thap expected, because they require o
higher than expected r @iz expenses, or because the consumer's .needs might o

change in the future. Since a consumer cannot be sure about these, events, ’ .
N he may discount” expected Benefits from a dyrable good at a higher rate than T .
) he would for a safe,investment such as a savings account. -If ecofomié ard - .
pol%gicar conditjons become very unstable, a cqrfsumer's bercegt;on bﬁ:risksf"- o
. may cause him to discount benefits from all investments at a high rate, v

. leading him to spend more for. immediate consumption. "\ - ’ .

4 o . ' [ 56. - w. . . .
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If a consumer has declihing marginal utility for wealth,8 then the
.lower present wealth is relative to expécted future,wealth, the higher will
be- the consumer's discount rate. This provides another economic rationmale
for the alleged present-orientation of low income consumers, +.as the higher
the discount rate, the lowef‘willfbe the investment for the future. Even
. if low income consumers have preferences identical to those of high income

consumers, their behavior may appear to be more present-oriented because
they face higher interest rates and because their present 'wealth is low
s re}atiug'to future expected wealth.

-

'

* What i@plicétions does this present value analysis hold for public
palicy’’ For energy policy, this type of present value analysis should be
considered in déciding upon Specific ways to encourage energy conservation.

: One way to achleve energy consewvation is to raise energy prices, which
. will presumably induce some consumers to cut back on their use of energy.
One of .the,most important ways to reduce energy consumption is to make some
ihvestmént to. achieve more efficient usage. But, as shown before, there
~ are good reasons wby low.income consumers have less incentive (and less
- ability) tb invest now for future benefits. If public policy on enefgy
1S to be equitable as,well as efficient, perhaps programs should be de-
‘stgned to help low income consumers to invest in energy conservation.
Another related public policy issue is the use of monetary policy to fight
inflation. During periods of increasinirinflation, a common monetary ‘
policy to fight inflation ®s to.decreas thé rate of increase in .the money
supply, which in gyih will tend to increase interest rates for borrowers
and investors. All other things being equal, high interest rates will
ténd to Ainhibit . .investment ig energy saving methods such as insulation and
more efficient appliances. 1In order to encourage investment in energy
saving devices during periods of tight money, specjal tax credit alloca-
. - tion, or direct loan pyograms may be appropriate to prevent anti-iqflation
". policies from working-against energy conservation goals. .
- The ‘above policy recommendations are based on somewhat impressionistic
. analyses. Obviously, further research is needed in this area. Research
needs include surveys on tim&cpreférences of different classes of consumers
and of actual interest rates faced by different groups of consumers and
corresponding investment pattehns in financial assets and durable goods.

a
[] - °
. N

'
L
L4
. .
2} s .
@ .
.

PN

o

o




Footnotes . -~
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1. For a basic introduction to the use of present value techniques,

see Glen A. Mumey, Personal Economic Planning, New York: Holt, ’
Rinehart and Winston, 1972, pp. 45-51.

b N .

See ibid., p. 50. g )

&

Based on data'in the article, "Air Conditioneré,? Consumer Reports
uly, 1973, '

4. ss Week, "The Auto Slump Spreade " December 14, 1974, pp. 58-64.
5. Monthl¥ Labor Review, March, 1975 Table 20, "Gross and Spendable
. *  Weekly Earnings," pp. 102

6. James. Hejnderson‘and Richard Quandt Microeconomic Theogy, New York .
McGraw-Hil11l, 1971 (2nd edition), chapter 8. *

, ' 7. 1In general, \the investor's utility function would inciude both expected

return and feasures of expected risk. One applied method for taking . :
risk into agcount is mean-variance analysis, “where it is asgsumed that
the investqf's utility is a function only of the mean and variance of

return. See H.A." John Green, Congumer Theory, Baltimore, .
s, 1971, pp. 256-246. ‘

See Alfred /[Marshaltl, Principles of Economics, New York: MacMillan .
» pp. 80-81., (Based on Eighth Edition, published.in 1920.)
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LIFESTYLE AND #PSYCHO}}RAPHIC ANALYSIS

OF CATALOG SHOPPERS
Christie Paksoy
. Instructor . )
Area of Behavioral Studies
" The University of Alabama

- ' o

Consumers in the 1970's have an.overwhelmlng selection among business
establishments when shopping for general mérchandise. 1In 1972, there were
over 70,140 general merchandise stores, 5,792 department stores, and 21,046
variety stores in the' United States. Combined there are over 1,7 million
retail establishments in the United States doing more than $448 billion, in
business annually (15). Furthermore, consumers in the 1970's can purchace
a wide variety of items including such classifications of merchandise as
clothing, gifts,j%ome furnishings, and large applianges without even leaving
home. In fact, consumers in 1972 purchased almost $4 billion worth of
goods and services from one or more of the 2,833 mail order houses 1n the
United States (5). . . -

. N VA

The mail order catang business is growing'rapidly, and more expensive)
items are replacing the less expensive product offerings of the past, (7).
The United States Census of Business in 1972 reported a 16,1 percent increase
in mail order sales during 1971 (14). A study of Tucson mail order buyers
found that families averaged $190 annually in merchandise, a combined expen-
diture in 1971°of almost $7 million on mail order- goods (12). -

The grgwth'observed in catalog shopping can be related to recent socjial,
psychological, and economic developments which may alter future shopping
patterns as well. The growth of metropolitan areas has influenced the life-
style of consumers. The profile of isolated rural ) Lﬂents dependent upon
mail order buying for a variety of goods is a visag of the past. Urban-
ization has created new Shopping patterns downtown a dfin outlying malls, &
With such a variety of shopping areas available, it wWould seem that the
Jnecessity for catalog buying would be minimized. Howgver, in the late 1960's,
70 to 80 percent of catalog sales were in the metropolitan market, compared
to 50 percent in 1950 (4). puhat factors, then, motivate consumers to shop
at home? . ) ‘ .

N Convenience may-be an important motive. Locked-in shopperxs such as
mothers with small children, the |elderly, and the handicapped frequently shop
at home because shopping downtown\is too difficult. Furthermore, the traffic

~
»
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problems agsociated with downtown and outlying shopping centers create a

need for more convenient shopping methods. Particularly in regard to the ', . :
recent gasoline shortage and the uncertainties of the future relative to ..’
energy, the in-home convenience of catalog buying prov1des consumefs w1th'%

viable alternat1ve to remote, in-store shopping (6).° L Co .

Another factor contributlng to the ingrease in catalog buying may be ’
the reduction of risk which consumers in the past have associated with' ° . .
buying unseen catalog merchandise. Manufacturers and retailers h%ve made '

great strides

in standardizing and branding products. Consumers themselves

have becume morel educated and sophisticated shoppers. . Furthermore, the sqlf-

service format

f supermarkets and discount stores has contributed to the

consumer's ability to judge quality by. forc1ng choice in merchand1se with

little or no aid)from salesclerks (7).

o
N . } 3%
¢ ¥

rd

Although reta11 sales statistics 1nd1cate an increase in mail order oy
purchases, they offe¥ no 1nformat1on\wh1ch may be utilized to identify fre- [ -
quent catalog shoppers. Moreover, the research wh@ch‘ha§ been conduycted
related to catalog shopping behavior primarily describes consumers on the

bases uof demographic and socio-economic characteristics (6). Since several

_authors (2, 10, 11) suggest that recent changes in soclo-economic character-'
istics of consumers raise doubt as to the usefulness of.these valuables, '

< life-style analysis was employed in this exploratory study to examine mail
) order, catalog, purchasing behavior.  The specific obfjectives were: \

(1)

(2)

Sample

The sample for the $tudy consisted of 680 Tussaloosa .Alabama,\residenﬁs
~  who were randomly chosen from the Sears, Roebuck and Company catalog mailing
list. The 680 member ‘sample represented‘%en percent of all” Tuscalbosa resi-
dents who received a Sears Roebuck and Company catalog in 1974. 1In each case
only female SUbJeCtS were retained for the study. In the evenf that a male

name appeared
household.

1 4

Questiornnaire

Each of the 680 subjects in the sample-was sent a questlonnalre through

¢

To identify stratified groups of Sears, Roebuck and
Company shoppers based on life-style bhéractgristics, and .

' ) r !
To examine these groups formed on the basis of life-style,
characteristics in order to determine.if they vary sig- v
nificantly on the basis of, catalog shopping ‘frequency.

N : . ' g R
Methodology Coe o K B
- g . - . Al ', - \

[y

. .
. Y

-

in the sample, survey, material .was sent to the "Mrs." in the .
!

-~

the mail. ‘A business reply envelope was also included in order to makeR

respondipg ,more convenient for the subJects. Responses were collected for .
a two week.period.” One week following the initial mailing, a post card ' . .
reminder was sent to each subject. ‘ T : <l
. ‘.. 4\ ‘ | \ ",
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« 1indicating the respondent never buys the product through the mail and "six" .

@ . . f >

.
Fd (I . ” ‘.
o

. The questionnaire utilized in ‘the study was composed of three parts:
life- style analysis, catalog usage index, and_demographics. Both catalog
usage as determined by the frequency bf,pdrchasing catalog items -and demo-
grgphics were used to group and classify the catalog shopper.

" The life-style portion of the questionnafre consisted of forty-five
Likert statements directly related to nine’ life-style vatiables (Table'1).
Each statement was ratél on a,six point continuum from definitely agrce to
definltely disagree. Statements for the questionnaire were developed from
. unstructured interviews and previous researéh conducted by Reynolds and- =

a

Martin (9) and Tigeft and Arnold (13). . ¢

‘_‘ A pilot study was performed in order to determine the overall readibility
of the questiondaire items and to determine if each life- -style statement was @
unidimensional. For each statement an item analysis was performed td deter- 1
mine the correlation betweeén that statement and the life-style variables to
which it was related’ (8). Negatively correlated items generally indicate
that the numgral values for the scale are not p¥operly assigned and should .
..be reversed. Zerb or very low correlation coefficients suggest that the .
statement" fa11s to measure the life-style dimension to which it is Yelated.
In ‘each case’ statements utilized in the study were highly related to tneir
respective life- style variable yet only slightly correlated with the total
pool of statements for the entire questionnaire. Therefore, each of thes
forty-five leent statements appear to be differentiating irr regard to o
life- stylt variables and were thus retained for the £inal questionnaire.

Sta;1stzca1 Analysis d : ' ) ' e

Y ’ .

- X \ - < "

. Catalqg ‘shopping frequency was measured by reSpondents perception of o
their "usual" shopping behavior for 39 products. The total pool of 39 . "

products was studied®'simultaneously,)utilizing multivariate statistical - Y
i techiniques in order to provide a more complete description of ‘catalog shop-
.» ping behavior. Spec1f1ca11ya respondenfs indicaged shopping patterns by )
scoring, for each product listed, a scale ranging from one to six with "one" ' .

fndicating thac the respqndent always buys the product through the mail. % .
. The total sample ‘of .280 respondents was randomly assigned to two sub-
samples since computer capacity allowed for the grouping of a max¥mum of ‘150
subJects. Ward's s (16, 17) hierarchial grouping technique was then applied . -
to each of the sub -groups in grder to-maximize the homogeneity of profiles .
#:hin the same c1usters taking account of all profile variables and all
usters at the same time, - ,Mbre specifically, the hierarchial grouping ,
Mgarithiy starts W th .N one-member groups of individuals &and combines the
grouns until two n-member groups are formed. At each level of the groupiqg
., process ‘the groups are combined so as to minimally increase the within
3 group variance with each successive grouping. At any given stage- in the
" process, a 31gn1f1cant increase in the within group variance indicates that

-the, gropping directly preceding that grouping is the opt1m§1 c1uster1ng of . _" R
’ subJects. ' i . . ) ) - .o . "
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% . s
. , I~ . rdereto Jobermiae tue successfulness of the Ward's grouping technique,
a coefficreat of rrofite similarity was determined between cvery possible
corhitation of eatal s, shoppine groups (3). Catalog shopping groups formed?
a five cluster structure in which Group I, Croup II, Group III, Group IV, and
Grﬁup \ represonted most frequent catalog shoppers, frequent catalog shoppcrs
noderate cataloy shoppers, occasional catalog shopperg) and infrequent
cataloy shoppers, respectively. When separation bctycuﬁ groups is optimal
: . the ocfflclun{ of profile similarity approaches -1.00, indicating that
stoupg are less similar than would be expected by chance alone. Lower co-
efficicate between any twe groups would signify the need for further grouping.
, For the purpose of comparing the pncvjbusly formed'catalog shopping
. - groups with the nine life-style variables, responses related to cach of
' the variables were sufmed for cach subject thus giving nine scores to be
utilized in the analysis. TIne life-~sCyle. varijables were then used to develop
dc%criw(iv portraits df the identified catalog shopping groups using mul-

2

N tiple discriminant an31551s ” o
. [+ ’ ® v
The* objectiveeof multiple discriminant analysis in this study wds to pro-
duce, an orthogonal function that would discriminate between frequent catalog
shoppers ‘and infrequent cataldg shoppers, To accomplish this, weights were
. assigd?d te the lifé-sfylu variables such that the standard deviation within
i "groups is minimized and between group variance, is maximized. Since the {
s depéndent variable, catalog shopping fruquency, is discreet in nature, .

/ dlscrlmlnant ana1)51s rather than regression analysis, which assumes the .
. \dependent ‘variable is a random variate, was chosen (l). . ’ .
- ‘ ’ . - Findings )

{ e . R

. Tdentification of Catalog Shopping Groups

— L . . . . ] Q
L] DR §

. The 280 catalug shoppers who responded to the questionnaire appeared to -
. cluster into {ive independent groups on the bases of their ''usual' purchase q
behavxor for certain caLalog\lths. Mean shopping pattern profiles-were
- detgrmined o each pi the five catalog shopping groups. Group I respresents
individuals who most frequentlv purchase merchandise from mall order 9
catalogs. On the six point rating continuum for prodiicts in the question- -
maire, Group .l shoppers most frequently.chose "3" which referred to the .
NI §Eatement "1 frequently buy through mail order catalogs" and "4'" which ‘
' . ‘referred to the statement "I occa51onaL;z buy through mail order catalogs
N . Slmllarly, Group 1} shopping means” ranged from "2" to "3" indicating fre-
' . quent catalog, shopping behavior. Moderate and occasional datalog shoppers
were delineated by Group III and Group,IV means respectively. Group V
. represented a fifth segment,’ the infrequent shopper, who rarely places a
) cata}vg ordér. i, Means for the infrequent shoppers on each of the thirtys
) , n1ne°product# werL "one" indicating a tendency to scldom shop by mail order
. catalog. /- . X . . . i
v A 7 : - :
e .. Although shopping gréups differed on the basis of purchase frequency,,- .
"% ~ there was little diffcerence in type of product purchased among the five ’ .
.. groups. ‘In:be ‘neral, however, less frequent catalog shoppers did tend to ~
ﬁUfchase_pan jewolry, oif ts, and toys while frequent catalog shoppers . .
s * ordered both uift JLrems atd staple goads from mail order catalogs. | .
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Analysis of Catalog Shopping Groups ) f\ . '
After the five catalog shopping groups had beepn 1dentified an effort \‘
was tade tu determine if a relationship existed between shopping groups and - \

a set of nine life-style variables, a mean life-style score was determined '
for pdch of theéngroups with regard to each of the life-style variables

(Téble 2). Ccnsidering mean scores alone, a rough profile could be devel-

oped for each of the five groups. Group I shoppers, the most frequent cata-
log shopping group, appeared to be 'fashion conscious," "pfice conscious,’
"innovators' who are neither "credit users' nor 'store loyal." Moreover,
the most frequent shoppers, to a lesser extent, seemed to be more 'price )
.onscious" and "self-confident" than did less frequent catalog shoppers. )
On the other hand, less frequent shopping groups had a greater inclination .
toward "credit-card usage'" and "store loyalty."

e ar]

[

Although mean scorés are useful in indicating characterisitics of
shopping 'groyps, reliability of the measures in separating the groups must
be determined in order to provide meaningful contrasts. When univariate
F-tests were performed between the five groups on each variable only _
'price conscious' and "innovator" proved statistically significant at the -

05 level (Table 3). Therefore, catalog shopping. frequency groups appear
to be best profiled by resporises to statements related to their attitudes
“ toward price and their innovativeness.

~ v

»”

In order to examine the abi11ty/of life- style variables 'to maximally
separate catalog shopping groups, a discriminant analysis was performed on
the ‘'data, One discriminante score was extracted whi&h accounted for 57.26 . :
percent of the variance. To determine the extent to which each life-style .,
Variable was associated with the.first discriminant score, discriminant
. correlation coefficients were determined between each life- -style variable .
. and the discriminante score (Table 4). Correlation coefficients were also .
" ' calculated for the other three'discriminant scores extracted by the dis- ¢ "
. criminant analysis; however, due to the 11m1ted amount of variance they
o explain further analysis of these scores was abandoned. y -

. . -
o N . ] T

Four of the nine life-style variables were strongly associated with the
first discriminant score. More specifically, 'price tonsciousness" cor- 2
‘related 0.593 with the first discriminant score, "sociable" correlated \
0.5730, "innovator" correlated 0.7168, and "ggore loyal" correlated -0,5708,
+ Since the proportion of variance accounted fol by a variable is the corre- B °
. lation coefficient squared, ''price consgicus,” "sociable," and "innovator )
explained approximately 36 percent, 33 percent, and 54 percent, respectively, N
<P of the variance associated with the first discriminant séore. "Store loyal "
however, was negatively correlated with the discrimifiant score, indigating '
that shoppers whe tend to be '"price conscious," "sociable," and "innovative
frequently shop for goods andmserv1ces in more than one store,’

LY

In additioh' ‘'price conscious and "innovator" whose ‘correlation with
the principle discriminant score was highly positive were also most con- . .
sistent in rarkings across the five groups in the mean profile analysis.
Similarly, "store loyalty' which has a high negative correlation with _the
discriminant score;was also consistent in ranking of groups; however, the




¢ o~ v.e
—— —~ - e —— =
- - / «
- " - © —— s
s0° = & .
¢ - **. - /
. : 10 > d %
T — B
: -78LE°61 %9¢€¢°81 LT11°61 .-6888° L1 L%9L°91 1elo] @a03§
¥ N §Test 1T 1606°0Z SLLS 12 £999°61 9.19°02 SNOTIOSU0) SWIL
. SLLY LT 8181°81 |3 XYANAN 8LLLT L1 0L%9°02 o ,loieaouu] D
6288°91 1606° L1 8662 ‘81 L999° L1 8116°L1 19)993§ :mﬁumEuou:H O~
[AXV YA A/ T60€°C2 LLS6°1T €LeE’1¢ §9L1°22 JUdPTIUOD-F 35,
LLYL" 91 160L°91 9860°81° 8LLL°ST 0000°91 13sM] 3IpaAD
4 09€0° L] 6069 °G1 9.92°91 whyh 81 LY9Z° L1 a1qe1O0STS
L96£°0C 9¢9¢£°¢2¢ 89C1°1¢C §666°¢C mmwm.mN yy SSOUSNOTOSUO)H 99%1ad
' ) £HeT 61 9€£9€°81 .CGES 81 gccec 61 Zivv 61 §S2USNOTOSUO0) UOTYsey
saaddoys saaddoysg saaddoys saaddoys saaddoysg .
\woﬂmuwo go1e38ED Soiealed’ t . goieaed So1eaE) S
juanbaaxguy 1BUOTSEDD0 23e19pON juanbaag . 23juanbaig isol - ..
| A dnoad . AL dnoad I1I dnoad II dnead . 1 dnoad »? a1qeTaEA
7 . - - <
¢ W sdnoaso Suiddoys Sojeaed jo a11joad wﬂhuwawuﬂq ugap : 3
N .\ . .
. : : . .. T 39Vl . ‘
B - k.. . .An\ < .
Y . - D . .
~ > .&.- > - Cm
. " . . ” \Ulm
! . - N . A = H
. ~ . . . > N 0. ° ° N Evm .

g
/




! S . n * ’ % Y
o ’ N . - . .
- - 2 P
0.“0, ‘. M. - - , ’
. E ’r ' . R
) ) . . . '3 3
- ’ ‘ . - - . . )
. /\ : hd . - ——
R ¢ . p= . . R R v .
hd IS * - mow .V mv. .
80°0 69%0° T o 992%° ST . 69%0°2S . 1eko 2103§
: %510 L9LL*0 "2068°81 90%9° %1 ) snotosuo) awil O
L10°0 A 6$9€ "€ . 9900°€Z .l SLEVLL | 1038nouuy QO
. ge o’ 6L01°1 _ T6n10°1T, c18C° 62 e foas ucrBMIOgUTD
. G6TD, 8951°0 . 6EYY 91 1846 . } IudpIIU0D~-3193S .
0970 $T69°0 ¢ Z891°2S 06Z1°9¢ agsn 3aypaad '
-1¢°0 15571 A0 G 996907 7658 63 ) o 21q¥v1d0g
%6070 %92¢€°7 . VATAR YA ©OiEe 8S §S2USTIGIOSUBY 2371ad -
. Lo’ L€1€°0 ) 0€rv0° LT y 9068 €1 SSQUSNOTWWO) uoyse] ’
) Coa UTYITM . usomiag N -
£311198014 oriea-4 - aaenbg ueay : ““azenbg ueaj o a1qerae)
. . T2 . . S
- ‘4 . SAITQPTAPA A181$-3T1] 2;2. Y7 "Jo yoez 1oj si1sa3-g oum..ﬁm.\S:: . - ®
3 - ) . . . ..v .
. - . ¢ A19VL JEEN )
A . . o ° »
: ° : oo
° . ' v
| @ : 2 am,
2 ) . . A R




13

€920°0
8£6S°0
216670
£iv1°o
9181°0
8€EC°0
2160°0

£86Z°0~

610€°0

06€£Z°0-
%681 °0-
g€€1°0
0£65°0
069€°0-
8691°0
€259°0
€811°0
. 6821°0

-

" 99Z1%0-
Z€20°0 |
%2500~
%88%°0
€£10°0-
Z01€£°0
QELS *0-

6220~
SLLE O~

”

'

80LS°0-
9862 °0-
8910
£690°0
72€0°0
11%Z°0-
0€£L5°0
0£6S°0
Z5%0°0

co°

10°

1eko1 2103§
- SNOTOS8U0) Bwll Mm“

yloleaouul

19%99S UOTIBWIOIUL o

3

juapyjuod-31°s
* aasM 3¥1paaDd
a1qejoos

‘ inwmem:OHomcoo 20114
S2USNOIISUO) uolyseyd

’

el

111

11

§21005 1UBUTWIAOST(Q

FEEN

RCLAZLT N

sa1qe1aBA 91K18-3J71 dUIN 1037 §21005 JUBUTWIIDSIC

7 TTIVL

[

O

Aruitoxt provided by Eic:

E

b}




- ’ ranking was 1nverse1y related to catalog shopping frequency. Therefore,

‘! "price conscious'" and "innovator" related statements begcause of their statis-

tical significance and because of their highly positive relationship with

the discriminant score, appear to be most important in 1dentifying catalog

shopplng groups. . . . e

TS further examine the data, group centroids (multivariate means) on the
first discriminant score were obtained (Table 5). ‘The gentroids positioned

';ach of the: groups in a one- -diménsion space by their relatidnships to the,

aing life-style variables. Thé relative distance between each of the groups

on the vector directly relates to the centroid order. Therefore, Group III,

moderite catalog shoppers, and Group V, non-catalog shoppers are lowest oh.

the vecthr; Group II, frequent catalog shoppers, and Group IV, infrequent
catalug shoppers are located relativély close to each other near the middle,

# ~f the vectur; and Group I, most.frequent catalog shoppers, occupies the
highest position ‘on the scale. Positioning on the vector would tend to in-
dicate that although Group 1I is different from Group IV -and III is different |
from Group V {n regard to catalog shopping behavior, 1itt1e difference 1is
‘exhibited in their life- style profiles. ‘o .. .

P ) - !

.Discussion e

. .
- - »

Although this study was limited to catalog shoppers in one community,
. ‘the investigation does offer ipsight for mail order retailers. ‘More speci-
fically, the research findings indicated that residents in a trade‘area can
be segmented on the basis of catalog shopping ﬂehavior nd that these seg-
ments can be distinguished by certain aspects of the members’ style of 1ife.
Therefore, analyses of the relationship between life-style varidbles and
catalug shopping behavior in this study offer mail order retailers exciting
possibilities for reaching various segments of the eatalog market.
- .
Thus, in light o& this investigation, rataillers desiring to capture the.
segment Jf the catalog market which most frequently utilizes mail order c&ta-
- 1ogs would be wise to stresé 'the ease and time-saving aspect of catalog pur-
. chasing in promotional campaigns, Furthermore, since frequent catalog shoppers
' alsc tend to be more innovative, these shoppers would be expected to perceive
less risk associated with catalog buying. However, frequent catalog buye;
would also be inclined to demand more variety and novelty in product 11nes
offered by mail order retailers. .

On the other hand, since less frequent catalog buyers appear to be more
'store loyal and more likely to make credit purchases, retailers seekings to.
cultivate this market must develop marketing strategies unique to infre-
quent catalog shoppers. More’specifically, mail-order retailers should
concentrate on developing consumer loyalty since in most cases once’ an in-
frequent catalog shopper chooses a store ,or catalog from which to shop, most
of his purchases are made there. Furthermore, since "infrequent catalog
shoppers have w high propensity to make credit purchases, ‘catalog retailers
interested in developing this segment should provide a wide variety of
credit ‘eptions in order to attract this catalog shopping segment.

R L 82 '
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Furthermore, ‘life-style’ profiles of catalog shopping segments cquld
. provide insight for consumer educators partitularly in the area of educa- -
tiona «terial planning, %orcover, knowledge of the aspects’ of consumer
QQ life-styles which, affect catalug purchase behavior is essential in directing °*
. consumérs Luware more 1nt0111gcnt catalog purchases. '

< . ‘
L]

o .

.. ' - ka@ specifically, since,more frequent catalog shoppers are inclined to .
purchage luss L\punSLVL,‘relatlvely new merchandise, these consumers are
particularly susceptible to the risks associated with purchasing unseen /
catalog guads.  Therefore, although larger mail order retailers have made - -

srvat strides in standardicing and,branding mail Qrder goods, less reputable
dLJlLrS often offur incxpensive,. inferior -merchandise’ in order to attrgct .
SOTSUNeTS . Thus, cohsumer educators should berespecially concerned witk.
devel ping bducational materials which ‘'will-alert catalog purchasers to e o ‘ -
fact that the price aud newness bf a product are not always sufficient indi-,

¥

. 4

-cators of thc.quallty of the merchandise.’ . , , . )
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ve o . A TECHNIQUE FOR THE STUDY OF SPATIAL ACTIVITY

" ' - PATTERNS OF INTRA-MALL SHOPPERS

. ' .. Anne Sweaney .
o - . Doctoral Candidate
. q$¢4 ) S The University of Alabama
. e g . v
0@« L - / ' '
1 - Wwith the anrnased mob111ty of the populat1on after World War II, the

: shupplng center became'a rttail and social phenomenon in America., Many Ameri- |
¢ans have been Lured away from the CBD by the convenience and the variety of
pruducta and services vffered-in these Business centers. Families are com-
bining shopp1ng trips 4nd entertalnment

Although numerous studles have been maﬂe ‘concerning shopping centers, .
littl f any. information is ava1lab1e concerping spatial activity patterns"
. w1th1i:Zhe shupping center. These patterns are operat1onally defined as’the
i routine patterns followed by shoppers ‘as they attempt tq maximize the mar-,
ginal utilijty ach1eved from vazlous kinds of shopp1ng tr1ps within a mall.

- . . ~ ‘ o

! ~‘.7£

N i N -, .

v

! .
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A < Purpose

“ °  Theé two-fold purpose of this study was first, to identify empirically = .
the existence of spgtial actiwity patterns within the shopping center, and
N second to develop a method of identifying. act1v1ty pattérns of shoppers, w1th-
-, -din‘a mall. e, -« -, ,
0 .
- The value of this study’ }Jies not w1th estab11shed malls, but with the
plann1ng and vrganization, of new matls and/or additions. to existing malls..
The information cechn1Que\prcsented’here has pragmat1c appl1cat1on for the
complex designer and/or the tenant in determlnlng the best tenant mlx/tenant

selection. ) . . , v

- ' . 'y
’ ' Site and Situation : C . N

' , .. . r ’ ! o
o v .
‘ A.” Lacation . . . "
————————al . -
~ R o N . [

' This study took place at FcFarland Mall, which at the present time is -
the largest center of.its type in the Tuscaloosa urbanized area. Located at

o ' " .. ! - 87 ‘ : . il %
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trend:
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E\hluat1¥g thv blneral Brnwth -areas of
rowatrd the s
ageess to.the .

. ~xvena1‘ act 1xttv at this, center.u/ - . 4, . "o g . .

%

outhtqst
activity.

thL Lntt;sucflon oﬁ Skyland Boulevard and McFarland Boukeva:d,oand also the : t";~a
i Int?rsta&e 99 it covers approxxmately 40 acres of Seqtion 31, Y7
. Farse, W 4

~f Tuscai’osa County, Alabania. . SN S

o * ’
. v

‘Fuscaloosa, ‘there is a strong <
ThuSc ma jor areas of development are’ within easy (O
qhuse ph¥sical lucation. factors contrlbgte to the

’
< w oy . . o’ K
- - \ v “"
) Lo R " - LI ¥ - , °
.
v . . . Kl P - [

o o i @ .
# ;3. Ivpe i Center - - Sty ¢

P ~7 - »

- 4 ~ . .
. Tht t1a351fmcat1un of Shtppln centors has heen discuséed in the litera--*
Lury by, Kedley), = Baker and Funare,? Hoyt, and others. . Although the def1n1-’ g
tions dxxfér in detail, thelr basic tenets are simllar.g -
- . L . . . < C g " . . '" &‘
LKelley “defines the regignal shopping cenfér'es Yone-designed to serve .. ~ ., -
from 100,000 to "une million.or more residing-within 30 ginutes driying fime ' .
+of the city. Included are one or two majot department storé ‘branches in addi- .
. ~tion tu convenience and spécmalty goods stores. Bfanches include 100,000 to
300,000: square feet of Selling space." ¢Rélley went on t6 describe these'

centers as Hfferiag the most varlety of goods‘and services’ outs1denthe CBD -
s Q ¢ 4 - 1 « ‘ > °
L s . MtFarland Mall’ dons1sts wf 48 busiffesses octupylng 400 600 square;feet ’ _ 4

. f store space, It. is located od a,40-acre site in Tuscaloosa Coynty, which .
: . had an estimated 1972 popukat1on of 117,700. Because of this close adlerence ' 1
<ty the Kulley deflnxtlon, McFardand Mall will’ be classlf;e asga ;egio%eI cen-, s

- . fer: Pbr the purposeﬂo& the study., " . . t ~ © o
s .56 '_ RN ° 5 . )
| » (% ~ Populous Characteristics ¢ e . - \ .
ia ‘J L e .
< L 4
W The most commonly yused’ and most valuable indicators of a commun1ty or

Grban area 4re the characteristics of tﬁt people who live there. . - ' R

“r - H

° . * . K
The gtneral characteristics of the popuLatlén bf)Tuscaloosa show that Lo ° .

- in almost every agt group females outnumber makes. There is- also an nd1cat1on

" of )utmlbrat1un i thé)tWenty- to twernty-four year age groﬁp. A

This was more

prznounch for the male SLctor than for the female sector as.age,
tive of sex,-increases

irrespec® .

* .the "importance to the retailex and the developen, es- ' -

x v -

peJlallv if the results

oT this study cbn%1nue'tb be substantiated
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Internal Layogut
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The mall whnch was completed in 1968, was ﬂesxgned byvdeveloper Ward | <
McFarland, Inc.‘ .to incorporate the 1de§ of retail affinity. - The L- Sh@ge . . :

d1v1des the area, into three distinct segments

B}

°

v

\

-

(Appendlx N) o L

.

-~ . - ’
- L3

- The.section from Waoleo to the corner was des1gned to serve ‘a Lower- r
Qns will be réferred to.as-the Woolco or the "1ow-end‘” oL

income cllsptele.




"

The other wing, from Gayfers to the corner " was arranged to serve a middle-

. to high -income gfoup with 'the inclusion of some specialty stores. This will’
be called the "high-end." Another section that needs an identification is
.the area where the specialty stores are concentrated. This will be termed

. the "specialty area," and it features such stores as the Beehive, the Little

L /Gallery, and Baskin Robbins (Appendix A)

-

- . - L s e a .
. N d . .
K -t . N . ’
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. st A three -part 1nstrument was .developed to collect and record ‘tire data'
. .(1) a stale drawing of the mall Iayout for consumers Lo plot their shopping
N pa;tern, (2) a questionnaire administered to the shoppers by an interviewer;
and (3) an observatién questionnaire completed by the interviewer. From thé
* data generated by the intetfview/obsérvation technique, some 1nferenqes could
” ' be made from the SAO s of intra-mall shopperge . ¢
. . o The instrument was designed to generate the 1nformati09/needed for testing
.. # _ the four hypotheses: Ihe scalé drawing.of the mall layout was used -to' aid
' ’ ~ the respondent in, eommunicating the pathway followed, as webl as the steres
.. visited during the trip. Each réspondent was -asked to retrace on the drawing
. , " the .exact path the sequencé he followed through the mall. This included the )
- entrance and exit points,*as well ag the actual pattern of movement through
“ . the mzll, " With the scale drawing to aid recall] the procesa of platting the
\ s

- spatial activity pattern was accomplished with little difficulty.- RPN

~ -
N ' +
. . - ¢ o

<L T . Next the respondent was asked a short sdries.of questions,, ind&uding .
’ location of residence, travel time, to the mall from the residence, yuipose of
. . the' shoping trip, fime spent at the nmll, stores shopped most,often and -

l: . oL N %}J@ement of Hypotheses , © . o ‘ :
- ' . . S (A . ” « . ~ .
‘ ‘ ’ lﬁhe following four h#potheses were selected as thie foci of the study:
M . . * . . R N ) A B ) a
. R Hp. SAP's do exist for intra-mall shoppers
coorl ) R ’ ) * o ‘ Do
- o .. Hy: Sk? s are a function of Age, Income, . .
<. : oo ¢ >Sek Composition of Shopping Group, ° » °
" R P S and Purpose of the Shopping Trip, . .
S , o or SAP=f (A,1,8,C,P) ) ’ v
e .’ . \. . " . . L
. . o " . H32 Someg relationslrip does- exist between (1) - *
e v - ", driving time to the mall, (2) time spént - .
' o ' . in the mall, and (3) SAP's' "’ S -
v N : S ) " o " . _ - 4
.o s ~ Hi: Some relationship -does exist between
., P -, the individual's SAP, and the physical . -
x o < Co e arrangement of the stores. . -
- X . a < L 3
N g A .
. o These hypotheSe providr\xhe framework for- the remainder of the study ;‘
< -~ . . . R - . P a MR . o
- a . . O \.. - . . . . . . - S
. e R T Methodology ) ) e o7

Ve

o v . .\approximate toral famllyaincome . . o . e
LT c . .. . L ua RS .




‘As_tﬁe respondent departed, the interviewér recorded a-few observations

tion of the shoppin

|
r
ot :
;_. S R o
} ’ af the shopper Jast interviewed -- approximate age, ¢omposi
|
|

v . o o, . af >
Lt sruup,‘jbx,éexit usid, and humber of trags the shopper was carryiné. :
o J . , "’ . ‘; , ~ . 1
' - S . . % . ! ) . .
A The tQtal interview/observation sequence was brief -~.less than'two
e minutéﬁ;~conREQMantly. slioppers’ were détained only: momentarily, and thuys there
. o were'no regusals. - s . ' '
r > N ) * . . .
N . A quota _s<ample-w#s used to select the respondents to be interviewed.
-5 - . . . .
: - ireve respendents were classified into- groups-according to age, income, sex, , Lo

.Q‘;ﬁmpogizion gf‘sﬁnpping g}oup, and purpose of.shopping prip._ The selection ’ ’
7, 0P redpondents was made so that the proportiog of sample members from each

. - stratum would reflect the relative size ‘and heterogeneity of that stratum in R
e 7 the P"‘X"l'.ati’nn."ﬂ : . T ) <t )
' L ) . \ . , e N ' ° " a
’ . s a check against_the results of the sample, the distributions of in- .
. cumetand 'sex achieved in the sample were compared with the population propor- ‘

tiohs promulgated by census data. There was very little difference between
M ‘ " 3 l' ‘- 14 I
o, v, sasgiple digt?ibutidns and thuse of the Tuscaloosa SMSA census data. A total
. ’ o£‘§ifc§-fiVé interview/observations werg completed during the time period-at
the mall. - e ) . ‘

. »
. « o ’

L . Ta’'pretest the 1nterview/obs&rvation~téchhique, several respondents were

followed from the Eimé iﬁby entered the mall to the time of exit before the
.- ' instrundent was administered. ' Upon leaving the mall, the respondent.was - ‘ N

o , asked to.recreate his pattern through the mall and answer the questions.

© . Eimally, the pobservations were made.” This. process tested the reliability of .
the responses given from recall by those shoppers stopped only as they left

31\ . the mall. . . o . . ‘

‘ e s 0* _ s - ° . . . . .

, T+ To carry the testing of the instrument a step further, a group of thirty-

| + ' f£ive respongdents was asked to recreate, with the aid of the scale drawing of-

L **  the mall layout, the pattern followed on their last shopping trip to the mall.

. .+ The respondentsexperienced little difficulty in recreating the travel pattern

| through the mall when shown the scale dra&ing to aid recall. Thus, a total

of ‘one hundred interview/vbservations was made using this instrument. However,

“‘he pne hundred ihderview/observations contained the responses of more than .

ane hundred individuals because some of the-respondents were metbers of

shopping groups. The gpmple dénsisted of a total of 198 individuals. :

. ¥
N

L4 -

When the dgta were gatﬁgged” the next task was to analy2e‘tﬁe‘§patial

activity patterns. An acetate transpareicy was made for each map .completed by ¢
. .all respondénts. This transparency wds placed on a scale drawing of the mall -0
v layout to reproduce the pattern followed by each shopper. Each of the trans-

pérencies was eoded with a five-digit code to identify the socio-economic ’
-hcharacteristics'of the respondent mapped. By using this .method of coding, .
, the, spatial activity patterns could be grouped by any of those socio-economic T

characteristics for Qpalytical'purposes. When all responses falling into one ..
. income range are grouped, a cbmposite spatial activity pattern can. be developed.

" The valuetor this procedure is unlimited.and can be used to analyze visually - -

.the pdtterns of a cogmon group. ’ ) . ) ’ '

. ¢ : - 3
'( . \— , A‘. P
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To garry the anal ysis further, the relative concentratlon of respondents

2 ‘in each group in the various mall segments was analyzed. The mall corridors
' weve Jdivided into one-inch segments, each representing 100'. 1In ‘each group,

.. - - such as income group 310,000 - $147999, the respondents passing through a

. particular segment were countéd. Then, ecach segment’ was shaded its respec-
tive color, reflecting its Level .0of concentration in relation to the other seg-

- ments for that particular group. The usé of Mall Segment Analysis (MSA)

- facilitates both ‘the quantitative and qualitative analysis of the aggregate

) ' patterns followed by the various groups. This type of analysis allowed the

) . researchers tb draw inferences about the patterns followed by the various

groups of respondents.

- »

, A{so, the average number of feet traveled.through the malf corridors for
each group was then computed, using the following formula: -

. ) a - - : 4 -
' ' b Average Feet Traveled = =1 Si T
. N

it Mo

‘ S; = the number of feet traveled in the ith
o segment, and N = the total tumber of respondents X
in that group, . .

ES * 4
2

o
9 ~

o €. ‘Results

N

» A}

The data collected enabled the researchers to draw a number of inferences
concerning spatial shopping patterns of McFarland Mall patrons. The use of
transparencies for the analysis of SAP's prov1ded a convenient method of
spotting these patterns of intra-mall shoppers.

In addition to the use of transparencies, a Mall Segment Analysis (MSA)
helped to determine the areas of heaviest concentration of the SAP's. This
technique was useful also in determining the differences observed between. and

within ach demographlc group.

LA -

y The first hypothesis to be testéd was:
Hi: SAP's do exist for intra-mall shoppers.

When the traasparencievs were combined into common groups by age, income, sex,
composition uf the shopping group, or purpose of shopping trip, distinct patterns
.- began to emerge. As an example, the patterns of all individuals whose income
level fell between $10,000 and $14, 999 were- placed together, reveallng a common

. pattern followed by cach shopper. When the same procedure was followed for the
other groups, the commonality of patterns became evident. Thus, it was con-
: cluded that SAP's do exist for intra-mall shoppers.
f 5- - N .
R , Spatial activity patterns are con51dered to be overt behavior of the- v
oo intra-mall ahopper in response to 3 group of stimuli. It is believed that
o« v the shopper forms a cognitive mengal pattern as part of the mental process
<~ completed prior to the actual shopping venture.
N . . . . A(‘ .
. . ) - A ’ Voo
0 F 4 )
- - PN K 1
o ‘ .
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With the contentiun established that spatial activity patterns exist for
intra-mall shoppers, the study examined in greater depth some of the more
1mp star . tactors affecting the shape of the pattern. Carryihg the resgearch

a step further, the MSA's reinforced the existence of SAP's. The test re-. ) .

sults of the first hvpothesis lead to a second hypothesis to be examined for

a greater understanding of SAP's: .
. ) .

Hy: SAP's are a' function of age, income, sex, composition of
the shopping group, and purpose of the shopping trip, or
SAP, r SAP= f(A,1,S,C,P).’

¢

L.
Toougho this list of variables having an effect on the shape of SAP's is®not
"sanclusive, these variables are ‘among the most important determinants. ) ,

R)
o

A.  Income o - by

[

Inc mewab,a variable that affected the-form of the activity pattern.
Tably I shows the relationship nf income group to the pverage number of feet
tra'vl -J for cach SAP,

3

-
A

Ihe 1aceme group of less than $5,000 had- ibs heaviest concentration at

HIL "l.ow-vad”" and traveled an average of 716.6 feet, which.wad farther than ..
| dny sther group except the more: than $20,000 and student categories. This -
. fact supp rts the hyp theses that lower income shoppers will concentrate their
‘ SAP's t~ward the "low-end,'" but will travel most of the area. , Ta

, .
The shoppers in the income ranga from SS 000 to $9,999 traveled near .
hoth the higher- and lower-end stores, avcraglng 600 feet of m 11" area, ‘which
was the shortest SAO »f any income group. The SAP's of the $10, 000- to $14,999
. 1ne me group were hedvily concentrated at the "low-end,' but the shoppers left :
the area before entering Woolco., Many of these SAP's showed the APC store as /’<
the reason for their travel to this area.

A-]

o A contrast was \bschxd ‘when analyzing the SIS 300 to 319 999 group, who A
shitted tleir SAP & thu hxgh -end and traveled an average of #3 feet farth -
than the $10,000 to %14 999 income group. The heaviest concentration for this
Rr.up was at Gavyfers. Thxs group also dcmonstrated mor9 use of the entire
"Specialty Arca’, gnan atgy nthur group .

\ T -~ : 9 .
Simiiar to "the $10,000 to $14,999 group, the shbppers in the over $20,000
¢ategory ¢ ncentrated their SAP in the "high-end," although _they traveled the
entire mall, with very light frequence of Woolco.

- aurpri%ingly enough, they did not frequent both sides of the "Specia
Area, mly the Be chive = Baskin Rubbinescorridor. One observation with tNis
proup ig the fact that thexr average length of SAP (800 feet) was longer.than
the previ 'us gryups discussed, One reason for this might be that they may have .
more time and want - "iook,". L . . : .
. . A , .

- 4
»
A

. . The final dpcome category to be discussed is that of students. This group
a\(raﬁod 1028, 6 feut I SAD and traveled ‘the entire area, with the lightest .
‘' concentrati n 1 the Spacxalt\ Area." ic r(asun for this lengthy tr1p could

i - ‘ . RO R . . , N

- . . - 5 . " <
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,

h: that mane t these shoppers come to the mall for recreation. Tablefl.and
Fioure I show the relationship of the average length of the trip traveled for
the individual income categories.

1

\ <
When thc composites by age group were examined, several pbservations were
made concerning SAP's. (Table II) Shoppers in the 10- -20 age group seemed to
have no preference for any particular section of the mall. An 1nterest1ng
finding about this category was that they traveled farther than any other group.
This_ finding corresponds with the Student Income category discussed earlier and
seems to have logical implications. The recreation.purpose of their trip and
their youth.can be said to be determining factors. L. .
/ The 21-30 age group balanced their trip at both ends of the mall, equaliz-
1ng the number of observations at both anchor tenants -- Gayfers and WOolco..
The neaviest concentration was observed at the "high-end," many of these shoppers
being upwardly mobile and striwing for established incomes. This might help
- v~ explaxn why their average trip was the shortest of any age group -- 623 feet.
lime spent and the presence of children also helped to explain this observa-"
tion. ‘ ' ‘ S
Traveling only eight additional average feet, the 31-40 age. group .showed
their heaviest use of the "low-end," excluding‘Woolco. This was not true of

the "high-end" anchor tenant, Gayfers. (Here the second highest concentrdfion .
was observed.) This age group. frequented the "Specialty Area' more,than any .

. other in this demographic classification, with the Beehive - Baskin Robbins
corridor receiving the most attention. . i oy -

[N

The 41-50 age group dramatically showed favor to the "high -end." The
greatest contrast between the two anghor tenants could be seen here. Gayfers
' received the heaviest traffic ;~ghile Woolco had siight acrivicy. This age
group is directly related to the higher income.groéups and shows a 51mi1ar, “but
even more pronounced pattern, . :
-, o
Approaching retirement, the 5160 age group showed a definijte concentra- —
tion at theg '"low-end." They were a mobile group and traveled an average\pf or
885.7 feet per SAO, which is next to the highest in this clgssification. "The
# members of this age group were most often alone or with a mate nd did not have
‘children in the group. Therefore, they seemed to go £0r pleasure and were .
. quite independent, which fag; is. demonstrated by the trip length. (I
4
; The 60 years or older category ranked fourth in average length of SAP,
and these shoppers spread their trips throughout the entir® mall. They did not
have a significant preference foryeithtr the "high-end" or the "low-end." Many
of these shoppers were members of a lower income category since retirement, j
However, no significant difference was obserVed between the pattern of this age
. group and income. They may still hold the-same pattern they had before retire-
: ment, Figure ]I and Tahle IT depict the relationships that exist among age s o
groups. - - ‘

. .
’ RS - .
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TABLE I .
i ,
i\ Average Feet Traveled By Each Income Group
- * . Average Feet
Income Group " Traveled . Rank
< - " «' 1. Less Than $5,000 716.6 3’
2 2. 85,000 - $9,999 600.0- 6
. 3. $10,000 - $14,999 625.0 - 5
o 4, $15,000 - $19,999 . 693.0 4
5. Greater Than $20,000 . 810.0 , 2
"o, Student ‘Income Range 1028, 6 1 .
- ~e . J, 1
) - - v M \
. i . FIGURE I - ™ . .
~ . Avegase Feet Traveled By Income Groups -~
000 )
2 900 ' ‘
‘ 860 . -
! ‘v, B -
70’(} . o
' Awerage 600°], _ . .
Feet ‘ NI
“ Travelgd 500 . '
\400 o : h
300 e T : I
- ’ :) . > - '.' e . *
\209 . . ‘. -
. LV RS . .
100" L eea coe e, )
. . s - ,
;- . ) . ’ " 'v [ , . R ( ’.‘
‘ -,/ \; , v " . - . - P '
- 5¥080 ; | 5,000- 10,000 - 15,000~ " )20,0QO Student
- “ . . \ 9‘,999' J 14,999 ¢ 19,999
i i /‘ \ R 0— -.' :“ LSRN ) N t
. «  * Incomg Groups’ X v :
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. TABLE II
Vi
'Average Feet Traveled By Each Age Group ,
Avetage Feet .
Age Group Traveled Rank v
N AN
1. 10 - 20 Years Old 950.0 | 41 '
2. 21 - 30 vYears 0ld 623.0 6
3. 31 - 40 Years 0ld, 631.0 5 .
4, 41 - 50 Years 0ld 723.0 3 .
° 5. 51 - 60 Years 0ld 885.0 2 i
6. Over 60 Years 0ld 683.0 4 ¢
‘) j\ f:\ . FIGURE 1T ,
1000
.. 900
. 800
’ - 700
Average
Feet 600
Traveléd ) ’
.500 ’ s .
400
. 300 v .
200 - o .
100
'_EE \5
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."\\
. Age Groups
v - - 9 5 . e )
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with no significant ¢mphasis on any area except the "high-end" tenant, Gayfers,

“as strong for the combination of sexes R

C: Compoasition of Shopping'Crwup . ‘ ,

¢ p ositisn of the shopping broup gives sadded insight ‘into the deter-
minat: m of Sg§ s, which can'be séen by Table ITI and Figure IIT. In length
of trip (6l6 feet), single shippers ranked .second only to two or more people
of the same sex: The single shopper frequented the entire mall corridor,

which had bv far the heaViest concenfration. Single shoppers were the most
frequent visitors to the "Specialty Area.” : s
J -

Adding a mate to the,single shopper decreased the length of the trip
hv 21 feet’ and shiftgd the area of concentration. Now the heaviest traffic
was near the "low-end," with the heéyiest in front of the ABC store. These
respondents did not,.however, show increased patronage to the "low-end"
anchor tenant. The "Specialty Area” 1ost considerable traff1c when the
shopper wa¥ accompanied by a mate., .

Whemr single family members shopjfed with children, the lehgth of the
trip decrwaged even more, thus forcing this category to last place. There
was no difference in the patronage of the anchor tenants, This group traveled
the entirepcorridor except for the "Specialty Area" and gave only slight : 4
fav>r to the ""high-end.”" ~ - .

Two or rore persons of the same fex were significantly different id at
1Last’one aspect -- the length of Lheiaverage shopping trip. They were by
far t}\ farthest travehﬁ-group (Table ILI), giving slight preference to
the "ldw-end." A 37 per cent increase in averagé length was experienced - .
when. two’ or Jore traveled together. .

Another variable that actcd as a further determinant of the pattern :
was the sex of chc shopper (Table 1V and Figure 1IV).

Lone maie shoppers exhibited a slight tendency towakd the "high-end," o=
as did lome’ fémale shoppets; conversefy, the combination of both sexes
shifted the concentration to the "low-end.' |
.- The "Specialty Area" was frequented most often by the females .and second
by the combination, while males freguented it ‘the least, The "high-end"
temant, Gayfers, was Jdominant for the women as well as the men, but was mot .

- . w

The females traveled thg longest average SAP, an average of 263.6 feet
more than the males: However, whén males and females were in a_group togethe
the trip of the femalé was curtailed more than the Yerip of the male was in-

creased (Table IV)

From this brief analysis, women shopping at McFarltgsd Mall seem to
travel farther and frequent more areas than do men or combination groups,
although other patterhs are similar except for the concentration in the

. "
"Specialty Arca." i - . \\\\\\ *
- * ’ * . v
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Average
Feet
Traveled

Average Fee

.

. Group Combositioh

1, - Single Shopper :
2. Couple (Marr!!d or Otherwise)
3. Single Member With Children
4." Two or

~ . . TABLE 1i1 - ~ °

o

More of the Same Sex

7

Traveled:By Group Composition

Average Feet

__Traveled

'616.0
595.0

583.3 e

845.5 |

<

\
\

\

-
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rT__;}Q TABLE IV
¥

Average Ftet Traveled By Sex Group

L

- ,;;/
Séx
Maie )
Female
Combination
.
. 3

°

t ’ ‘

.

Average Feet
Traveled

605.8
869.5 ’ :
« 668.1
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D. Purposé of -Shopping Trip . ’ - .
The respondents were asked to classify whether their tr1p was 51ng1e-
purpose, multiple-purpose, or “just losking." Some 1ntereat1ng results : ¢

- . emérged, Which cah be seen in Table V fand Figure V. ¥ o N
ose shoppers who said they came/@or a spec1f1c purpose actuaily v%slted :
all ateas of the mall and traVeled an average of 554.3 feet, while those L

who said they had more than one purpose exhibited a much longer trip, 768.2 ‘ -
feet, which was the longest of any in this classification. The responses

. from the single+ and multiple- pdrpose shoppers dramat1cally show the areas

. ~ visited. The single-purpose sh0ppers ‘were drawn eqnally to both anchor
tenants, while those of multiple purpose tended toward the !'high-end" anchor
tenant. The power to draw pegéle for a single. -purpose was shown by the . ¥ .
spec1alty stores ,such as &hé/Beehlve, L1tt1e Gallery and ABC Store. - ’

e -
. i

B Those who said they weée "Just Lpok1ng d1d just that. They equal12 d .
their /ftrips throughout the entire corrLdorvand "looked" everywhere exce pé . 2

v

oné section of the "Spec{alty Area." - S pSSIS S, gL =

- ‘ )
From the preceding analys1s of the’ factors 1nf1uenc1ng the spat{el C—
activity patterns of’lntra-maLl shoppers, it was ev1dent that there were .
certain determinants that could be used in the" de§ign "of mall layout, as |, - -
well as tenant geledtlon/tenant mix. Retail 9erqhents could benefit greatly

from the use of such patterns. ' e ) s
b . * Va °

| H,: Some relationship does exist between ', - , . .
‘ ' ) (1) the driving time to the mdll, , . - .

. (2) the time spent in the mall, &nd , ces -
. .- - (3) the spatial activity pattexnsd T '
As was expected, a relationship was- found between the driving time to

. McFarland Mall and the length of time spent at the Mall, Although the data
obtained did not lend themselves to exact time comparisons, people wio live '
more than 15 minutes driving time from the mall stayed an aver f from .
one to two hours, while those living less than 15. minutes fro the mall .
averaged less than one hqur's shopping time. \ , ) )

a
Single family members with small children tended to spend léss time in .
the mall than those shoppers who werg alone or with othef ddults, regardless .
of thegr/age’category. ‘J§ . ) ) )ﬂ
o o . . ° . v
.o Although }he activity patterns of those who came . for a sxngle purpose .
and those who had more than one purpose were similar, the time spent différed N
between these two .groups. The single-purpose shoppers stayed a §11ght1yl

.shorter time than did those who said they had multiple purpqses; » .

- - -

‘ Females sh0pp1ng alone or with another female stayed longer than did
males either alone or withy another male. : .o :i . S

P
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The income groups that tendcd to' shop more of the mall spent more total .

stime in che process, Thé ‘individuals and couples who wvisited only one store

[ 2

-indicates |the concept of shopper efficiency. Each shoppér attempts to

taved on the average less than one-half hour, while those who made ‘more than -
one Stop Stavcd morg than on7 hour. >~ R L -

N \ 3 [ , P}

Although thtrc*weré 11m1tat1pns involved in the type of Jata and the '. !
manner of coilect1on -onctrn1ng the above hypothes1s it does seem to have . | R
merit for further study of ‘a2 more detalled nature. o RE f

-
.
v

The fuurth hvathe51s .Lo be tested concerns a relatlonsh1p between an

intra-mall Shopper's spatial activity pattern and -the physical arrangemenL 3
of the stores. ° . . //ﬂ v

’ [}

° 3 -

= My: Somer relat;onsh1p does exist betwéen the spatial activity -

patterns of - 1ntra-ma11 shoppers and the phys1ca1 arrangement. ,
. of stores. . '~ L v, o A
v . . 0_ ! B LT - .

2
. . a

Given the fact that spatial activity patterps do exist, it is imperative

that the arrangement vf.stores within the mall correspond to the desires of

the shoppers. Shoppers attempt to maximize the utility of’ their shopp1ng \
trips by the natire of the patmern followed through the mgll.. Sample

patterns Flow smoothly in a logical sequence‘with little pffort wasted, whlch

accomplish the trip with m1n1mum time, energy, and monpe ,spent on movement. o)

[ . \ -

The stores in the mall tend to be«arranged,11 groups with somewhat: o
common elements’. These elements could be rélat1ve to the cost of goods
handled, store image, or a variety of other factors. To be as efficient
as possible, the physical arrangement of the stores must be made. in an roe .
orderlylfashlonﬂ For this to be accomp11shed argas of the mall’ ‘must be '
matched with the 'shoppers' spatial activity patterns. yntllonow no cri-
teria have beén promulgated far the basis of thils arrangement, even though ~-
the matching has been somewhat effectively accomp11shed If "mall segmen-
tation" is matched with market Segmentation‘/the matching task might-be

°accomp11shed more. effect1ve1y. The objective of this method is' to reduce ) .

.If this were done, ,the spatial activity patterns of. shOppers would more

the costs associated with travel .in the mall, and thus 1ntrease the marg1na1
utility of the shopping trip. Consideratigh in p}dnning mall layout should ‘
Be g1ven to the market segment appealed to by each retail outlet:' The oy
stores with common ‘market ‘segments should be grouped: to form malk segments.

This grouping would.locate the stores with common..appeals ;n the same area. «

-

eaS11y}ach1eve a higher ‘level-of. marg1na1 ut111ty.. ’

.
-
v M . N

.

ps) - [

S . Conclus1ons \ o . *"T e

D
. - . hd « 5

‘The purpOSe of this-Study was to devéiop techn;ques for analyzing the «» .
behavior of intra-mall. shoppersr Four hypotheses concerning the spatmal Ve
actvvxtv patterns, (SAP) of~1ncr%-ma11 sthpers were tested. 3 . . . . ..

The flrst hypothes1s (H ‘) was accepted spatial activity patterns do
_exlst for intra-mall’ sh0ppers Evidence of such a pattern supports the , )
contention thdat;shdppers somewhat preplan their shopping trips. i 4// o
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The second hypothesis, (Hy) was accepted.. Through.the use of Mall geg-. .
men{ Apalysis (MSA) for each of~the groupings, distinct patterns of ‘concentra- -
tion energed. Similar-patterns were found in, each grouping, and -inferences L
could be drawn that indicated variations of patterns were associated.with e .
, . variations of age, 1hcome, sex, composition of shopping group, and purpose a
of shopping trip. Therefore, it was, concluded _that SAP-f(A 1,5,C,P).

~ s

The third hypothesis (H,) was accepted Adequate evidence‘wag/found
* * o indjcate a relationship between the individual's spatial activity pattern .
and the physical arrangement of the stores. Using MSA to develop the segment .
concentration exhibfts presented earlier, it became evident that various
. indome groups concentrated their activities in those areas desigted by the
S dtveloper to serve them, The lower income groups shopped’the Mlow-end," while i
’ the higher and, middle income groups shopped the "high -end,'" Oie interesting .
obserwatton was that both the lowest and highest groups, traveled a similar
. pattern,-which'was the entire length of the mall, It was .noted, however,_
that these stwo .income groups made the majority of their purchases at opposite
ends of the: mall : .o

‘ . .
’ ¢ »

<

N - This study makes no pretention to be»definitive in nature; the purpose
of ihe study was merely to ‘show relevance of such a. technique to the ‘study
SR of ¢onsumer behavior. . ‘ ‘ / : ’ \ . N j,
One vital question must still 'be answered‘ﬂ What is the' value of such ‘a /
o study of' consumer behavior? The benefits derived from sach a Study lend
themselves to three groups: (1) Center Develpper, (2) Te?ant,‘and 3) Shop-
. per. Studies involving consumer behavigs such as this will, give additional i
Y insight for .the shopping center developer into the tenant mix/tenant selection -
process. ©One of the most important questions affecting the tenant mix/ i .
tenant selection process has peen answered here -- where do the people shop .
after entefing the mall or center? The developer should use inf&rmation ’
such as this in choosing and- placing tenahts in the complex.

'
]

C The tenant in a proposed mall can benefit from this type of information
also. This 1nformation can be used by the tenant in selecting a location
within the mall amd also for determining an, acceptable range that can be .
. paid for remt., For example, if a tenant is a phonograph record dealer and .
knows his target market's avgrage feet traveled, then he can position him-
self,with respect to exits, etc,, for the most advantageous position at the
least cost. on L

o

The shopper also ‘benefits. {from this’ type of gtudy in fhat the 1nformation .0
provides developers and tenants|with ways toﬁreduce the cost of the shopping T
trip as defined earlier. The s opper. 'S trip within the' mall could be sim4- -
~ .plified to the greatest extent, ‘ A
v\ A » ' ‘ . ‘o ; . .

. There are also some strategy 1mplications for the tenants within ‘a
- complex For example, this information ‘could help answer the-question of
how a tenant can get his. market seg&ent to his store once'a shopper enters,

LR

the mall. v ) » -
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: . * Perhaps this stqu has an_even broader implication: Should we-be

4. A comparison should be made of the rerts paid by
the retall establishments and the.characteristics
b . of the shoppers making purchases in theQ\ stores. .

! / ' - * o0 °

£ A he
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: v studying’ malls as 51ng1e units, or should we be examining them from aQ
e - internal ségment-vxewpoint7 This basic question needs an answer, anid* hope-
too- . fully when a greater fund of knowledge is compiled, the answer will,be
- found L © ) N
) [ . e Y - fe . ‘u ‘
T "< , Future investigation of spatial activity patterms using MSA'kas merit.
.. .These studies could take a number of ‘avenuesj however, "the followiny list
y . i8'a beginning of the .vast amdunt of résearch that shpuld be done in Wyis
" area, ° : i o oL . R ,
: ARes o & ‘ . . .
-1, Studles of different malls shQuId bé made” to determine -
: what effect shape and organization of the mall have on
-, traffic patterns. , o
; . , R . ] ;
' 2. A study should be made to determine whether sales or
other .attractions influence people's activity patterns.
B. A comparison should be made of the gross Ieasable .
< area and SAP,. ‘ . : o R

[
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. Economics is not extensiV@; however,othe"concept is suitéble for specu-

‘ rationing programs of WW II and the importance of voluntaty compliance

- i \ b ! . -
" ..‘\{‘ .'.‘ * Y - :.‘. J
o * 4 o ‘.
. / . * . )
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THE ECOLOGICAL PRODUCT BUYING MOTIVE . - .
. “ A CHALLENGE FOR CONSUMER .EDUCATION %‘ t. *
Roy A. Herberger; Jt. : S ‘

Associate Dean
Gradpate 'School of Business

- Univeristy of Southern Califownia ‘
. Univerity Park . °
L.os Angeles, Cilifornia® 90007 .
* : . "A man is called selfish, "

not . for pursping his ‘own good,
but for jpéglécting his neighbors."

-~ Richard Whately . .

-

\The'spbject of what consumers’ buy and why they purcﬁase as they do
has been a popular topic‘for market researchers. More recently, a num-
ber of research projec;s;have,centeredvon consumers' willirfigness to al-
ter their buying behavidr n favor of products that are sold with.an .
ecology appeal. Informa qn/that has Sken garnered from these initial

efforts. is both fascinating and revealing about fthe nature of the buy-"

ing puB%ic's involvement in societal economics. iy . Lt ‘
- . . * L . .

. ] “ : . e ® .
. Societal Economics is -a useful ternt for describing the typical
tradeoffs that consumers often face, fn the marketplace. when they are
conﬁrodled with purchase decisions that trade personal preferggcbs for |
socletal good. ( This type of purchase §1tuhiion is typical oflghé dé- -
cidion that a consumer must make between throwaway containers (conveni-
egce) and retdrnable bottles .{envirdnmentally safe). Similar decisions )
e made when cHoosing between low vs. high phosphate content deter- /
gents and leaded vs. unleaded gasolines. The present list 'of products’ ',

that fit 'meéatly into the framework,of ‘analysis for describing Societal.’ *

1atidn'about'g wide range of products and services that are rapidly, -

becoming societal vs. personal tradeoffs. ° - .
<« * ', v s . - .

Societal Economics and Voluntarism . ) RN

>, . R ' B .

People who are over the age df 40 will probably fbcali the emergency

in power and product consumption throughout a troubled world. A time of
crisis brought, a-mitual depehaedce among consumers and groducers alike.
k] -

* : : - '93. ¢ L ’ )

S g5 L




‘ ) . were results”’y ohtemporary energy, crlsis‘ It waé'fascxnating to bL o .
fih Las ' Angelds and to watch drivers on our_fefeeways "going ‘slow" and ' - '
e tks before the new.speed ,Iimi ts became law' . —

.. L o ) The point 15°-'Is it p0551ble fbr a re$pons le publlc'té»reﬁct in a‘ ) .
. ' boluntafy fashion'for the benefit ‘of thewabciety as a whole? L1kew1se, ) ' _
can the concept of a vo1untary ‘action be.transferred to'voluntary cén- . .

R sumption beh,avi.or:'7l [ L . ST

-

. , - . ' [ .. .

.«

» AL thL heartJof these 1uestions lies an 1ssue'sc sxmplerand yet sol_ . 8
dmp»rtantfto the Jdemocratic form of capitalism that i )
. necessary tQ expand on. the nature-éf voluntarism\

38

o ' e

Cnnsumtrxsml The Warketkng Concept, and Intelligent ConSumpt;on Ce e _—
- &7 ., .0

A .

L lhe three 1tims of Consumerism " Marketing Coﬁcept, and Intelilgent ..
Consumption are ‘all related to the idea of societal economics .- The,mar-
c L. keting Goncepy, said simply, refers to a corporate phiLosophy that places* L,

B the firm's customers at tle.focuis of its business activify. Consumerism) -
although more difﬁlcult td defxne, generally refers to: <

1 ) N

o oo the widénlng range of activities’ of government - T

business, and independent organizations that are : i

. designed to protect individuals from practiqes (of both - - .. ’ .|
) business and governnent) that infringe uponrghelr v ' .

rights as consumers.

.

o ’ . * IS
‘%pnerestlngly, the ténor of currepnt writing/in marketing seems to -
1nchate that the marketing concept-i changin yyor ;at least in transi- . :
. tion, and that consumesism may be responsible idt 1 ast in part) /2,3 4( R P
ggnelntélllgent conﬂumptinn is a concept that referg to the- inherent resp Q_‘

) sibilities that consutefs frave in order to geneiat# maximum personal ‘, .

L]

. C satlsfactjon .per do}lar expended in he marketplace. -Rothe elaborates . ' ,
’ ,~ , as follows NG “u e e e
° . ;0 - . . . R - 5
» ’ . °.."", the 1ntelhﬁgen£ consumér needs information choice,‘ * . , ’
o o safety, recourse," and the ‘capactty to decide’. Intelllgent L 0
ot { 8 . eonsumpt1pn alse requ1res that the indiwidual consumers' * I
/o N § conSumptlon choLces.reflect hlsﬁhwareness of the crftical gff.‘3~ ) i

. social problems . of fesources (scarcitﬂ) and=env1ronment‘
(pouuctonq /sl ' , ] L

» . . .b o ; \ . . - . .

¢
L 4 .1 -

P @”' The thnee philosophies of consumerism, 1nte111gent consumption, and L.

* the marketing concept~represent differedt, and. yet similar .approaches - to, . .
o et h descr;be “institutions, individuals and their relationship within saciety. ' )
T, _," Such relataonsh&ps are the primary subJett of thls paper and the nature -

* Ay of voluntat& consumption behaV1or. . 1 . /

s " -
o . DA ° " . * ¢

< R The macketing concept has had a somewhat mlxed performance recor .
v o, ! ‘as ,\;Qrporate managemgn; ‘qas-trigd to sart out the ever changlng struc- . '

> B}

e S0 . tuve ‘0of the markets they serve., , - ' ) - .o - .
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;. tened to often or well _enough.

., &nd recourse that make-for Just and sensible exchange. .

" sumption.means trading off a certain degree of satisfaction for ofher

. t

- The_essential element of the marketing concept that has relevance
here. .is that this philosophv has af it's roots tho idea of 'listening" =--
listening to conSUmers and producing to meet their needs

9

4 Consumerism likew1se, has at its base the tontept of "s eaking'" --
p

making known the dilemmas of. frustrated consumers 'that aren't being lis- -,

° P
% -
- -

Intelligent consumption positions the consumer alongside the producer
and fixes the responsibilities of exchange in the marketplace on both
.papties. - The consumer is assumed to ‘want to ‘perform intelligently and ~
responsib]y, and the producer is gssumed to offer products information,

-

“ . 5

- 4 .

Voluntary awnsumgtion behavior 13 a subset of inte}ligent consumption :

- R = .
Intelligeng consumpt}on means purchase behavior Lhat is’ thoughtful . ' /
rational, and, the maximization of persconal satisfaction. Voluntary cdn- .

forms»of benefit--— in this case, . sociat welfare. . * . ' . o ’o

. <, " o . . e . .

Vqluntary Consumgtion and the Ecoiogy Motive ° . ;

E The, general theme of the "Edolog Movement" has been the’ focus ‘on
quality of life' issues. Often, products ‘and the ‘firms who make them
‘have been the tasgets of public outra ‘as, the industrial society spawne
he tragedies, o polluted waterG ys, f uled air, and health hazards. The o
furiou dilemma for_a disturbed public is that “not only are the industri- . S

lists at fault ¥but, also the "‘public they serve The ery basic tenets
of the markeﬂihgmconcept, recall d, yield -- the consumer as the focus \ ©
of product development and prodggtion! e N

W Q" .
. \; okather than’dwell éh whom is at fault in pro ucin\\our ecological’ .

problems, 1t is perhaps useful to e€xamine a classic case' of- voluntary
consumption. o . ‘- -> ' )
~ * [P ) * 10 * »

v e ecology’&ovement hds ptovided -us with a unique. way to observe

how Jconjumers will’ Jeact to motives that are essentially social in natyre.)\ .

For ethple, in the late 60's when the ecology movement téglly began to /)f\
surface, a whole set of new products such as biodegradeable containers and

kow. phosphate detergents began to tome on the market. Often times, these
products weré less convenient angd even moré expensive’ than similar com- J‘ L
peting items. Jonsumers. who. opted for these ney- products were likely oo,
demdnstrating vqlﬁntary consumption behaviorv o . " '

L REEN v * ¢,

P . O v . .

. Market, researchers were quick to see the opportunity Co observe con-
'sumer response to ecology issues’, 1IN laté 1970 this authpr had the
opportunity to conduct a special 'sales\.audit of ecofbgically oriented ~
products in a major western-food store\ hain: 1n the Colorado grea. The
+ research focused on an effort by the fodd, chain Lo infocm consumers about
‘how to be, "ecol gically conscious," Their venture was analyzed_and its' L
suctess q?ported in July of 1971/6/. ‘Results of -the' study‘determined

‘.C v ~
c e ¢ o v

&




. : N
that egoioglcas buying motives were sufficiently strong to cause signifi-
cant erosisn of mirket share in high phosphate detergent products. , )
Licewise, retwrnable bottles and biodegreddeable containers showed matked
¢mauoor incerests,  This study aleong with 9 other relevant research oS
plucus are poreraved as the subject of Kigure 1s¥ The’ f1lustration points’ e
¢ out the wide range of issues and interests 1n the, last four years of .

consumer-product ecology research.,

- Y » v

1 e e o

3 , . . { . -
< N ‘ A . N
. A £, low-up studv fo the Denver store audit was made by Herberger
i and ‘Buchanan and reported 1n.§uly~of 1971 Here, the ‘authors added the ‘
. difiensi on 11 price sensitivity® to the ecology motive, - It was noted that - 2 )
a <1gn1fica t market segment was responsive to the ‘ecology issue. "How- T
ever, iu thel presence of fluctuating prices the ecology buying mDCive
+ war determined to be somewhat weak. ¢

. o

» )
» el

Kassarjian, in July of 1971,‘reported an, 1nteresting study of con-
SURCT response to a proported environmentally sound Chevron F-310 gaso- . :
line 7', Among his most revealing findings was that the segment of the
market mest conterned about pollution was. more aware of a product that

‘ ‘ (hr\nised a potential sglution to that problem » Likewise, consumers '

tated that they were willing to pay a. igher X ce for a product that - )

w.uld a1d’ in the reduction of air pbliution in th Los Angeles® area. At v

- ‘ Teast for a®rief period of time,‘r tailers of the Cheyron F-310 gasoline

o . , . noted o significant, decrease 'in sal s, even: though their ‘product was '

' PriCLd sevetal cents # gallon more t an competing products nearby .
Kassar jian. was unable to uncover any significant démographig or: sqéio=
psychnlogiqal destriptives of consumers Who were likely.to be more con- -

R cérned abaut ecolcgv 1sSues. He concluded bis study by. saying that it

A\ was apparenhl oy e K . o ( . co 7

. ‘ A ’ .
. . that there is no simple,segmentation variable qther than

the addltxve itself. The important variable of comcern-to - ) A

N - the marketer is not related to the usual/market“segmentatiqn . P
| criteria, but rather the level of concern about the issue at- ‘) .
hand, whether it b2 'nonreturnable bottles, high phosphate deter- pos T,
« gents, aluminum cays or excessfve use of pager‘bags dispensed 1 ) N

at supermarkets . ¥ . ) ¢ T

. : , .
, . hd 3 . 1 -
N ’ ‘ .

After the, hassarjban study came the Herberger and,Greenberg investi~

gatisn ~f consumer's relative knowledge and awarenesg__f‘ecological tn- - L
formation :“1. This particular study also focused on identifying those ¢ . '

CooT LT consumerg, whw are. ecrlogicali)fconcerned The study was able to pinpoinc .
a number of signichant demagraphics including fﬁcome and marital statuy - .-

" ¢ as..mijor p:edictors of ecology consciouSness. © v

. v 13 ” -

o - ",’ Kinnea Taylor ’and Ahaed /107, ds well as Mazis, Settle,. and Leslie -
.o Sl followed a similar taet to Kassarjian s 'work with an analysig of ,
\ idportant sociogsychographic identification These studie$ found that
, S such 1dehtifiers as tolerante, understanding, avoidance, and the con- .

.csumer's petceived effectiveness of affecting his enV1r0nment shqwed sig-t °~ ~
nificant rela{ionships to ecological .cqoncern, Likeulse the lafter ' v
_ research effort‘dwelled on psychologieal reactance theory and _the strength :
: . of”brand lovalty ia the presence of ecology pro@uct relationships. " - . o

- X ¢ B ] 4 g \ v . v *
" + Wy o ~ , 96 . ) \ ‘: . ) . . /

) K R . N < _"' 4 . - .
ERIC - e 08 e T e

’ \ -~ ¢ B -
o o A : . .. v Vol e . X Loe N

R r o - - LY . LI ‘l\ ’




- . . ; b T ~ ©7a
; . . o (i X .. — . v _asjuey .
o4 N . .S - 1
. . . . ’ e ) ) . ‘a98aaqaal

X X X . . T T X I 5 A0

. . . . . . ! uetlaessey
. ) ..
¢ . g Y Y o . . -
T X . S | INS7Yi2)
. . . . N “ Y . T .. . ‘weySutuun)
- ‘ C _ .\ . o - . y “Ar ~‘uosaapuy
. 5. BN C ! : . ‘ cL T v
2

- e e So— —————— - t—— o — - - — —————

. . . X L X X [ L/
> . ' .- T R - I \ N . uotusy
j . H —rﬂ . . . — - Vwm . . . . . . .
i EE . - (€L/S)
X X X pommme
. . ) - ‘1paduTy

or

.

. , €1/TD)
£ , g BN , - —_ ] 1S9 ¢
, ‘ d oo o X e B X .- X - 13398 ¢
. . ’ . - - s CSTZEN weed

. — ’ ) . (CINED)

. ¢ - . ' ¢ - .. P " pauyy ~
X X X . : X X | . X - ‘101kel
. . B . A .umwccHw

: . ) ' . . (/1)
. X : X X ) X X - - X ~8anquasan

b £
o . . . - ’ Ja38x3qaay
R . . : . . - [ — . ] -
A . HPY I - -] - - ,, . (1,/8)
A T - . - S . . v X X +, ueueyong-«
- ° . : . ! o - | . : . ' “ae8aaqiaH
- - Y L X . X E X Yo/

. s + ., - 128139qa3H -
118l0] - ’ . v JOTABYDE ﬂ e .
puelf | UOTIBOTJTIUSPI | UOTIBITITIUAP] R Coa ' aseyoand ., 3aT30KH |- £BOFOdF 3¢ ‘ .

30 s1ydeadoyosdsd | STwouody ‘K3T11qTsuodsay *1en3oy £807093 | "soueadaosovy]

19A01 -o12a§ | ~ . -0120§ owvﬂﬁzccx SapNITIRV | J " 1BI90S | pRAX3SQO° mﬂv 13A97 1aunsuo)| . -

+

.

;

. HDuvAST AD0T003 -YFNNSNOD LL30dd LSOW Nf LSI¥dINI 40 €anssi :

. 3 ° . . ¢
/ ' - ‘1 330919 . . ‘ . .. ' . tws
Fd -~ ~ .- ’ - .

K . T .- ) . ) * - OE

- -~ A - - ‘. Y O

.~ = . [N v ; 3 . 4 - e ° * 9 3

. . & LIS , . ]

, . ‘. Ve \ P ) [11H

. . . . N “ P K ’ R \ . < ' R e




i N A
. v
N M , . N
. -

: YEin (972, Henion reported a study where shares of matket for brands of
e detergents were analyzed in the presence of ecologically relevant infor- ' !
: "atr. Hish ph sphate detergentst it was found, lost as much as 127 of
the Ll autual arkot share in an exper1mtntal situation.! This study. and - l_ P

‘thcrﬁ seem to indicate that there is an ecological buying mot;ve

o u .
% 4 . -

Herb: rger and Kanter in a recent study completed in February of 1975

. . drew on a major gontribution by Andérson and “‘Cunningham in 1972 14/, :
. v Herbergper and Kanter research effort brough' together the two issues - -
¢ ) f (c-ldgical knowledge and a measure of social responsibility among British . -

, ! usuwives. As in ather studies certain socio-economic indicators, such ; \

A s social class' and education were significant indicators of a high d
wree f social respon51b111ty and, likewige, knowledge of tbe ecologifal

, issuvo. Although this latter study did not .actually observe consume
purchase behavior, it does set the stage for further research in the

- ~f a‘cxa! consciousnesd and Lhe'ecology buying motiQe. v L

v ' )

- - | , .

A summary of the general findings of ecologlcal research to thlS

. p1nt in time is the dubject of Figure 2. The major 1ssues that have b en -
«_  addressed hy researchers include: Consumer Acceptance oﬁ Eco-Informati¢n,
. Level (f Eco-Motive as it Relates wo Brand Loyalty, Socigl Responsibility,

Attitudes, Knowledge, and SOClO Economic and Socio-Pysch graphic Identi

. fication, Figure 2 is broken out into two areas labeled |Pro, meaning p &1-

tive findings with respect to the ecology=<product motive, and Con, meanihg

findings that tend to go against the strength ¢f the motilve in the lopdy :

al buying segment. | /// : :

Consumer Acceptance of Ecological In&ormation

N

.

~

" Virtually the entire complement of Lesearch that' hasbeen done to this c
N point lndicates that consumgrs accept the importance of préservation of
o . the quatity of life. The probplem séems to be that even thdugh there is
, wide spread actepfance of the terminology of ecological prdservation, thete . .
. \ig a great deql of confusion over how to react in the ‘markdtplace. Typi~- - . * .
cal of this situation are the major controversi7s hat have] surrounded E
- ) phusphates and their effect on the environment Is it any wonder that
» . consumers get confused when they are presented with aslmany as four dif-
ferent types of gasvline at a single station?. Which iﬂ the most ecological"
s purchase, unleaded gasoline? Perhaps, low lead? Or maybe even ¢lean ‘ﬁm'
LT burning hi-test? ‘This type uof purchase decision confusiion ultimately ' .
s makes it very difficult for consumers tg] act.in responsible ways. Like-
wise, Lt points ~out the threme,importa ce of accurate, simple, and
actionable information with regard to pyoduct-ecology relationships. One :
~f the premier ,challenges for consumer gducation seems to qe how to com-

- Tunicate effectively with a consuming public that wants toyreact respon-
sibly to such issves as the ecology-product relatienship. : . °

- v 5 \ .
I
o : : . .
"N

Social Respons.nili v Correlaticn S »

. ) lTﬁe icsue Hf quality of life, or eculugical preservatioa, is a subset ’ BN
f the general vonceplt of social responsivility. This is particularly true VT
. since the indi- idual purchase behavior of Lonsumérs ultimately has an effect® .
on the population as a whole,.dlbiet a small effect in any one individual's

L . . .

98
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FIGURE 2
SUMMARY OF GENERAL FINDINGS

o

REQEQRCH ISSUE

PRO

CON

[

Congumer Acceptance
of Eco-Information

ipformation .
i

Accept importance of ecology

a

: ' !
Confused over te;minology
Difficult to act

“

Level of Eco-Motive
vs. Brand Loyalty

There is an Eco-Motive Buying
A}

" segment .

Strong motive for this segment

o ,/

& . ~ Ras

Relatively low in impor=- . o
tance to general population
Probably less than 12% of
population alter buying o
behavior

Social Responsibility

/
Eco-Motive is probably strongly

Socially responsible popu-

Correlation tied to an identifiable social. lation is.a clear minority p
) - consciousness’ Social \responsibility is
nén;g?t ‘nable )
tudes” y y \ [
Attitudes Strong feeling of coqgérn for Aktitudes are non-aqtionabie
’ Eco-@eterioration General population feels un-
Some preference for Eco-safe able to do anything: 1
products *~ e General frustration

-

— e 20 e 4 ar— - ——

s

-~ lV

3 - am—
e

Wide %pread eneral dwareness
Cues are identifiable -
i

Mixed, concentrated among a
°

Y

3

'SU%lé-Edéngmic-

Identzficatfdﬁk‘* .

) ot

©

College educated

" High occupational attainment

Pre middle aged : /
I L

P

-

few

Often inaccurate °* /
PR et
Lower status occupations :
Lower income groups '

Middlle age and older

T

Socio*

A‘Psyéhographic o
Identification'

.]\‘

- Less/status conscience

"+

Less alienated
Less con$ervative’
Consunmer effectiveness is high
Open to new ideas
Strong desire to know

v

LEN

® v
~ "“\--a‘ .

Mege alié ted, ) .
More éoﬂgaivagive ) |

Closed to new ideas:.-., _
High in harm avoidance =~ ..

More status conscience '@ *
* \ B 2
\\
. »
e e e T e e e e e s A e
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: d ‘\ t
case, Measures of social responsibility, such’ as that of the Anserson and ‘ )

Cunnipgham study and the Herberger and‘ﬁanter study, are forerumrers of our \
ability to isolate those people who can-be converted to more sociglly respon

\ sible behavior. The social responsibility correlation with the edology buy- .
| ing motive lies at the heari of a strong educational program almed'at volun-
tary consumption behavior. \ .

] : .
\‘, : LV -

Attitudes and Knowledge

life is pusitive.. There is evidence to suggest thaF tHe issue of quality of

life will pale in the presence of economic disorders such as inflation, re-
cession, more generally, stagflation. Once again, the challenge for éon-
sumer education lies in the fact that, even though consumers have a sincere
interest amd concern for their ecology*'these attitudes are often quite '
specifically non-actionable. Certain kinds of purchase behavior can yiéld a,
degree uf satisfaction for the eco-motive; however, consumers in geneyal nee‘ a
to-know more, and how to act in responsible ways. - :

1
1 . . ‘

g As mentioned earlier, the public's gene;al attitudq toward quality of
> ’

-~

It seems paradoxical to find that we have an indentifiable audie ce “of e
\ innovators, or early adopters, of the ecology-product concern cqncept] and, , .
.- yet, we seem to have done litte to take advantage of the body of theory tha )
. is available for transmitt this knowledge and awareness to the popylation
; at lagge. . /f&“*f“ FE§§§5§\ R . . \
//\ﬁ\ Sncio-Fconomic Tdentifjcation vs. Socio-Psychographic Identification \ .
3 . - ,

0n'the issue of how to identify individuals'who are socially responsi-
| ble .and who understand the need for ecological purchase behgvior there are
.mided results from research. It is clear, however, that thdcological buyi -
motive is complex at best and somewhat difficult to describe simple demo-' .
graphic .terms. Perhaps one of the most serious causes for conckrn in the )
. écolo v product ‘relationship comes from the fact that there is YJtrong evi- = . -
\ dence; to éuggest ‘that the/better educated, more ' af fluent membersuaf the i
consupirg public are theimost likely candidates for responsible voMintary '
\ consumption behavior. is is not to suggest that lower income, 1 u-
\ cated people are, less socially responsibhe. Qu1te to the contrary, it
- would geem that %he basic motive. of ecology as a purchase criteria is simply f
wer_in the overall evoked motive set, ,Hepe the challenge for consumer v
. ‘education will be to convince members of ydrious sociq-economic streta of
. the.importance of individual, voluntary consumption that refleéts on society
as a whole. There is little evidence to suggest thab being’/ an ecology-

o

conscious buyerlis necessardly more costly. D v " .
LV - o '
: The distribution of intelligent 4oluntary con8umpt10n is a problem unt. -
. itself, particularly when the; proportion of the wotld's less affluent ountr
I st + and people continues. tq\ row, . Clearly, the survival motive is short-run and . .
/ . ’ *’.s;rong .Equally clegr <the fact that quality’of life through intelli-
» . eny, voluntary consumpti ‘if a weaker motive and perceived as a long run
:. /gro lem by the maJority‘Si:people. ) - .
v Y
/ : t . S’g . , .
< 1 j ' ’ C“}'
i ) N
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b)/the alert retailer. 1If the customerlmark " you serve. obJecEs to. having their

""Society" as a whole. The questidn remains, however, as to how to brpaden
I's

'point-is actionable information. Some time agO'with the truth in labeling

-sy tems 'such as food’ tores, retail ghopping cente! s, eﬁc. were in fact

Reggmeﬁdg;ions for Action | ‘ ' o <

Ac ntral these of this paper is the availability of a consumer ‘pur-
chase motive called, ecology consciousness." It has been shown that this .\\5
.motive is demonstrated in the form of voluntary consumption behavior as con-
sumers tradeoff deégrees of individual satisfaction for the corporate good of

>

thé participants in eco-conscious purchase behavior. . . £

’ A . - - ' — ~
As pointed out earlier, social responsibility is not necessarily depen— .

dent on social class or -economic strata. . Instead, socially responsible ‘or g

eco= qonscious consumars tend to have better fac1lity with information that

is necessary for this form of" 1nte111gent consumption. - ‘ - -

[
- 4 N
Y
.

Recommendation One . V-

- g

Clear,’condise, and actionable information must be available to all con--
sumers at the point of sale. Sounds like an old _song! However, the key

act, and more recently with the enforcing of nutritional labeling, consumets

have been given access to greater amounts of information /16/ While the . -
ingent of food labeling regulations is to facilitate value compatisons, the
consunier is still faced with the problem of personal optimization. How does

the housewife tranglate nutrition,scholesterol and fatty acid labeling, imi-
tation foods diet%:y foods and other "nonstandardized" foods as well as _

price and si7e Varilance into a comparative model? Certainly with difficulty,

1f at all . The nature of labeling regulations .serves as a good model,

however, for the eco-conscious buyer. Already, laws are on the books requir-

ing environmental impdet statements on new land developments. Would it not-

be possible to clasiify cértain types of goodg, and perhaps senvices, as .
epvironmental tisks? Impractical? Please read recommendationn>wo. -

vl
’ ® .

) | .
BLcommendation Two < 1; Y. “ ' . - |

S , i

Long ago'marketiing practitignL s recognized that product distribution

uying institutions for their customars. Recommendax twgffs aimeﬂ at the » ..,

isitribution epd of tHe marketing fun tLon'f add. environmental im ct 1h£or-
mation to your reasonw for buying. It is important that the copcéﬁt of |- .
intelligent yonsumption be carried thr&tgh to the e;i;é/é”a\whgézsale level. .
D1stributors>haVe an obligation to thei customers t y respondibly, to " ~
buy products that can reflect the consumer ] general concern for their quality -
of life. 'This proposal can be am 1mportan differenﬂial market ddvantage for

freedom of elgction restricted, then classify your -product offeripgs into

risk categories. ' Make it s1mp1e but above all, nake ‘the decisiop to inform

customets of\ how their purphases can"affect théir quality ef life,

A R , - ) .
Tfhere are'a pumber of obvious ways to -accomplish environmental cons-

cioysness as a‘markethhle advantage. To begin with, the retailer and even

the /wholesgle digtrikutor can publish their "reasons, for buying." Would it |

not] be pgsiible for a food retailer to Lcolor code those proddcts that are of -

qu stionable environméntal 1mpact° What about a."best\buy 's for the'enyiron- N '

me t" section? ‘ , . . o s . S
b ‘ e 7.
. - ;)1-1-:3 . v . — l




» ThEIL are many problems associated with relying on the independent

. bu51ne§kman to make;the judgements necessary for a consumer's voluntary
intelligent consumption, not the least of which is the confusing babble
that ».rrounds what ig and is not bad for the environment. Information

quality is the subject of recommendatidn three./, . :
RN v N . Ty ’ ! .
' ‘ Re¢ommendation Three R s ‘ Vom _m, 9
« , JEarlier the question was asked, "Is it possible for & responsible pubfx
" ¢ .. to react in a valuntary fashion for the benefit of the soclety as a whole?", :

. It is the author's contention th t it is not only possible, but essential. s
. The must disturbing conclusion th runs as a common thread among researchers
) of consumer-product relationships is that the public must be protected from

o the risk of unpr1nc1pled business, practices as well as protected from them-

. selves [he tonclusion, though perhaps inevitable, has fostered a growing
relianée upon federal, state, and local legislation, as well as the public's
3bd§cation of their privelege'of free, intelligeTt consumption. This.ab=- ', -

4 dication has in the author's opinion, been made in favor of govermmental

. regulatory agencies and has succeded in ereating a ''third world" of’capital- .
ism that is replete with a cause (consumerism)_and vocal advocates. This "
"“third world" is not necessarily bad, howeverf in fact, if may have been the

‘ only way to get the attention of managemeﬂt government, and the public as .
well. The danger, is in the evolution of a dgpendence. on a legalistic rela- ' .. e
tionship between conSumer, producer -distributoy, and retailer. This evolu-, T
tion has set-up corgorate management in an adveysary relationship with their

~own consuming pubiic -- quite a contrary notion \to intelligent, voluntary .

. consumption! How did the public come to the poin¢ of relying 80 heavily on .
governmental regulatory ‘agencies? Quite simplym\i plied authority and objec-

‘tivity. .

-

o w0

T

Tt is normal for the public “to ook to an objective third party as a .
* source of information and u1timate1y, protection, The reeommendation ,would
be, therefore, that federal agencies recognize their implied credi ility and
do more in the way of communicating accurate, actionable informatign to the.
business community as well as to the consumer.. The focus .sliould be)on the in-
dependence of research and comparative product evaluation more so than on
lega} redress. Government should.be a’pPartner in ‘the: business consumer rela-
' . tionship., ' o Y

9 . . N |
v \

N Recommendation Four - - ] , . " {? .
From the businessman's standpoint, the marketing concept is still 11vable; -

still wiable. The producer must broaden the product bundle to ¥hclude in-
formation that will agsist. the consumer in buying intelligently.; If the manu-
facturer's product has attributes that make 4t more environmgnt 1y sound, = °
say so., The area of enV1ronmenta1 impact studies as the F applly to proddcts . T
and services is an excellent way for regulatory agencies' to get co@par tive \\
) information to both consumers and marketing istributionfirms.‘ An even

better, approdch would be for trade associati hs to take the rzgponsibility )

for self-regulatidn in assessing their member's products quality of = _ ©

y

lL 1ife. . - ¢ //. ,‘/ 7‘ / i
to In conclusion, these reeommendations touch the surface of , mimber of
deeper problems as’ they relate to the education of consumers and the ecology
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buying motive To begin with, “the technology is still -developing that will ,
’ _allow industry hnd government alike. to judge what is safe, or less dangerous, i
B for oGr environment, Environmental systems analySLSuis.a whole new frald T
i _ .that /isiyet to kome of age. Tt is the wish of the author that the warnlngs
' uf a <danger in §po much cynsumer-government reliance do not overshadqy the . .
hopL that is seen\among buyers-that ate ecolog;pally ‘conscious. A we -move -. .
. into a period of résougce scarcity, the m ure of stability in but culture’,
. ! may be the degree fo which we can rely on eag y" do .
N .
© what is best for dur society as a whole. ‘ et ’ .
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PRELIMINARY RESULTS ON A SURVEY OF

X CONSUMER ATTITUDES TOWARD CONSUMER PROBLEMS .
* ¢ . . / \J « N p » é ‘ '
’ A
- §imone Clemhout ¢
. . N ' Associate ProfeSSOr
‘ : Departme t df Consumer’ Economics ‘ , . L
. - \ andjPublic Polidy ~ ‘ L7,
! Cornell University ‘

- \ e

v \ . i - ) “ x' N 0 ! N
v . ¢ P . ) . -
Design of Attitude Questiounaire fff ; ’¢ . ' ‘\ " - T :
LA v \ "‘ » “ ' . a‘

At an all encomp3551ng 1eve1 of generality, the economic y?tem can

be percefved as composed o

three major power blocks:

businessq, gpvernment

and the consumers, The interactions and feedbacks among “these blocks’ form

. v a complicated system. The consumer intexes® is oné of the majo componénts
. of that system.. Efficient and equ1tab1e alternatives for the congumer well-
. being ought to be provided by government' and business8. The same i pediments
that limit consumer welfdre ultimately inhibit business and governmant’ from

achieving their
strong consumer
that hamper the
of the_consumer
in the standard
ifistitutions of

The rise of consumerism pleads the cast for

desired end
policy the. gutcome«of which should be to alleviate problems
welfare of individuals, The’ argument that an amelioration
position must Ccome -about through, an increased responsiveness
motivations ‘and dynamic ‘adaptive changes in‘the existing
business and government does not face the historical'fact»7

7 of emerging effective -consumer action for policy changer/1,2,3/. - BN
. N .4’. ,‘ N - I o Do &. f
///// ) 3 Yet, while there is a| wide debate in this area, we have:very Jlittle

’ direct information from th consumers themselueS as tohow they feel, about
some of. these issues. Now days one can hardly.conceive of medicine w1thout
asking the patient about hi symptoms (although the care, may not be left Lo~
the patient). * Yet, debates a t consumer policy neglect the views of the
consumer themselves. Thus 1Q %ppears quite important and relevant at:this
time to undertake a survey £ consumer attitudes towards consumer problems

. . and concerns, ' It is of crucial importance to take consumer views into account

. én policy making since besides.being. voters ﬁhey ‘also are shouldering-the

urden of taxes (some of them paying for consurfer ,policy measures) as well
. - s high prices and deteriorating qqality of products and the environment. ,
b ; Thus, it is essential for cdnsumers to have «a voice in consumer policy mak="
. ing which aught, to be directed.at ‘the Jpprovement of the economic énd per-
f the consumers. ’ N
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Basic groundwork has been done in this area by Burton /4/ and Gaedeke

. 415/ in their doctoral dissertations. They surveyed segments of the educated
public actively concerned with consumer roblems apd issues. Burton surveyed
\933°h‘d§“°f consumer education; the final say*about his questionnaire rest-
fng witR a jury of past presidents tf the American Council .fdr Consumer Inter-

‘ests. Gaedeke aurveyed businesg-oriented’ and consumer-oriented spokemen for
their respective' agsqciations as picked from lists of individuals who testi-
fied or provided evidence for the record during Congressional, Hearinge in-
volving conBumer issues, a third g oup'of réspondents was dréWn from Senate
staff members ‘and other government individuvals involved ﬁirectly in consumer

s protection actfuiiieﬁ(\ Burton had 234 respondents and Gaedeka 65. The design

v

-

. " >f their questionnaire was based on the literature and a large number of,
< frequently stated assertions about consumerism. Burton’s final. questionnaire
., . was composed Of 48 itemb while Gaedeke covered 67 items. These works repre-

sent major efforts to uncover the dimgnsions of- consumer problems. The
,amount of background work involved is.considerable and the design of the .
v . questionnaines (particularly that of ‘Burton) were usefulh&n the 1 itial stages.
. " of our thinking. Insights were also derijed from Shirley Schecte 's 'doctoral
. dissertation "'Consumer Rights, Informatiqn and Congumep*s! Strengt of Com-
mitment to Consumerism JIssues" /6/. She uses Burton'g, akdeke 8 {and her

-~

o swn questionnaire to .survey college students' gttitudes towards cg
. lems and degree of correlation between knoerdge
towaxds action to remedy such problems.

.

of issues and co

b

ey ot \“ Id’addition to the ahove basic work, the 1iterature ‘on atqibudes and +
survey methods was syrveyed, Admittedly, the design and testing, of attitudes
questionnaires as well as administering the survey are ‘very challengin . o
The following argument is based in part on the 1iterature in references /7/
' to /19/‘: .

. \

i . PR
»

N .The design of the attitudes survey questionnaire followed the v
established procédure discussed in this literature,’ f onsumer aware
that a persom ) recognizes an issue. or a problem as bei g.relevant to
ment, Attitudes’ is a stronger feeling in the sense; ‘that a. person n
'recognizes the issue but .also has a point of ,view Aﬁ /17, B
ness and attitudes are functions of knowledge, in drma ion S{ eXpo

.o personal experiences. . , )

Knowledge is “taken here to include informati on #roducts (price, .
servicing, etc.); on sources, of product informat%o (gdvernment publigat
Consumer Reports, etc.); and op’ channels for the x soldtion of various. c

sumer grievances (FTC for. deceptive advertising, st te and city depart?e ts
of consumer affair$, small claims courts, etc.). E perience refers to fgrob-
lems encountered by consumers with defective products, deceptive adver% sing

" and trade practices, etc., A . ¢ |
. i 13 !
: . Attitudes will be interpreted to 1nc1ude opinio 8 on poljcy issued,
{ particularly those subsumed under the general’ hetdin s of consumery pro e g
tion (government regulation), consumer advocacy i.e.\l. self-help orga fiong),
and consumer education (i e., either governmental oriinvolving a goveynméht
t subs Ldy) < . . ' !

c A . R . v ]
A /: . l . 2 11_9 . / s '
. ’ . , s . . - '
! ‘e - o . 107 7 \ -
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Relevint issues here,chosen'from previous and current studies ' (Burton,
Gaedeke, Schecter), newspaper's, 'magazines, Joutrnal of Consumer Affairs apd
other praEesslonal ]ournals government publications news releases, exten=

»  sion materlal discussidns,vi a "pahel of experts"‘(seminar group for Hatch
408 meeting regularly and compOSednof three faculty members, on& resegrch
associate and 10 ro .12 graduate students) : v

. ! a . ’ .

On 'the whole, 0ppenhe1m ] definition of att tﬂde /7, p. 105¢ adequate
for our purpose. This definition ps as: follows. | Attitude: - "state of readi-‘

e “ness, a tehdency o sct or react, in a Certain manher when confro \ed with

) certain stﬁmuli " . The s:imuli is a staCement and fwhat is wpeasur ;s fhe .
strength af the” teaction. S

. 9
.

"

v .
. B
> . -
\ ~

» u Y

. . . b g )
N . . The final statgments were develoiée on the bagis of rel;vant i ues .
o . ChOSUn as d;scribed earlier." They we evalua&ﬁd t rough pretests/with a

: -+ 1 ¢ larger number of statéments. v, 8V
’ 4 “-’J . * * ’.J l\ < "‘ 4 Ld . N
e, &he statements are listed randomly.by."drawing. from a hat" to quid .

. phrased statements alternate. -
- .

; N any présentation bias. For the same ‘eaéon, negat?v*ly and positive%y )
e :

i

the questionnaire

ous and concise,

ere ayoided,’- The

testipg'in the coufée

enfioned earlier. .

., the respondent is

.. 1issue via several related qu;stioné sptead throughout
Thus each” statement is simple, cLear, direct, unambi

’ Statementa which <€an be interpreted mors than one way
@inal_io of Lhe statements were-worked outaafter pr
of seyer 1 meetings.of the seminar '"grodp of experts

) . .- - The respthse ia coded accorﬁing,to a lickert scale i,

a

agree to trongly- disagrée> The lickert scale is useful for its simplicity

f . and is accutate as .other mo(e complex methods of ratﬁng /10/ S
' ' r ' . ¢ ° J i / . ’
‘ ‘ - Validity, Reliabilitv and Discriminationﬁ Scatistical Methoﬂologyﬁfor
. Testing "Goodness" of Questionnadre . S , /’.o .ot

'

The desigk of a questionnaire does have’' td meet“certain statistlca&
methodological standards.in order for the research to really reflect existing

N\ .’ . ..attitudes ratHer than clusters pf random r sponses with-litfle p ttern and
. \\~\yery‘little.statistical meaning, s ﬁ :
. LI . ! ) ——t . e :
M . Validlgz/p . T ¥ . .
<" ‘, w N .} o . N
, - The first methddplogical q esLion.relates to content validity.\Since
O oyr items are\based partly on ejisting surveys whieh were well developed-
NN *as well as, f§peated meetings.of our "group of experts' .we felt that the
) instrument offers a high deggee ofvalidity. : ",
\Nbﬁscrirination B a,‘ S . \ .
’ . - ’l - . b “'k’ .
{ | v‘ iscfimination can be- lookdd at three ﬂevels (i) 1t&% analysis, (ii)
i ! differentiated grouoings and (ifi) an overwhole test of ditferences. The
\ ; E‘ discrimination here is. betweén ro-business and pro-consumer attitudes.
. Thus, '&n item is good if it differentiates between these two groups. Our
.'L initial attitude questionnaire was composed of 4Q items ‘and’ was pre-tested
, on 24 respondents (some from arcund Coxnell, somg/ from \hral areas). The
-final questlonnaire was composed of .30, items bas d on tth pre-test. It

EC\?;. e 1081’4@0 LT

[ P + *




= . \
. ) .

i . ' & . - 2w S ?
' | ! ! . jl . v oo ” i . * S
I | R o L
f |°\ . 1o, v ; - L SRR C . o .
i | N ._" i ¢« © - ‘o 5 . L. .
- LY ol 4 . . -~ o - o
7 . # s sd . v 2 . . -
- v %{j' ‘ * .~ 1 ”': . N e ‘ . .
: L N L . > -
' o e A . A B )
C . <o ' " U I v | >
A A . . S9N IO B A Y-
P £ . o ) % . b co| @ ) 0 .8
7o Sf * ; > ~ . 0w ) "% 3 = o .« ° .
F. ‘ e -+ VR VIR V! o) « VI .
. A . L_‘,. . ¢ v Ao . 2 . . &_; g &o B 8? g ;; ,S I4
:'. L s .l‘ - . . > :
! : ' ! ' - rd - >
1. GQVerment control over the drug indu.stry to i.nsure the : . q° )
S 2T d " SA \ \ D SD )
nu vy Af rugs is too strict. . . \ A ] AP
@ < = , . ¢ N - '/ ~f e
2. .L.\{,gny adc.rcrt1ser§;dlakea.fal‘se cla\I;ms about theift products. A:SA o AI 15“ : ?, 5D ‘
l‘ q 4‘ . . é’* 3 " *
o3 Co :u'ur gmups are mtdd-‘ing tvo much in ,thé business 8A * | DK .D SD i
sv te'n . . ., ) - . o :
4. “fthdsc amen't enough places to which a- dissatis‘fied D sD .
. PRI cu‘\tomer can complain. ‘. . SN . . ’
~ - L4 . -~ — 5
f-- 5. Ipdustry, rathq.r than governme-nt §hould' establish sa D sp* | .
- standards -for ‘producns. . A® .
- ’ * . ? F I , N | . -
6, C%nsymrq should be encouraied to become mvolved in* D sp
. tting publxc utility’rate .’ ‘ ’ .
7. 1In recent years, the government has been spending teo l SA} -1 A | g SD !‘_i
> much money on con::tye_gprotect;on, : . :, " . .
8. Thex.e should be a professional en?ployed 1n, the tocal * 4§ sA A DIQQ sp I 1
government ‘to recexvesconsumer complaints. " - o ! S
s e . 4 "_ o, w P ra 0y ‘-
9. - The government— sbould be stricter" in polic‘ing " S A K. nt | sp.l-
™ advcrusing .o C o y ' SRR A . N\ C BN
‘ - T & — T N
10. The B»_tter Business Bureauw is, helpful in hamﬂing ‘/ SA;' A DK | D. sp_|.°
' ‘ cqQnsumer cemplaints. LA ‘ ‘. L e P <, S e
i »’ . . Ed 'r . : .. . h. ' . ;
11, 1‘{\ uglity of ! consugner p*ozfucts todax is poprer than . SA AT DK D ‘ SD r
. 1t as a fe.w years agos ° AN I 1 SR BT § 5
- M "0 A ° ot ‘:_o h \ s 1
12. Indu:»fry should be, left free to regulate’ itself with- »SA | A.< DR |4D ) o
out *government xnterference. ) . . T & 1 B L
. ~ L % y ‘ > ' , ‘ e 4 . . “ : °
13. Co'nca&ting the federal government in ‘iashi,ngtcm, D.C. is . SA Q‘:é‘j\' bk .l D D, |
‘, .» a gobd way of handling consuméy probiems. E o - J o Fe R PR
L, N @ 4 * - 7 ¢ e} * "-“ . - < !y
14. When buying cdpsumer products you,generaily get what SsA | & DK [ D sSD
. you pay for.’ - o N T ! ’
! e N , [N ¢ R - -
15. Advertrisements pYovide adequate information.about SA A DK D )
product quality. o . e . . X N I
\ N " . ‘. :' - - . "' . , T - - - ‘s
! ‘ . . - 'r o ) b v * :’ . :Q ‘v- .o
A / “ &40y . . M “ . . e .- :
a8 . . 4/ \ 4 S - “ , T8 .y .
'.g . - v ' * - 12 1 A ' Ty, l» R Tt e
. 4 . " ) Lot . . ) .. , .'. . . . :. o
. ' . ot . 109 2 e . ) e W
E TC e e . o - . R
v - ot " . ’a ¥ . e ' , - . . -, - s‘ Lt
K \ . d . , ) Y‘ L r :




M AFTER YQU

N 122}

s

“«

a

, . . Vo
7 . .A‘ ' ’
> w >
. — - . ] $d
. R S0 ! M B 19} o0
< g v 1w ‘w 0 r:
* , ? oY D -3 < ©
* ) . 2} \ .. 2 Lol by c o n IV
. i :, J el o0l o v o -
[3 .. . "‘\ ‘ ‘ T ' . ° 2 < < "Q = a w
e i k)
“"16. Consumer problhﬁs are nol”as bad as 1cw3pape and T.V.. b 1
. i*eports;make them a;‘:pcar\v " ’ : SA . A DK@ P S.DE
" 17, Jfhe 5ovcrnmant should not require anC1 pﬂllutxnn . R s ®
QQVLC;h in Jpotor vch1clc . " SA. A ” DK D SD
o < 8 :
18. -Advertisers use ghmnistqmoré”uftvn than facts. ’ SA’ A pK | D SD’
\\\ J ’ w — . . ,
19, The adVlLL of pro sionmal conaumer spnkcsmcﬁ lxke e f t T B
° Ralph Vadu{ shoul .be disregarded. \ 2 SA . AT DK D SD;
L 2Ql Most busxn&ssqudo asgood job of handllng corplaxnts ' SA “A DK .| D .1 sp
\ i ‘.Ix'h ! * ’:J-
21, chugal Regulatnry\Aganxe adequately protect > S
) SA A DK D SD 1
x Lnnsumnrs againgt umgthical bu51nesq practices. - . pae S S
N i
|
22.‘ Wa needxsafer cqrs evan if rhey become more, expensive. SA A DK D SD
236 Tﬁe censymer is taken auuantayé of too often \ : SA, A DK ,| D SD
t < i N - ¢ .
s 24 CﬂmﬁencxaLs are often informative. . / ﬂ‘ 1 SA A |"DK D 'sD
- * e @ i . ? . h z
-225, ‘A strong consumer movemdnt is needed to protegt ) L :
', congumers from big b%ﬂiness. F SN SA A DK D SD
. 20.,‘ It is wasy to sefcle g%m’sumex: .pmmfjms‘ in a’small * | SA A DK D SD
> | claims-fodnt.” |° . ' ' ‘ \ - '
N \ . ' . R LT " vl -
27.¢ “This claig’ is’ usiﬁul for shiopping? "When tested g ;&Qb A ‘NDK D" SD
I agalnst ofhet bq db, our product proved besﬁ no b
2 . ’ ‘ A
. 8« Relative {m othcw magor social.issues, consumer SA A1 ok D D
prﬂbleme are not very imporeant. , ° . e .
c T . .
¢ 29,. Jﬂduscsf should clean up pollution even if the prices SA A DK - D D
- thag ‘cdnsumers ‘pay go wup. . . ‘ .
4
. / | i
}Ox "We nqu mdre consumer protection even if consumers SA A DK ‘D SD
N have tol pdy for ft. . »"’6&‘ . A .
,‘2, ML ) . | Y . ’ o
VE COMPLETED ‘THIS SECTI@N’PLEASQ RETURN FOLDER TO THE INTEBV!EWER.




. part of consumerism,

!

populatibn roughly with a 50-60 mile radius of Ithaca.

—

1

\

‘\~\\\Eﬁyb§onstruct an exhaustive 1ist1ng of all towns with population "2500

1

Reliability

I
. N re
‘.' £

,

.Reliability refer to the degree to'whigh a measuring procedure gives
consiste sults, e coefficient of religbility is much higher for the
total questi nnaire tha it is for any of the subsets.” One should expect
.the rediability on subséts t6 be lower because we are now only asking the
respondents four to sixdtimes to determine his "enti_jﬂbqattitude towards a

».4., . 9

Poguiation . s

-

The pq;pose of this survey is to interview personally a random sample of
3 total of 900 respondents. The interview covers a questionnaire which is
esigned to "explore consumers' attitudes and vieys toward copsumer issues,
heir experience with the purchase ;hg repair of consumer products and the

information they use--or would like tb have--when they make their purchasing

decisions."* /] : \k

The popuiation to be| interviewed cbmprises a rural apd an urban ‘sample
in upstate New York. 'For| feasibiljty redason of field togts, in view of
available resources and tfime constraints) the sample is drawn from a sub-

Stratification oﬁ‘SampléA

\-

Y , . \ N ! |
The sample is stratifiyed /acCordidg to rural and urban dinsnsions. ‘The 4
definitions of rural and ban are aR follows: "

-~ .

rural' tokps of < 2500 inhabitants cutsided SMSA's " -
urban: blgdcks within urbanized SMSA's regions )

. L4
\:

Cluster Sampling - s f"
'\ ‘ » . - ‘& B

The area is Stllﬂ& however, too vast an area to drawk a rang/m sample . L
from as such since it would be extremely costly to construct a list oﬁhthe . \
elements in the population. Thus, we need to define gmaller, units which will N
prove manageable, For this>purpose a sampling unit'c nsisting of a cluster T ]
of smaller units\(el%me ts 3 /3/) has been constructed N W ‘\;\\

~ i ” ‘ : . ;‘

Rural and Urban Sampling ' . 7 . ’

]
tants gﬁ all counties considered. 4 Instead og population size, per\se,
we will use number of houSeholds sifce this gives us a manageable-unit to
work with. Assign to categories of 100 households integer numbers.from
to 252. OQut of this cluster\71 252\ using tile table of randomy n jkers,
draw a random sample of 10 towns\\

r - o“
* \ - ,\\ . \

since: my = M; (s
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! . The drawing of the urban sample is methodologically similar to that for .
' the rural sample. In the urQ@n areas we are dealing with MSA's partitioned |
according to census tracts. These tracts are.composed of city blogks.
L -~
Construct, an exhaustive listing of all census gracts within urban ‘
areas of SMSA's and code nymbers; of living units per census tract. Con- -
+ - sider listings.of city blocks within® census tracts as clusters primary units,
Again due to limitation of resources and size of sample, this had to be
+  reduced to a_more manageable sample size. Similarly to rural sampling
equation (1) is used to take a random sample in proportion to size of units.
Thus,- 25 tracts were selected using the table of random numbers,

o
’

Given these 25 census tracts, list all urban blocks and‘correspondidg
numbet of year around living.units. Assign consecutive numbers to the
blocks. Using the random number table we select blocks within the tracts

and we compute zji for each;block. Using equation: ®

\

My

'  mi = Miv‘gfo ) =
nz.

i rzik '

we obtain thﬁ number of required households in each block. -

.
-~
s, - . - .

Overview of demographic characteristics of the population)‘tfpeé of com-
plaints and attitudes; coding and computerized classification of data.
M &

- ¥ s ‘ ®
T - The response of consumers to thé questien, 'What,do you think is the
. number one conspmer problem?" is ifdicated in the table below: N
° N 3 ’ { . - . - .
Lo s o A‘ Typgs‘of Complaints | ..
o ] . \ i «
’ / | L_ N3 ' s . ¢ *
¥ . . - . ) 4
Type of ' 1lst Sample . 2nd Sample
Complaints " Riral Urban " Rural Urban ¢ "
’ |
High prices. . 43.5% 2. 9% A Y 31% '»5%%.
‘ ) MR L T R T, B \ N
f . . . " | Eo o ve  w - .o - N M, e
' Advertising : 10.5% 22,.1% 10.87%]" 21.8%[ < e
. | . oo |52.4 38.1 . 54,3 39,1 -
Quality 8.9% ' 17,27 ©11.3%0 - ¢ 8.1%
: Servicing S 14.1Y% 15.2%2 -~ . 11,8 -  16.8% \
L . . _\‘__ - <l
. N\ ) : .
' Y Total % 77% o "75,40% 76.907% 77.70% N
. o : l\
o . On the whole, almost 80 percent of the respondents find that the most

jimportant consumer proble falls in four categories: high prices, adver-
“tising, quality and servicing of products., At no time, more ‘than about 12
- 114 «

- . ’(/ |+ . - 12Q\\/ N b ——— —-g\,
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I. Copy of press release in Appendix 1
5 : . . ) .; 4 .
3. "Single-Stage Cluster Sampling" in /3/. .- . v ~ - ]
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percent of the respondents say_there is no problem. Thus, this is a first
indication that consumers are,concerned they see that there are problems

for the consumers. They are gware of, the marketplace as an environmental~
framework reflecting a quality of life dimension. !

» ] / \ _

¥

<

. !
More specifically, -than 44 perceht of 875 respondents who live
o in rural areas are conternell with inflation both in June and September } )
‘ Lhile the percentage of ur 'resfdents with the same concerns rose from,
21 percent in “June to 31 pércent in September. Thus, rural consumers feel
the impact of "inflation earli and more strongly than their urban counter-
> parts.

L ’ ‘ . Yeon .

Certain characteristics}of the rural population could be’ responsible _
for this sizeable difference in the response of urban versus rural residents. .
 The income distribution shows that on the average, 50 percent qf the rural
residents in the sample earn less than $10,000, while in urban areas the
corresponding figure is 35 percent. One-third more urbanites than rural
people earn $15,000 “or higher. . N f

- N -
-

The age distribution indicates that the percentage of elderly in the
= rural subsample is only slightly higher than the corresponding urban one,
‘while the difference between these two areas for age groups 35-54 is very
' sizeable, one-fourth more people in this age Rracket being urbanites. This
is the age group where income is higher thus it is not surprising that the
standard of living as measured by income is lower in rural areas. Thus,
i ,’ rural .conspmers feel the pinch *inflation hard and early. ,

! « . N
f

) . . Famil size (number of persons) shows’ thag the number of persdns in
the ‘family| and the number of children does not .on the whole irdicate the
. rexistence jof any major differénces in the distribution in family size
, between al and urban areds. There is a somewhat larger proportion of
rural families with three chi1dren under six (4 percent versus .4 percent).
This influence would, of course, reinforce the pinch from inflation.
" As’ inflati&n climbs from eight to ten ;to fourteen. perceit as shown Q
. by the consumer price index and as wage and other earnings increase with )1
" a sizeable lag, there is a shift among types of expenditures within the
consumers buldget. This is compounded by even higher differential price
, increases, for instance food prices went _up by 25 percent or more. Basic
, essentials like food, housing, transportation, clothing, make up about .
80 percent of consumers’ budgets (including tgxes). As the discrepancie |
between earnings and spending grow, ‘consumérs rearrange their spending. .
Since basics.are hard to. cut, luxugies such asfentertainment gifts, v cét A
‘tions, etc., will-b@&’ ‘cut first. However, ghe sychology of affluence 'still
lingers on in life-styles habits and there mers witl first shift
from mpre expensive luxuries to cheaper ones and also to "free" goods.,
An illustration might Be the spectacular increase in museums visits. ! g
. Museums are usually fre& or cheap compared to akternative sources of rejre-
B a&ion. In addition, thek now offer a varietyezé\programs such as exhibits, *
es, concerts,\cheap c feterias, etc. Recently, the Christian Science o -’
Monitor reports an increas® from 200 million-vyisits in 1962 to 700 million . -
.and up last year, according to the Rm\rican Agssotiation of Museumsg., \
. N ! \ \ : 3

N L !

.
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Museums appear as a public#gbod with no or\low fees and one wonders if )
their subsidies should not be increased. , Museuts are usually more accessible
to urbanites than rural re51dents and this kinhd of opportunity for shifting ~
consumers”’ preferences for 1uxu§y Sugstitutes may not” Se readily avai1ab1e
. in rural areas., Althaugh this ig only an example, it may reflect a*pattern »
- and thus it is not Su:prising that rural residents feel the pinge of ipfla-
-'} tion much more strongly thanp urban residents. Pogsibly, they also have
i | fewer. diversions than urbar consumers and thus it may be more difficult
for them to’ rearrange their budgets.so that they can receive sufficient
satisfaction psychologically. A by-product of high inflarion is usually a
compensatory tendency by producers and.sellers to recoup via the quality of
good. Thus, high prices entail low quality. This is reflected-in the senti~
. ment of the consumers in this survey. For both. periods 17 percent of ur-
ban consumers, Juention quality and servicing of goods as the problem, While
. 11 percent of  rural consumers in June mentioned advertising as the probIem,
) ; in September, 11 percent mentioned quality of goods as probleém number one.
In terms of the occupational configuratiom, as is well known, rural
areas in New York. State arg by no means populated by farmers. While for
the United States as a whole seven out of every ten workers are in services.
This appears to be true also for New York State. .

.
./ N M
< 3

|

* Analysis of Results of.the Attitudes' Survey s )
v Consumeg . problems are an important "social issue even relative to

other socialissues and are not overdramatized in ‘the press. Consumer
groups are not meddling too much in business, in fact the consumer mQvement .
N is needed to protect the consumer from businegs. There ‘ought 'to be more
. L places where the consumers can vent their, frustrations. These ‘are ,views
of the consumers, From June to September the surveﬂ period, 6he state
of the economy worsened.sizeably, in particular, ‘the! stock market (Dow
Jones index).took a nose dive from about 850 in June to 650 in September.
- The .response.to the questions from June to September seem to indicate a
streh§thening in the pro-consumer attitudes of the resporfents.
N

' ‘ The tables herewith show percentagk response to spécific questions.

control oven\their enviro entq

-
[
”

» they also 1t at| these Qoncerns are important and are not over-.
dramatized in the media. Also; they feel that conSumErs themselves can
‘and shou1d act to rhmedy such problemS\ o ‘A ' : c.

Thus,‘n;t* n1y the co umers feel a concern. for consumer problems,
fe

o
- - . . ~ o

- .<gﬁsis So far, onty the ge ral question plus a few of the 30 attitude - |-

tions have been andlyzed, -A- more)systep@tic ‘simultaneous and compre-

hensive analysis of all the attitude questions combined can be achievedu ——

. 4
via factor analy51s. . . ;

S U ‘ , S

place as an\important issue, they want action to be taken and they want e

1
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. newspaper and T.V, reports make them ) . 63.0% + ° 20.3%
’ -appear . . - : : \\ \
B . . <
* (LI '\ ‘ ) .
A strong consumer movement is- needed to " ° .- o
. \ L . 8,1% 16.77 o
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Relative other major Social issues, ' . v o
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Major Themes Regarding Consumer Problems
* ' Co. ’ <A
4 . . . ‘\

(A . Consumer problems are important, action 'should be ;a%en, the respond~.
ents are willing, to pay for such action. . ) v
'(B) .Consumers are taken advantage/bf tho often and there exists no ] .
adequate recoyrse for them-to voife their grievances. ' .

s . . ! . .
(C) Gar safety, environmental qual& y and consumér protection in general
~ . are areas of/ concern. Consumefs are willing to shoulder some cost

*  for their improvement./ ‘ o

[ - | \

(D) ‘Consumers do not have confidenck in budiness and mistrust advertising.
/ . / . ’ ., . s
L ' e . 5. c L N
These themes can be explained as follows: L | : ‘.i\

N . - N
'

(A) Conslmer prob}ems‘are ihportanﬁ,,action should be taken and the.
“respondents are willing to pay for such action.

.
’

. This is the most important theme both for urban.and rural residents.

) They expressed very strgng feelings on.this’ theme, They favor’ actidn
through consumer groups), government protection and-regulation'of industry
in general. Consumer .advocatds and strorg consumer movements \iﬁ‘consider-

- ed necessary to help getting‘action. *The respondents favor th&Se actions
even if they impose some costs on the consumer. Thefqueéhibnnaire did not
. ~,cover a discussion of the amount. of cests that consumers would be willing'. c .

R /" to pay. ‘ oot . - ' _

oo Thg,only differences between urban and‘rdraL residents are\that'rurél . ..

¢ *. people don't feel as stTongly as, urbanites about the view that "Relative - b '

 to other major social issues, consumer problems are 'not very' important;" they

rgsard it as important but not of primary importance (relative ‘to ihflationi<‘ o

Indeed, another part of the, survey shows that rural residents feel the

o . pinbh of inflation m¢re strongly (and .earlier), than urban. esidents.' Also

rural consumers do not feel® that consumer movements are ess tial to pro- .

tect consumers from big busidess. In matter of safety vegulation they feel .

bus%qqss’should set its own standards, presumabiy,unQeF the ggneral regu- .

lation of government -which’ they advocate.

v

- A .
DR A
N FRAAN

» A ) '

.. N\ . ' C e
(8) Consumers are taken advantage of too often and there exists not . C b
adeqyate recourse for them to voice their jgrievances. ' \ , - oL

R e

1 , LI M
Consimers are éaken ad%antage of too ofter in the sense that:they pay t
too much for what -they get, increasingly the quality of goods‘is poor, ad- g .
vertising lis a problem. e Lo \ : > ) , "
v, i . % Yo ’ ’ u ! A * '
* ‘ . This‘xs the next most important.theme bo h for.urban and rural

 residents.' Again, they share their complaints about the high prices and'(

low quality of the products they ‘buy.. The_ urban-rural differences are
that urbanites view advertisinﬁ\é;-a problem basically because they feel f
advertising\is dishonest while r al-rgsidehts'feél that advertising should . 1
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. be policdd by kh\ édvernment‘more careﬁyl y. Also, the analysis 'shows T .
that rirdl resident§ are concerned about/the consuthers' role in setting ..
utility.rates. Thi# may be because rural res;deht§ have lower incomes and -
as a fixed expendituyre in the budget they feel utilitiés as a ‘greater
burdgn. wprle for trbanites, food is the greater burden. . -
. "y o R .
(C) Car dafety, environmertal quality and consumer protection in general
are areas of ?pncern.a Consumers ar wilang to shoulder some cost

‘ for their impyovement. °. ? N

9

Both urbaniand rutal'rej&dehts\hgre on Lis. tem aithough they gi&e

o it a ‘somewhat differént ranking., It is the third most important theme
for the urbanites, but the’fourth one for] rural people. "Again, the con- :
sumers exhibit the willingness to pay somp cost although magnitudes are . i
‘ not specified. . RS : .
. . . Lﬂ,
atlvertising. .

"< (D) Degreé of confidepce in business and|views about’

_ This theme is- the fourth most important for urbanites and the third . :
mosﬁ-importgnt;forlrural residents, . fe fy . N

~

. g

1 - N »
. Urbap/éggédméts do not have great confidence in business and support . -
. ‘w a }Eto t role by'government in handling consumer complaints -and policing
-~ 4 advertiping. 'While rqfal residents have more confidence in business ade- )
qucy in repres%gttné their products and handling complaints, they view ' ’ g
.commercials prdyiij g informetipn but not enough about the quality_of ‘
]

v

- the productd’ . . o |
Thus 4 whia advertiging .is perceived by both urban:dnd rural residents.
as an area of sgeciaL contern, their' views are somewhat | different., Urban-
ites strongly perceive aaﬁgrgising\as being dishonest éﬁq give it a yetj
low priotity as a mediym f r-information and at any raté it dges not give
-good information about quality of products -and rankings of diffefgnt brands.

A}

1

.. N )
A . N ' .

4

-

* * ’ . . B it
g Rural—resijents view advertising in the.opposite[direction, ’fﬁey
- perceive it as iving information although they agrée'éit urbanites it .
- ,does not give gdod infogfationaboutquality of .products. They also perceive:
‘ advertising as dishonest\but give it.a lower priority in their concerns, s
N ,T 4y ‘:. . . ’“q‘ ‘ } , \\\
) i) ) < \
. ‘- These resﬁlts‘gpe in accordance with the literature which points out .
: * that urbanites pre.victims of merchants particularly in ‘the slums, This '
\ ralso ties in with the feeling that urbanites have for a strong consumer .
» \ movement . Onwéhe other hand, in rural.areas business operates at a mote i
' \ personal level, the flow of residents{in and out of shops is, composed of .
N\ local people, merchants are mor® clearly* known as specific individuals‘and"
they have closer ties with the community. Thus, possibly the level of . = .
business ethics is higher in rural areas than in’urban aréas. ) - f

\ ‘ ! . * ) ’\ 4
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apathy. e gbneral public is aware of consumer problems and demands that
svpething be don In fact, consumers are willing to shoulder some cost
for it. Of coursc) what is the best institutional and policy mix which’

. would be optimum requires considerable study; (ii) secondly, it alsomcontra-
dicts the rationale of certain businesses that "if we don't deal with »
safe or,pollutioh control' it is because we would have to pass the cost to
condumdys in the form of higher prices."” 0f cpurse,vhow much consumers

Ovenaié,'thc survey dispels (i) first of all the myth of consumer
1

are will ng to pay remains an open question. a0 -
N N ) '
The rural-urban differtncds revealed by the survey, indicate the . (/

speciaf‘featuhes of the rural enyironment. The rural residents still
maintain personal contatts with s p owners in\the community. Ruthless, .

impersonal exploltation by-buginess\has not betome .an urgeat conéern. )
Rural people fleel deprivation of in rmation about product quality. Their //

- geographical ispersal makes them doubXful about \the effectiveness of

3

consumer move ents. They also appear to be less iliar with the institm-

tional framew rk in the eConomy and less, }apable to crystalize their-grievances

and complaintsd., "Urbdnites are more specific, ?ey i entlfz more clear

.the agents ands channel's in Ehe systéem, the seﬁ,rate more clearly busines

governm nt, industry, the legal system (small plaims courts) asd\well as. -

.advertiging and control of utility rates. \For rural res ents these dimeh-

sions © consumer g;oblems are ,not, so clear cut, their conceptualization

is more.fuzzy and there ‘are.more frequent ovgrlaps in their evaluations“of
* influences. . .

1/ N

+ .~ Not only +do consumeps’feel trongly ébout consumer problems and the
role of consumers in changing the existing Qrder, but they feel strongly
in the specific areas.gf governmmental, legal and business cgnabilities
to remedy consumers. P oblems. . y . .

«

Although we see that consumers are rather distrustful or unsure about
"the protective and helpful rqle of’ the fedeiak goﬁernment and agencies in .
general, they support strongly, specific government controls in areas such
as drugs, adver{xsing, pollution control deV1ces\§n cars. Specifically,
targeted controls appear more effective ‘to the co suTers. ]

o, ' . .
.. As far as small claims courts are concerned, many consumers simply
never even heard of this possible channel of recburse. At any rate, they .
do not.see,it as a great facilitation for settlement of consumers' grievances.

\ EN Y ' © A, L)
. Again, we find confidence in tne consumers lthemselves as actors of )
effective social chbnge.' ’ L v o Co St .
; .
Business is non trusted it should be regulated, cannot be left to.
itself. 'O the whole, BBB and business can haydle complaints. <
~.
AN ’ ~
. \ . T L - ‘
9 N ‘ ' N
. More to Come e . el , Lo o
These are mlrely the preliminary results. Anglysis of the data is )
continuing. More will be reported at a future date. . .

*
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* While /the situation.in the econ y is certéinly far froir good, g

I“think that. it is reasonable, as we’
and look toWward the future, to take n

ssess the American economy today
te’ of certaid ‘things which are

velopments for the future,' And

.to briefly give ny own assessment
of fiscal policy dctions which’ .
11 which was signed by the President,
er of the outleok for the’ economy, {
on and the matter of inflation. .

presently happening and which augur d
so what 1 would like to do with you i
of che econopmy, particularly in light
were taken by the Congress, the tax b
and then to address myaelf t8 the mat
both in terms of the matser of recess

[Today the Labor Department will reléase its unemployment figures
for March. I would suspect that they 11 show an American economy with.
an ynemployment rate of at least 8. cent, up from 8.2 per cent, which’
was ‘the prevailing rate for January and February. When that rate held
. in February,,a ‘number of people seized on Jdt, and dssumed that we had now
seen the worst of the unemployment in the UnitedStates. That is to say
that it had \peaked in February and from.this pojnt on, ohe might reasofiably
expect improvements. I would like to take two. points: first,- tﬁ&t was,
an incerrect assumption. was incorrect because-if they had tgken’ the
time to analyze these figures carefully they would have noted th%t unem-
‘ployment did indeed rise in February by- arhalf million, but this was,
precisely'matéhed by a decline in the labgor force of half a millién. " And-
since_the unemployment rate is the statistical relationship betwgen those
_who are unemployed -as a percentage of the Q}vilian labor force, it washed
put. The fact is that the unemployment rate does lag behind every other.
indicator in the economy fnsofar as an lmprovement-in’a cyclical recovery
period And therefore, one should be realistic and candid about this.

+ . ' /

Secretary of the Treasury Simon is probably correct, but perhaps ma&
be uuderstating when he says that the uriemp loymert rate wfll reach niné
per ce It's quite lqgély that 1t‘y111 reach higher thag nine per cent N

before it eventually starts to come down. . And_ I would suggest that’ by .
year's end it still\may

o \ o < o ) {
. \‘\ * ~ . ' ; N ‘

e painfully close to nine per cents This, howeyer, N
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° . +is below the' ten per cent figure that Gearge Meany has suggested as
JEPS going to characterize the labor markets in\the United States. We will-+ e

not, "1 am quite confident, reach ten per ceng, but this is not to mini-
‘mize the unemployment problem in:the United States. 1t is.a severe |
pRoblem, it is of the gravest magnitude that we have tonfronted duriné
the wertire pustwar period; indeed, since the depression of the 1930 s. So
- I don't minimize ‘this. | T Al . . a
) | .But, in looking at the economy some things are quite clear, and that
) is, as with/every other cyclical period from which this economy has maved,
we are now ¢learly seeing those events in trainm, ‘which suggest that it is -
reasonable” for us to anticipate a bottoming out of this economy sbme time ,
during the summer months. For example, looking at what has bgen happening
ta production in the United States, we note that for at Least the last
“five months industrial production has declined. And when the most re-
cent data is released, it will rob bly show further, declines. At the
same time sales have not really very stir'ong. “With the exception of
. the rebate program in automobiles, onsumer durable sales .are really . |
way off. But related to what is jhapgrening to produotion and che sales, 0
i\ ‘- one myst look back to see what was, Raprening earlier in the economy. What, \
was pp%ping then was a tremendous incPease in the level of inventories
. in the hands of manufacturers and bdsinessmen. "These did, in fact, stem
V/ from that time of shortages and dramafic price increases when businessmen,
- .- . felt as though they could not get ehe merchandise they needed, whether it
be finished goods or intermediate goo And s0 we saw double gpd triple '
_ .ordering from various sources in order build up the stacks of mer—
° 3 - chandise in anticipdtlon of still higher rates and price inflation.

- But asithe ﬁeakness in the economy manifested- itself very tlearly'‘in
1974, we not only had 2 voluntaty accdmulation -- deliberate accumulation ==
T of stocks by businesses, but increasingly there was an involuntary elex |
ment .that entered into it. Even wheh businessmen Crled to cut back, sales
had weakened so dramatically‘that they were left with rising leveis of
%, inventgries. And before this e¢conomy can ever pull out of any recession,’ o
particularly a recession of this magnitude, one which I would submit is -
* e ' now in its, 15th or 16th month, those inventqrilks have to be worked off.
| ““And before e begid\naresumptiqn of production, you have to establish a-
. more meaningful relationship between your'unsold ‘merchandise arfd the rate
‘ at which ‘you are selling that merchindise. And so it is that we now
are-clearly seeing a very dramatie ad justment being made in inventories

. in the Amenican économy. . . - 1.

¢ o . - L .

v = - It is |for- that reason that when the first quart r Gross National s e
Product figureg are released, sometime later this month, they will probably ’
- show a decline|in.real economic activity, at least flarge im gggnitude T
.0 as .that exgerienced in the fourth quarter-of 1974, and that, you.iight re-
% call, was i ‘excess of nine per cents Just;as adding to«invéntories “ ‘
incredses economic activity and Gross, NatioFal Preduct figures, when } :

-

. " businessmen stop ordering and .star? living bff the shelf, that serves to-
! . depress actlvity, and in the GrossyNational [Product accounts it is, recorded
- as a minus. This will pull economic acCiVLty levelsd But as we - / v o
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v bgg{n to see a bebter relationship established, as consumers begin to

as the rate of inflation ditinishes and their real purchasing power - :

\f’ . . . respond to the stimulus of tax relief recencl} enacted, by Congress; .
® “

.
'
t

begins tb move .up perceptibly, we can expect to-see some encouragement
in terms of renewed consumer spending. These are the kinds of tlrings
which' suggest to me that while for the second quarter we may still
witnessgdeclin&d real activity levels and rising unemployment, nonetheless, ’
it would still be 4 considerably reduced rate from that in the first ° .
quarter, 1'm reasonably confident_that by’ the third quarter of this
year the economy will clearly have bottomed out, and by the fourth quarter
we certainly will be seeing real “growth. R )

.1 find myself in a rather strange position, being in agreement with
the administration in terms of the shape of economic events as they see

iit. 1 will, however, part company in suggesting that more than a year T

ago L felt we were in a recession, and it took the President of the United
States apd the Administration a long time to tatch up, with what the ’ )
Americ&h people had known for a long time. But it is refreshing to see

‘that events are being perceived more readily, and I think this dugurs well
for the future. . . . . )

- ,
- ¢

- Now given the fact .that the economy is showing signé of at least .

improvement in strength, what does this imply for inﬁlation? Well, we .,

ﬁ3ve, in the lLast five.months, seen the Wholesale Price Index decline,
moved largély by declining product prices in the farm sector, to a much s
lesser extent a slower rise in the price of industrial gommodities., We | =
have not yet seen any declines in prices at retail, at least as measured
by the Copsumer Price Index. What'we have seen, however, is a reduction
in the racte of inflation. If one wants to be a realist, that is what
we should anticipate in 1975; that is, rather than absolute price ‘e
reduction in the agggregate, a reduction in.the rate of price increase,

And T point out to you that the roughly twelve per cent rate of inflation
shich showed up in the Consumer Price Index last year is now estimated |
by most economisy, to be roughly in the seven per cent area’ for 1975, which
is still an awfully lot of inflation -- alot more than consumers lived

with during the 1960's.’ f : Lo _— -

So, the problem of iﬁflatﬁ.nﬁis one which is still with us, The fact
that so many, are prone to seize.on the problem~0f recess -which is ' °.,
indeed a problem, to the .exclustoniof concexn 6&;; iriflation, is some ing
which traoubles mé greatly, because I don't view today's recession an
today's inflation as being .independent éhenqhenonf .Rather, the acceler-
ated rate of inflation which cut deeply into discretionary real purchasing
powet on the part of consumers, the accelerated inflation which eroded the
real purchasing power of busines§men'§ capital outlay fupds, in a very
real sense, contributed to thé declind in real économic activitys, because,

. the amunition -f the purch?sin power -- was not -there to sustzfn those
levels of econdmic activity. Intil such time as we can reasonably anti-
cipate stable frices,| or reasongbly stable prices, the prospeof for sus-

s o b .

, tained economiq advagcél 'Wwith high gmpaoymgnt levels and without copcern

over recession, tVat pofssibilifty is largely precluded. And so it if that

t
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" .transformed it into

_ special rebate to

only help in terms of. tax relief, by borrowing funds to give the American
. * , - 1) . ks

. _ | . ., I
with this kind of an analysis %f the_economy you caﬁ\nddress yourself ol
to the matter of fiscal policy|and tax relief whichiwas.recently afforded K
by the Congress of the Ugited $tates. :/ ’ . \\\ .
3 * § B

It's intpresting to trace|the history of that tax religf \ Not too
many_months ago_the President ¢f the Uniped_Stztés was chidihg‘ﬁQg United
States Congress because Congregs had failed to do what? To pass.a tax
increase, -which along wi
enemy’ number ope -- infﬁation. Well, Congress, ahd I'm not ‘sure ip \its |
infinite wisdom, did nod pass that tax increase, and that is probabl - \;
onesof the.best things Congress|had done, while doing\nothing in recent
months. Ecodomic.events were very raphd and the notion of the tax incrgés%
seemed rather strange to anybody with knowledgé of economic affairs. So - )
it was no surprise when early this year in.his State of the Union Message, \» .
President Ford suggested that what this country now needed most of all was
a tax reduction -- a tax reduction, my recollection was, of roﬁghly $16 -
billion in magnitude., It was in the form of a rebate against 1974 tax
liabilities. ‘ S o -
. NN ' : 3 d RN . .

This was taken by the House Ways and Meaps Committee and they ]
“tax- package of roughly billion, which was then
taken by the United States Senate and transformed into a tax ‘package of,
roughly $31 bilfTion, which bounced back in conferencé committee, and .
which ultimabe)y emerged as a tax package of roughly $22 billion. Well,
included in that were a whole series oﬁ<goodies. 1f you happen to be
fortunate enough (although if you tried to live off it, 1 don"t kng
whether fortunate is the appropriate term) to be a social security reci-

*pient, Mike Mansfield said, "$100 for you." But Cengress d, "No, That's
P > 1a%

too mich. Let's make it $50." . .
1f you happen to begin the construction trade-unions or a builder, ¢ &
‘the Congress certainly had something for you, and that was a $2000 tax

rebate to any Amerigan who would purchase a new house if that house was

* either constructed and unsold, or in the process of construction as of

March 27, 1975,

‘ and if purchased as a principal residence with;n ‘the- next
twelve.moriths. '

was really waiting for somebody to come out with a.
ericans for purchasing groceries, since that certainly
awful lot#of American consumers independent of .

would have helped a
home purchases. -

But what I am saying to you is that included in that tax package was
a whole variety of measures, sgome of which were meaningful and some of

.which.were not, some of which were addressed. to the problems of inflation

and/or recession, some of which’were not. What started out as a meaningful-
exercise in providing stme fiscal relief, ultimately deteriorated into i
a demonstration of one particular interest group managing to cenvince

thé€ ‘Congress of the United States to offer it tax relief, even if this meant
coming at the.expense of some other group. And .make n¢ mistake about

this. While I Would submit that this economy needs help, and should have . “«
help, -the Comgress of the United States and the United States Treasury can

— % ‘“, . . .o . . 3\ ’
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’//////;’/of the Treabury's borrowing requiréxentss As someone in the Federal Re- T

. ¢ ) N e
- economy becau5e they d\\not have, any surplus funds. And so the 1arger
thxs package, the larger the deficit \ ! , R .
| S R .
{ For YS7S it i% now estimabed th vreasury\borrowing requiyements »
will run about $80 billion. ﬁs imates, of their,cgsh needs have changed \
dramatical y just within the . ast~s;ver 1 weeks, om under 5 billion \\

noz%;o/cloqe to 18 billion.doVlars ekor the end of June. We aye already ‘
\ begirning to see in money and cdpita mavkets response to the enormity , \

serve, .1 am acutely concerned and se gitdive to the ihplications of these: .
kinds of borrowing requirements on the nat ion's money and capital markets, "
because one of the vital ingredients i recovery is a prevailing level of
interest, rates which is consistent wWithi that recovery; and I think
Chairman Burns of the Board has made hig concern made known quite cleariy.
\ ~ e .-
So while it i&' proper to he1p this Fconomy, we -have ;o recognize.

[y

two things: that too much help might in many, instances bé even more . N
harmful than too little help, and that there is a cost attached to the ’1/, N
help which is extended. Nothing,.and I”mean nothing, that means any- e

» thing to us, including tax relief, is|costléss’. And if in the final .
- ana1ys1s, it turns out thdt this relidf was too much and that the implicas

~

) ‘tigns of treasury orrowing requirements do strain the monéy and credit .
markets’ and generate u1t1mate1y excessive economic a vity next year, \

. .+ then the rate of inflatiop is likely to respond™and we're ‘liable to be
asking ourselves the end of 1976, ”Wha} did that .tax relfef cost us \
in terms of inflatfon?" Because to be quite realistic, it would'.be a ¢

very cruel hoax‘toyperpetrate on the American people, to hand. them a

tax rebate check of $100 gnd haye inflation in eighteen months take back

$101. So it‘is going to be ratEErvi eresting tq watch what ‘the Congress
. does in the months|ahead:, to- dee whether or not the level of federal

* spending moves dramaticaLly above\whére it is now pro;ected given this

.part1cu1ar program.
e ~

Under the’ circumstances I've described, and with the conceérns that
. I have indicated to you, nonetheless, it does now seem reasonable to . .
anticipate that the American economy will in 1976 be growing. -And I " s
.. would suspect that despite the prevalence of high uhemployment rates, .
s~ oné of our major concerns next year is going to be to keep that growth .
rate in che lest it does rekindle inflation, which I suggested to
you will be in the process of unwinding in 1975 But before I conclude ’
my remarks, I thigk it's appropriate to pose a question which Congress -8
ha us far addressed and which too many of us don't really ask, * 7
and that is: How cag one have inflation and recession simu1taneously7

Everything I ever learned ds an econdhist suggested that inflatjon .

was a result of excess demandsy more money démanas Being made than there :

" wag a° capacity to provide real goods and serv1ces. The ‘definition of ,
® _recession is: _a shortage of demand, an encess of “supply. Yet, we find.
these things_conexisting The reason, T think, they co- exist relates to
strugtural problems w;thin ‘the American ec0nomy itself. And these prob-

lems have not, .thus far, ‘been addressed by fiscal policy.: These are the ~*°

problems which, I think, relate to growing levels of. economic concentra- ' .
tipn in the bus1ness segment of the\ﬁmerican ecopomy. ]
LIPS \ . Y . —
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\\\\\\\ larger and larger firms are caming to dominate particular 1ndUStrieS"
\with thJ ability, in effect, to* administer “thein pr1ces or to resist price’

oec11 at a-time when demand declinés. "It took almost catastrophic \ : |

even n the automobile 1ndu5t?y, for example to mave them to do what s N,
shopkeeper would have done immediately .when his sales began to . %
all, éo lower their prices. And even 'when they lowered them, they would- p
not d nify it by saying it was a price‘reduction, it was termed a re- - I
bate rograme R o ] - .
, , .7 o R < . f

Simtla y1 on the labor market side, we havetGeorge Meane?, sunning
himself in Bali{Harbour, Florida, concerning himself with the plight of ‘
the American wlrker, even as his construction union werkers have an’ un- | 5
employment ratd of anywhere from 15 to 20 per cent, and are probably the .
most highly payed workers of any skill.in’the’ United States. As if* - /
their wage rates are unrealdted to the level of unemployment, which they
presently enje As if the'ir wage rates aré&not a crucial ‘factor in o
what has been happening to the housing markets in the United States in .
terms of the prilce of housing, and the phenomendn of having people pricéd ’
.out of the housing market that five or ten JYears Jgo they could look
-forward to. , - .

These are the kinds of structdral problems which have not yet been ‘
g addressed. If they are not addressed, ifsthe matter of growing economic
. power on the business side and on the labor side is not addressed, whether L.
by anti-trust or by r gulatory prooedures, or by an absence of regula- )
tory pnocedures which often themselves impede competition, then I would s
submit to you that no matter how fortunate we are in bailing ourselves
out of our pre Eent predicament, it will not be too 1ong before, in the
future, we are likely again to be confronted .with this same set of problems.

The pure and simple truth is that when an economy such as ours is
confronted with high rates of inflation, the imperfect structure ‘means ,
that we have to squeeze it that ‘much harder to get prices and costs to
respond. And when that squeezing is done, again given the structure of
that economy, those who are least able to tolerate that pressure are the
_first ones to .feel it -- those who are unorganized, for whom something ° g
called free enterprise is something that they live with, and distinctly
different from the kind of free enterprise notions that exist in Lockheed
and the Penn Central. \

We must --\and should -- hope for intelligent and prudent monetary
S gboliby by the Federal Reserve System because, these are important deter-
. minants of what happens in the American econ Y. But at the same time .
. » —We should-also insist wupdn rntelligentf"prudent, and aggre551ve policy
' i‘. § on the part 'of the United States Department of Justice Anti-Trust Divi- |

T 'sion Jinwgerms of turning this economy around an# making it look more like
. the competitive model that economic textbooks deseribe in talking about
e, OUT enterprise system.” oo . .
F\nally, I think we are'g01ng~ee\have to recognize, and the energy
~ ‘qrisis gave us a reason to think about this, that things .are scarce in .

o « * this world, and perhaps in this sense the theme of this meeting is quite °
aﬁpropriate. Everything we waqﬁ is limited." If you want something, you've

\ . -
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. got to give up something to get it nd that's the cost. We wg e nurtured
on a view that growth in the United States and throughout the, industri-
alized world was literally boundless, and that ye could always look for-
" \ ward next year to:more in the way of things.th /n we had last year, We "
. \\ didn't have to think about the costs. We are how finding that that's ‘
sheer nonsense, and in a very real sense, "thdre ain't no free lunch."
The tnings we want do have costs and there ar¢ limits on the cdpacity of
- “an economy to satisfy our aspfrations, Not ofily do we see real economic
limits, but we see the 11mi7€ clearly being nifested in terms of what
we have done to the quality'of our lives,in ferms of deteriorating environ-
ment and the like.

s

\\\‘\_ﬁ‘ // So'I think that despite the fact that eriod
T of very substantial travail, that somet ] 8t &///Bi y wil’ ‘Come g
‘ /of this; An appreci ion for sf//f/ 3 . _subject to- P
o the same-kinds oi%pénstraint at ugge d do ) o
— b . Ry A
e _exist; An app 1Bﬁ”fq;/iie Tagf thatec )gg € re evant geggyse _: _” ,
' it ddes deal with 1imitatiqns/ /Q; he & /4§’/h h limffatloﬁé ﬁf,gg/A/;’
. appreciation that even ip ouz’concern ghtfu addressizg/gpe//ﬁﬁ /,/ 7
matter of recession, we had Petter b cgncerning ougselves abog 1n£;at1 J,/ s
o w too. Because if we don't concern ourselves about it, we are not - g6i :uﬁx_’ -
to be solving a problem, but papering over a problem. "If we've 1 ed ) Vs
this rmuch, then it may well be that a very costly episode in our economic ' . .
: history pén bring with it some uery\tangible and visible economic bene-
‘ \ fits for the longer run. — I
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/ THE CONSUMER, THE SAVE
. i |
THE FEDERAL RESER
Frederic Solomon ) ¥ / !
! ‘ _ Assistant to the Boar v )
“"l' :”u/ P . and_ ' L )
///" i Director, Office-of Saver and Consumer Affairs

Board-of Governors of the Federal |
Reserve| System o ( y
’ : |
et me first dip _brieflyinto the h%atory ofi the Federal Reserve ]
ystem's relationship to the economic con¢erns of| the ordinary citizeg -

the individual consumer. Then I will Wescribe’ thd work of the new Offiice
of Saver and Consumer Affairs at the Féderal Resedve Board, which formalizes
the System's interest in the consumer ik the light of new duties given to
he Board by recent consumer= -oriented 1 gislation. .Finally, I would like
to lovk briefly at &hat seems probable n the near future.,

[\

\

//
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Economic stability, hggg;ng soundness. -=~ It is a truism that the mdin
functions of theFederal Reserve have related to (1) monetary policy, and
(2) bank supervision. To most people, both of these have seemed far re-
moved from the every-day life of the average saver of consumer. The fact
is; however, that the Federal Reserve's activities, even its most basic
_and seemingly remote functions, always since the inception of the System
in 1913, have been closely related to the economic interests of ordinary
people._qBankers, whoge lending and dther services -=’such. &s aéposit

* _receivings,.check paying, interest paying and’many other activities -- are .

affected by the Federal Reserve Act and Federa//Reserve ‘regulations, ‘are
well aware that the Federgl Reserve is and always has™ been close}y asso-
ciated with the interests of che individual consumer-, )

v

-

.\ - . . »
This has been heightened in a broad way as many banks have entered
bank holding companies,hand have embarked upon nonbanking service activi- _
ties bringing them into further contact with a wide range of consumer
interests. On its part, the Tederal Reserve has indicated its concern with
the evident.interests of consumers .in this broadening of banking's.activi-
tids by placing great emphasis ort the public beneflt ‘tést, stated in the

-
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f whether a proposed e

.
- [

’ ) i Bank HQldlng‘ Company Act (12 U S C 1843 /C/ /8/))e

ng

1 . bank holdlng company expan31on should or should not ‘be permitted.
- : e \
B | Thusb/tﬁ/; rea11sttc sense, both monetaryzﬁéllcy and bank superv1s;pn '

int mately related\{o the affairs of savers and consumers. When the “:\\

|
: Reserve helps mannta1n\econom1c stability, it is helplng to tain- \\\7\*\_/,
S e urigy f each lndk#ldﬁélf job, as.wel) as the value of his . T
//r?" L r her paychec his %1/ {tigs. SimxTErl /,” when the,System helps ‘ ",
i ;;;i’ (50 malnta n, nkigg,éo 5 nass it is helptﬁg to ntaanfthe—safety_gf thé ]

savings “ag well-as tﬁ?‘ton&xngggkgvalLab1 1ty-af adequate con
Sumer credit. o

. — -

‘ . . * == t

+

- T, The fact that Federal Reserve monetary and superv1sory act1v1t1e
serve the. individual 13rge1y in an indirect fashion does not diminish ‘the
significance to the individual of Federal Reserve actions, and it makes
. Federal Reserve awareness of- that significance all the more important. In_._
deliberatibns on monetary and supervisory p011c1es, the Federal Reserve

must consfantly be alert”to the fact that the ultimate objective of its \\

policies is to serve the best interests of the individual as jobholder,
consumer and saver. ; .
& .
T " Securities Credit Regaiaqion. -- In 1934 the System was given the
: responsibility for setting mar§1n requ1rements on credit to purchase or
carry securities. The principdl purpose of this 1 glslatlon was to resttain
the potentially destab11121ng use of cred1t in the securities markets.

"It has been found that excessive use of credit to purchase securities
tended to drive up Securities prices to unrealistic heights; then when the'
" speculative fever subs1ded3 as it inevitably must, the process was, in ..
effect, reversed -- the decline in securities prices snowballed and was
.made more severe as securities carried on thin marBins dec11ned in market
values and- had to be'sold to meet margin calls. '

,’

. ‘7 while the securities credit regulations provided indirect pretection
for the saver and investor by helping to avoid destabilization of securities

= markets to which he had entrysted his funds, the regulations alsg prov1ded
\\\\\\‘\\\\a more d1rect protection for him. The‘iegL51at1ve his;ory of this statu- ‘s
G- o= EO prov1s1on -- techalcally section 7 of the Secyrities Exchange Act of

. 1934° (13 U.S.C., sec. 78g) -~ shows that Corngress was also- concerned with
N an important ancillary efffect of the regulation: By limiting the extent

, to which an individual could be lnduced to buy securities, onthin margin, / N
the 1eg1slaC1on reduced the chances of his being overcommitted and also ’
- of his\bezng sold out if the market declines. \<\. .
| . * """ Note that is 1934 legisclation asslgned -to the Federal Reserve the

[N

task of writing credit regulatlons and set the pattern of covering all

creditors who/extend therspecifled type of credit Congress d1d not. limjt -

coverage to aﬁks or even to secur1t1es brokets and deﬁlers, but’made/z s )

usiversal. / exseatue and regulations da howeve;, recagnlze thé Widel o

diverse pra tices, gxocedures and functions of different kinds oﬁ cred186r/.

‘Accordingly, the requ1rement§ are carefully tailored so that they will fit

e . the different situations as equitably asopractlcable whlle'produ¢ing
_approximately equ1va1ent results. # . . © N
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] Hence, the Board"s Regulation’'T (12 CFR 220) applies to brokers and

A . dealers. Regulation U (12 CFR 221) applies,to banks. And Regulation G
(12 CFR 207) applies to all others who extend securities credit. Regu-
.lation X (12 CFR 224), forbids borrowings that would conflict with®or under=-_
mine the lending rules in the other regulations. Each regulation has the

0 same obJective, hut each attempts to reach that objective in the ,manner
best suited to ‘the partiéular circumstances in which it applies‘ h

Truth in Lénding. -- In 1968, 'Gongress passed the Truth in Lending

~—__Act (15 U.S.C. sec. 1601) | This 1 gislation attempts to give the customer
the facts about‘the\N st- and, other pertinent aspects of credit he may beé

_ . using. _Fhis is inten ed td\gg§mit him to shop for credit in somewhat the
- way he can shop by cost: compar Son for other things. In addition, if a
credit creates any lien on his home, the Act gives him the .protection of

allowing him to cgncel theitransaction anytime within three business days.

-

—— The Truth in Lending legisTation followed the pattern of the 1934
| jecurities credit law by providing universal coverage and directing the
\ Federal. ReServe Board to write implementing regulations. The Act applies
. not only to all banks, but also ta all others who extend consumer credit,
1nc1uding savirngs -dfid loan'associations, credit'unions, finance cohpanies
and retailers, ' .

- T N 2
a . R 3\ © "

“t The Federal Reserve Board issued a single negulation ~- Regulation Z
» (12 CFR 22§) -- to implement the Truth in Lending Act, but that regulation
contains varied provistons designed to provide reasonable adjustments, so

13

»far‘as practicable, for the diverse situations to which it applies. Basically,_

. this negulation aims at making surd the consumer gets in-practice what the

) R law pro ises -- cléar, conspicuous and complete information as to the costs
Ry, ‘of the credit he is accepting. . . , .
) { Mecha:ism'Othined‘ - ) ) - - v ' R

The Truth » Lending Act also spelled out the mechanism by wnich regu~ .
1ations written bx a single agency, but*apelying universally, would be
enforced dmong widaly d1vergent industries, 'It spec1fied that the statute
and regulations' would be. enforced as to each Federally supervised institu-
tion by its existing rimary federal superviSor. ‘For example, national
banks by the Comptrolléy of the Currency, State member banks of the Federal
Reserve System by the Fe eral Reserve, insuréd nonmember banks by the
Federal Deposit Insurance Corporation, insured savings and loan associations
by the Federal Home Loaa ﬁé‘k Board, etc. As to all other creditors =-- for
example, finance companies, Qiiailers, etc. -~ the Federal Trade Commission

-

is the enforcing agency.

——

This‘rouEHEd\sutLthe pattery of (1Y universal coverage, (2) Federal
Reserve writing of regulations, and (3) enforcement through existing

agencies, that has since been folldyed by other legislation des1gned to
help the, consumer in the field of-credit.

- N
[} ’ \ ‘} A o . .
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’ ‘, job and the prices, fie or she must pay.

.-have specific responsibility® for helping\to assure the Board that the

! » A - v "
/ T e ] .,

¢ Ia ¥970, Cohg:ess'foLigwed that ‘pattern when it décided to cortect - -
abuses cohmected with credit cards. It added to the Truth in Lending Act

-- and thereby fitted into that pattern -- prohibitions against unsalicited .
distgibuticns oEZcrédin cards and limitations on 1iabﬁ1iry for ydauthorized '
use of credit cards (15 U.S,C. 1642). N ~ .

. ‘
o

-

L} - . Al

Board Oranizatioﬂ_for Saver and Consumer Affairs = .- . .

| \ T ". - "o .
How has the response to these various reSpohéibiliti;S\relbted to .
saver and consumer affaits beéan organized at the Federdl®Resexrve Bodrd?
chh respect to the gehera}‘FesponsLbilities that retate to monetary - - .
and suﬁervisoqy activities, consideration of saver and consumEi‘aspects is
woven intp the general formulation and admipistration of ol#c’. Among the
great mass of economic information that it Constantly stydies,' the Board .
gives especially close atgention ih its delibetations angd-its actions to
information on employment and\gdempldyment and-to the emenﬁ of various
prices, espec ally consumer prices =~ in other words, tp the %ndividual's

» . ot ~ .‘j -

With the;passage of the Truth in.Lending Act-n 1968, the Board placed
administration of both that Act and of the,securities credit ‘provisions of
the Securities Exchange Act of 1934 in 'the' Division of Supervision and a
Regylation,, which had responsibility f6r administration of bank supervision,
"includ: the Barmk Holding Company Act, and of which I was director. .This
‘assignment may-riot have beed unrelated to the fact that I had previously - '
worked on securities credit ;egglétioﬂ,yhen I was Assistant General Counsel _ .

in the, Board's Legal Division. =~ — - .~ . . .

~ ——

e

—
™~

As of Adgust 5, 1974, the Board transferred administration of Truth in ; .
Lending and Securities Credit Regulation to a new division -; the Office of ’
Saver and Consumer Affairs, of which T was made Director. _ Janet Hart, who
had ‘worked on these subjects as Assistant. ector in the Division of | ' - e .
Supervigidon and Regulation, became Deputy Diretctor of ‘the new division. A .

Member of the RBpard, Jeffrey M. Bucher, was given egial responsibilities - -

- with Teppect to' the new division, although all policy™dec¢isions vill, of
: course, be made by the Board itself. - 'f\\;\\' ’

»
‘ .

_ The new Office of Saver and Consumer Affairs will do more than merely
continue administration of Truth in‘Lending and Seeurities Credi:t- Regula-,’
tion. It was created also in anticipation of certain pending consumer ‘
affairs legislation which T will discuss, in'a moment. In addition, it will ' )

interests of savers and consumers are giysp adequate Qﬁd"specific attention
4in considerations leading to all Board decisions. The,caf?yi g out of °° N b
these responsibilities will be aided by the fact that I am also Assistant

to the Board with continuing interest-in supervis&ry matters.

-« Thus, the Board's historic relationship to consumer affairs has now"
been both tightened and formalized in the 1ight of the incredsingly speci--

fic consumer-saver responsibilities that the Congress:hdslﬁegn placing - ' ‘e
upon the Board., . ' . .-
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e Developments and Prospects P ‘ s

On October 28, ‘1974, the President signed into law H. R. blféfl which
became Public Law 93¢495. Besides several ptovisions not releVant to the
present disedssion}\and several anlendments éo the' Truth in Lending Act,
the new faw conta two new cjnsumer protection acts that folloW the
Truth 1n~Lend1n pattern.. oo R J, ;
' p , ] .
Fair Credit Billing.‘-- One of these flew acts is called the "Fair

Credit Billing, Act." It is in the form of a new chapter added to the
in Lending Act. ‘It mightte described 28 the legislative re‘Sponse
frustration that has swept over countless consumers who have-fou;ﬁ;; em-
selves arguing hopelessly with an unresponsive computer about erfors the
-computer had made in their bills. The legislation establishes procedures
for :the correction of billing errors in open-end credit accounts, apd-for-
bids g creditor to restrict or close -out a customer's account or take
actian against the customer's credit rating 1n -regard to any account as to
which such procedures are in process.. T S .

‘Subject 0 certain conditions, the new legislation also permits the
holder.of a credit card to utilize against the issuer of the card any
defenses arising out of a transaction in which the credit card is.used.
For example, if a card holder uses his credit card to buy merchandise that °
turns out to bendefective, the card holder can, by meeting specifijed con-
ditions, use any.defense against the card issuer that he could use aginst

the seller of the merchaﬁdlse. . . i

o‘,
o

v o <.

-

! »

-

)

M ) The new Act contains a one-year deferred effective da

that time, the Board will be preparing implementing regula

te, ahd during
g?pns. N

-

Equal Credit Opportunity Act. -- The second new consumer ‘protection act '

containéd in Publiec Law 93-495 is the "Equal Credit Opportunity Act."
orbids discrimination in* crédit on the basis of sex or marital status.

This -

It

® standing,for no other reasén than their sex or marital status.

might be described as .the legislative response ‘o _the frustration experi-

enced by many credityorthy women who have been denied cfedit or tredit R
It is also a ™
Congressi‘Pal recognition of the great opportunity that stands before

creditors

~0 >

N

who will attempt to meet the legitimate credit needs of the
millions of creditworthy women.

~ ) ~

The Act is not 1imited to consumer ‘credit, but applies to all credit,
™

includlng business credit.

~

.

\ ¥

The leg1slat1on follows the Truth. in Lending pattern and directs the
Feéderal Reserve Board to issue implementing regulations. The Act provides
.a one-year deferred effective date, a span which our’ experience with Truth
in Lending ind1cates to be fully needea for preparing the necessary regula-
tions,
< ‘Unfair or Deceptive Acts or Practices. -~ On January &, 1975, the Presi-

dent signed into law Public Law 93-637, the Federal Trade Commission Improve-
ment' Act, which con31derably further enlarged the responsibilities of the

Federal Reserve 1p the area of saver and consumer ‘affairs.

) ~—
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o the legisl tion did

"+ pattern partly, but 'not completely.. e.main difference ‘{s -that the erting

[T

' - - . L
Besideg a num fr of provisions not relevant o our present discussion, |
several things:

l. For the farst time banks were mad specifically subject to the l

.7\ 2. 'The Fejeral Reserve Boar as d1rected to prescribe rules to _ e
W \\- carry ut that prohibition as ta banks, . . \
. . { . - .

PO TS within‘sixty days after the efﬁe t1ve datb of any regulations oy
1. . -issued by the Federal Trade Commission pdoscribing acts or :
\\’ practices as, being unfair or deceptive, 'he Federal Reserve.
- Board will have to igkue similar tegulations proscribing similar
\~ acts or practice§ by banks. The. Board chuld omit issuance of .
such’regulations only if it made a publilshed finding that such
\acts or ﬁ?"ETices vy bank$é would not be 'unfair or deceptive or
° - ... that _such regulations would seriously conflict with essential
o ‘and payments systems policies of the Board

encies supervising banks are utilized to
enfdrece regulations ¥ sued' by the Board Bach such agency is

directed to establish adivision ‘of consumer affairs "which

shall receive and take appyopriate action upon complaints with

respgct ''to" unfair or deceptive acts or practices by institu- ) .
tions subject to its jurisdiction.. The Board, as I have noted, .

‘has dlready established the Office of Saver and Consumer Affairs...

teo4b, Existing l‘ederal

B

You will[note that this legislation follows the Truth in Lending -
of. regulations is divided between the Federal Reseyve Board (as to banks) and
the Federal Trade Commission (as_to all others) '
‘ Now, to look ahead a little. The phrase "unfair .of deceptive acts or ! .
practices" is, to say the least, proad and flexible. Its meaning will
S
* necessarily vary with different circumstances.\\ For an extensive analysis .

.. of the phrase as‘it appears in the Federal Trad mmission Act, se'e the

~socalled "octane ratings case" (Vabio at Petroleum Re€inérs Association o
et al v, Federal Trade Commission et al, 482 F. 2d 672, 973). ‘Some clues .
?s to some things the phrase, might include may be gleaned ‘om’ the report

ssued by the National.Commission on Consumer Finance,' the t \porary study
commission created by the legislation that included the Truth in Lending . -

Act, A — e ! e

That report in Chapter 3 discussed -- and to some extent criticize
" a_ number of controversial acts or practices in ‘the consumer credit field,
includi such things as confessions of judgment, deficiency Judgments,
cross collateralization, coersive reaffirmations following bankruptcy arld
many others. Any such listing, even as extensive as that in the report,
obviously tan only a sample of the many and diverse acts or practices
that may have the pqtential of being held to be subject o the phrase. .

g




=¢

‘viously been adequately served

. t . ¥ .
' 1 should add-that this yélef listing of legislation that has been
nactéﬂ should by no méans _be taken as a complkte catalog of consum pfo;
ection measures that have been proposed in one fbfm\or another. There
re many others at various stages of consideration in the Congress and

. Etlll mora will probablv cbme forward

) -

14

~

This -should not be surprising."Experts point out’ that out economy has
long since left the agricultural ,stage, and almost th1tty years ago moved
from the industrial to the service stage. About 70 pér cent of the nation's-
totdl 1abo§ force is now engaged in prdv%ding.setv}ces. That leaves Only
25 per cent engaged in manufacturing and 4 per cent ifi agriculture.. Even
putting to one side the 21 per cent who are employed fn providing gobqrh-'
ment serviges at the Federal, State, or local level, you will, sée that
about 50 per cent of the total labor force works in other service industries.

[

In_this setting, it is only naturaI that the consumer should be- ing.

And with extra capttal~desgerate1y needed throughout the economy, all of

us would probably be -better oﬁf“if the_saver could also be accorded an

increased degree of royal” status. . Many of the[measures‘to protect savers
and consumers are, after all, merely restatements of sound and equitable
business practices -- opportunities to sprve customers that have not pre-
That is the path of future progtress for
our service economy, . . ’ ! -
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/TRANSPORTATION PGLICIES ‘

NEW STRENGTHS FOR THE EXISTING STRUCTURE  ° - .

, 4 ) ¥
Benjamin 0, .Davis, Jr. ‘
Assistant Secretaryﬂpf Transportation, _ )7ﬁ

-

Environment, Safety and Consumer Affairs .

> ' .

Just a few short yearg ago, it was possible to note with jﬁterest the ’5
news that Detroit was turming out 10 million automobiles a year, American |
productivity, after all, was the wonder of the world. We could read, without
Wwincing, that the Uq;ted States, making up six per cent of the global popu- |
lation, consumers 30 per cent of its energy resources. Even {f we were the -
.most profligate people on earth, it seemed, there was plenty more energy,whepe
that ¢ from. The dollar was sound and the job. market good. The road to
subyrbjd was jampacked with cars while the airlines sent up half-empty plénqs.
The nation's transportation system,’spending about $200 billion a yedr, 4
fifth of the Gross National Product, was the moveable feast of Americgp pros=-
perity, : . , ) e

L v

We are wfll &ware 'today that the party's oyer. The only words that we
hear about the recession, inflation &nd energy shortage are serioug and . sober-
ing. From all "indications, the economic picture will worser before there is. *
a measurable recovery. ~ E

ar ¥

o

A learned man once said, '"we mugt think of our whele ecoriomics in terms
of a preventive pathology instead of a curative pathology." 1In largé part, ,
* the preventive phase for the United States has gone by and we are left with
-the cure ag the only recourse, But adversity is the harsh teacher. We can
take the past jistakes and wisely influence the future,. I believe that is
our direction/at‘the Department of Transportation.

& 1Y [

5 The three pﬁcblems of inflation, recession, and energy powerfully affect
the Department's mission. We are chaxged with the safe and efficient move-
fient of people and goods in this count And -the liard times of today serve
ta reinforce our belief that.the trdﬁgbor ion policy for the future must
incorporate change. ' = . .
: \ N - ‘ .
Less than a decade ago, in'1966," the DOT was established by the Congress.
We have authority aver the activities of 105 million automobiles, 23 million

o N N
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a

thousand inte \1ty uses We are involved with the'operations of 1.7 million”
freight cars and 27,000 ldocomotives, 140 thousand airplanes including a '
commercial fleet of 2,500 Iarge air carriers and, in addition, all’of the ~

thousands of ve%s 1s moving out rivers and waterways. .'° o ..
“ . 8
Now, I am ngt trying to daizle you with figures qr impress you with our -,
- responsibilities{ The amount of machinery in motion In this country tells LA

only part of thef story, I do want to ‘illustrate why, in the course of almdst .
10 years, the D artmént has not developed a set formula for controlling
this whirlpool of téchnology.. . x§

It is not only that the transportation network is big. It is a question
of complicated goals and. palicies. ~We .establish national goals of primary
- importance. We attempt to agree on policies to advance thesé goals. We then L
-, 'develop and implement- programs to carry out the policies. . R ’
. Q‘ 3 - .o ’_'
. N The trouble‘i;\Spolicies have beén established at differents times in , o
response to different problems. The energy shortage, for instance, brings
) gn’ new goals and other elements must be adjusted to-Chem. Thig leads to a
Voo pide Yariance between thke ‘priorities of one time and another, just as the
/recession becomes more menacing than inflation. We have to_constantly shift .
. with the times and at the same tdime, t¥y to plan for the future, Transporta-
tion is of. itself an intermediate function, ngt an énd but & means, It is . 7
a link between other ecohomic and social activities. It is, therefore, con-
Gously affected by the changes of economic and political forces. 1In . :
planning for any transportation program, we now have to think of the infla- .
tionary impact.and the effects on recession, just as we must write out an

Jir\pmental impact. , ] ' .

o . Another complication in forming national pélicy is the ‘mixed public-
N »  bprivate nature of our financial system and the division of governments., In .
. a nation that incorporates Federal, State and Local authorities, in such -
numher, it is most difficult to single out one group as being’ totally, even
mainly responsible. We die aot_gagable of bringing all of these people who
make t;anspgrtation decisions under one umbrella and having -them write out a §
single "grand design.," . T~ % . )

* ' Last year, with all of the inter-related.problems, I believe that the

Department of Transportation made a beginning- toward a set policy. It is

something that we,can build on. As presented to the CongreSs, it is an out-

lite of the course that the Federal Government hopes to steer through the end
~ of this gentury,” . . :

- -

. Among other things, we, proposedjto avoid a continuous Federal financial
role an&_Iﬁﬁfeaﬂ*enuuorage~compétitién in a free gnterprise economy. We
asked for a new cooperation among the modes of transportation -- buses, trains, *
. planes ~-- with the, joint yse of terminals. We wpuld end the old separation
TN of transportation ‘facilities. DOT called for an improved system of providing

A

* -

/ transportation for rural America, to help those communities served only by
.7 'the motor vehigle, ° T , R ' -
“_ . ~ - ) 6 ,,\ » . .
. . T . \ .
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‘ mode.
~_~17j-§“\\dit19239 to think in terms of unlimited highways. And singl
War II,” the U S. highway system has increased by 12 per cent to its preseat

”

~

that money
ersial, |
e, should

We advocated that n Federal expenditures become necessary,
"+ should be recovered in fees, from thoge who benefit, It is contrd
I know, but we think that the users to inland waterways, for examp
pay for taking advantage of a government developed complex. X
! - .
Mostvimportantly of all, we advanced to the Congress that in'jall areas
of transportati 'the main problem in the next decade is not the icapacity
to handle passe geLs and freight mpvement, It is better managemen of ¢ exist-
ing resources, a alt to the pell mell construction of the past 30 years.
n.so many casesn there is no need for expansion and ‘existing systems will
do -- if they dre improved. This concept bears/heaVily on the present .

) struggle with inflation as well as‘unemployment. Jobs can be created just s
" as teadily in maintenance and improvement, This is no time to be building '
i .thore and spend}ng more, , X

) Sufficiency is the word that comes cfosest to describing our situation, "
1f we improv and use tyansportation facilities that we already have, we
, strike againsgt inflationary expenditures;tnlf ve charge the user, we staunch

the overflow of Federal money. Rather thin a massive dose of new and expen-
sive technology, we mainly require the measurea application ¢f common sense.

¢ = [4
We have taken this principle into the planning for evegy transportation
mnation heavily dependent on the motor vehicle, éricans are con-
the end, of World

3.7 million uiles. The heart of this total is the 42,500 mile Interstate
system, which is now nearing completion. The entire national complex of
highways carries 7 per ceit of intercity passenger traffic and 23 per cent N
of total ton miles of freight. 4 . :

[ »

»

. .

With very few exceptions, the physical capacity of the total ‘highway
network is far beyond its actual usage. There is congestion at peak haurs '
on about 25 thopsand miles of rural arteries. But the major jams occur oyly
at certain times of the year and mainly 'in the urban- areas, The conclusion,
then, is obvious. . . \ . .

We believe that better traffic management and improvements to piliblic b
transportation ~- actions such as carpooling and exclusive bus lanes -~ are
more of a solution than simply pouring concrete and /building more highways. . +
The Federal Government will have to assist the States in the continuous up- '
grading and main@n:ance of the heavily traveled roads but this is.part of
the price for maging do with what we have. When President Ford released the
$2 billion in impounded highway funds in Fedruary, the Department of Trans-
pbrtation was quick to announce that the money would be used mainly to update
and reney existing road systems and not for new construction. There is also
a good chance that some the funds will be channelgd into mass transit and

‘ railroads. As for highway work, the'2 billion will not be at cross-<purposes
., with the nation's energy copservation goals. Instead, the money will serve
to make ‘the national road system more efficient and safer. . ‘

\




Overall, the
ing automobile.use,
features of the aut
this room own a“car
pry us out of it,

specially in the cities. Now, arguing the gobd and bad
bile has become a national.pasttime. Most of us in

d it would take an act of celestial displeasure to ever
But we cannot gainsay' its bad side. 100 million automo-
¢ly to'air pollution in eur cities, 39 per cent of it.

time’and effort is devoted to their safesx.and environmental improvements and
to greater fuel efficiency. -But we want very badly to get people out of the
passenger car and onto public transportation. And the problems tHere are
terrific. Our cities grew up over the past half century in a haphazard
fashion, with the rush to the suburbs and little thought or planning for
future transportation needs. The result is today's "sprawl" -- large out-
lying areas that are sexrved efficiently only by the automobile.

Money has not been the whole answer. Since 1970, the Urban Mass Transit
Administration's grant program has given over $3 billion to over 150, cities
to either buy buses or to build and improve rail systems., Legislation for
mass transit passed the last session of Congress, with Administration backing,
which will provide $11.8 billion over a six-year period., The new flow of
money will be put to the best possible use, of course, but it does not negate
the necessity for better using our existine\;:sources.

- .

We have to encourage the urban areas to dperate their transit and high-
way systems more effectively. All of us tend to fall into patterns, and
sometimes they aé% the wrong patterns. In many municipal regions of the
country, lack of comprehensive management is a real drawback. Much of the
urban mass transit activity is geared only to the peak-hour capacity. Dur-
ing most of the day, the streets and the transit vehicles are underutilized; |
less than 25 per cent of the ayailable transit seat ,miles are actually in .
use, In so many cases, new equipment is jugt not needed. And in the big
cities, as the result of highH density and actompanying congegtion, the cost
of constructing and operating transit facilities is very high. If there is a
long-term solution, it lies with the urban planner.

We will provide the Federal funds that are both dependable over time

and flexible in use. But it is the non-Federal Government mechanisms _that
have the authority to make and implement-all relevant urban plans, appropriate
to the size and structure of their areas. With intelligent direction, exist-
ing systems can better serve the public while cutting expenses. This means
the development of quality bus lines, expanded jitney and taxi service, and
dgensible incentives to carpooling. Urban authorities have to institute changes
in the present traffic patterns by 8tretching out and reducing rush-hour peaks,

.The smart city planners today know their area and its capacity. It is ‘their

initiatives.which will untangle traffic and move people.

The sick man of the whole transportation industry, of course, is the
rdilroad system. In recent years, the Federal Government and the Congress
have been deeply involved in trying to save the railroads and in this area,

[y kel
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our efforts are largely curative. Too much damage had been goﬁé before
the government stepped in. ' .o

The rails have been drifting and going downhill for a quarter of a
century but their troubles go back much farther than that, Our basic regu-
latory policy has clianged very little since 1887, when the Interstate Com-
merce Commission was formed, ' Railroads had a mondpoly’back then, for
pasesengers and freight. But in that long time span between the 19th .¢entury
and today, the competitive position of the rails has given way to other modes
-- pipelines, trucks, barges and air, When you garnish that situation

_ with corporate mismanagement in many cases&\ihe result is today's railroad
ess. = - § .

~

Amarican rail companies earn net profits as a per cent of equity for
qwer than one per cent. Many of the companies cannot generate
earnings\to make needed improvements in tracks, roadbeds and

s, The induStry's share of total intercity freight ton miles and
the average revenue per ton mile are almost at the bottom, The railroads
are also burdened by many miles of uneconomic lines, a financial drain that
adds substantially tO operating costs. ' .

The pressing need is money and Congress has been reluctantly providing
it, Two years ago, the shaky Northeast Railroad System, which seérves the
densely populated area between Washington and Boston, received invaluable
The HouSe and Senate recently passed amendments to the Regional

Rail Reorganization Act allocating.$375 milliongto the suffering rail lines.
But with this legislation, the Department of Transport“}ion has also demanded
reform in the antiquated reguiatory process, J
" We have to strike out the outmoded restrictions that impede the whole
surface tranSportation,complex. We must permit the lines far more pricing
. flexibility so they.can compete more effectively for traffic, especially whe%?
they have a- cogst advantage. It is*hecessary to reduce the excess capacity
_in main line track and to eliminate light demsity lines, In' so_doing, the
railroad firms can then lower per unit operating costs and he1p to restore’
their own finances without the need for a-continuous govermment handout.
Passenger service has to be revitalized for the whole country, And with that
kind of railroad improvement, and regulatory reform, we can hold off any
future wreckage like that. of the Penn Central. Agaih, the idea is to improve
and upgrade the resources we have right now to build a healthy and viable
American rail system, .
! - 0w ) >
Over a year ago, beginning with the Arab oil embargo, some of the air-
lines began sending up *distress signals. The boom years brought on by jet
aircraft had obviously closed out and U,S. flag internatiénal carriers were
", in a serious financial plight, -Pan American, the pioneer in overseas flight,
said it could not operate without subsidies running into .the many millions
> , d@nd Trans World also proeclaimed itself in trouble. ! '

One immediate cause of the carriers’

was the steeg’and rapid rise in fuel prices since the oil embargo.

financial difficulty, of course,
Another

- L]
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was the drop in. passenger traffic. More serious and deep-seated were the
problems of the overall international regulatory regime, the competitive
P structure, and the practices of some foreign airlines and their govermments.
Today, the 'situation is a little less dire, Pan Am first asked for a
Federal bail-out, which was not forthcoming, and then a possible merger
with Trans world. Finally, after months of negotiation, the Ford Adminis-
tration approved a $300 million Iranian investment in Pan American~@ndthe
infusion of petrodollars: is cextain to alleviate the‘immediate financial
problem, . . 0 . ..
g » . R ;
Domesticaily, the air carriers are in pretty good shape. The increased
pse ¢ of wide-bodied jets, planned improvement in air traffic control systems,
and certain scheduling and operational changes should meet-the projected
/ {increase in capacity requirements for at least the next decade.’ Certain air-
ports do experience much higher levels of use in relation to their capacity,
the three New York Airports for example..®° But we anticipate few, if amy,
major additions to the nation's airport capacity -- that is, new airports --
, during the 1980's, There is always local resistance to them and also traffic
+ has to reach very high levels before the carriers find it profitable to serve
more than orge airport in a large metropolitan area. Our major effgrts,
physically, will be on increasing the capacity of exigting facilif ‘es, includ-
ing ground passenger handling, and more careful a$sessment of the roles of ]
multiple ajirports in the metropolitan regions. Legally, the government empha-
sis will be on regulatory’ reform. :

-~

Here again, as with the railroads, civi1 agiation suffers from a regu-
lation system that is inefficient and costly. Over the coming months, the
Ford Administration will be submitting legislation to "deregulate" the air-
1iQ$s. We seek to remove the Federal Government control over determining
the price of airline tickets, in desighating which companies may enter the
airline business and what routes they may fly. We claim that the Civil Aero-
nautigs Board, which was patterned 1arge1y on the old ICC, was created to-

" promote and protect a fledgling industry. ', But the airline industry is now
mature and it requires much greater flexibility as an economic force.

Sufficxency is also the word to apply to,6ur 25,00 miles of navigable
riv s, canals and coastal waterways. It appears that most, if not all, of"
the high priority opportunities for developing rivers and coastal areas have
. already been exploited. The capacity of the present system, except for a
¢+, few bottlenecks, is many times its pr;gent level of usage. Even traffic on

the St. Lawrencé Seaway has been 1e¥9' ng o§f in recent years, although it's-.
still at a record high. . .

Wwhatever the mode of travel, the public need figures very strongly in
all of our planning. I can assure you that our Department is listening to
the transportation consumer. The Office of Consumer Affairs, one Qf seven
offices under my jurisdiction, is there to transmit the concerns of the’
traveling public to the.decision-making process and to suggest remedial
actions., The Office Director is Ann Uccello, a former Mayor of Hartford

JfConnecticut and one who knows civic problems and people first-hand,

L
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She and her staff have conducted 54 consumer public hearings in 21
States over the past few years. Through individual testigony and responses
to a 29-item-questionnaire, the Consumer Affairs Office has¢ in effect,
taken the consensus of thousands of users of the transportation system.

“ b 4

People do want a reduced emphasis on automobile travel and highway con-
struction, They are calling:for a better balanced system, with convenient
and efficient mass transportation, intermodal transport centers, and improved

\\; ) " routds and scheduling in bus services. - . N *

e v

-

L)
¥

There is public pressure to break the Highway Prust Fund and create a
general transportation fund. Cgpsumers demand greater citizen participation
at every stage of transportation planning. They are most unhappy with the
present practices in auto repair and guarantees and they want reforms in
auto insurfnce. ‘
Among the most vocal participants in our program have been the handi- r
capped and the elderly, many of them representing local 'or national groups.
They completely reject 'separate but equal" facilities and they are insistent

. on a public transportation system that is barrier free. We have heard any
number of suggestions for dial-a-ride and jitneys and buses ,to service the .
_elderly, and for low cost or free transportation for the poor and’ minorities
in‘both the inncercity and rural areas. . . o

These changes and innovations in our transportation complexes are

badly needed., They are an important part of the system of Departmental ..
goals and policiés. And they fit very well into our policy of sufficiency.

Werknow novw that we.have exploited most of the resources available in
this country. More than just cornerstones, we have built the whole struc-
ture. This is the time for better maintenance of our transportation house .
and for home-improvement. We are up to capacity if ‘many areas of travel and
transport. JBut we have the foundation now for a national policy that recog-

; nizes that the energy sources and land use of the United States are finite.

\

The main problem is not the ability and means to_handle large freight
and pasgenger mpvement, In'the next decade and, in eed through the rest.

I AN
of this |century, the real, mission of the Department of Transportation is
N better dagement doing it well. 1n this deepening time of national auster-
T ity, - the| legendary resourcefulnéss “this country will be severely tested
N I am confjdent we will prevail. Coe . . . .
' : : ) . ¢ o .o . o /
. ' M H; .
b oy
, /
- S — ’ P
: . A ’ ' / N
- . ) - ¥4
3 * . @ 142 l ‘

" ° ' ﬁ‘”m' . 154 X - | .




R : - i
/ PN ) . ﬁn@“ﬁ -
. . ~ o N
— | \ / .
] AY
¢ oL
7 ' - N .
& . . { .
° '\' *
/, ! , 7
e 'FOOD AND FIBERS . < - AR
s Y ° o /’ ‘
)
(WI’I'H AND WITHOUT SYNTHETICS FROM PETROLEUM) - /
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Two of man's most,basic human needs are food and clothing. We can't "’
meet these needs without the help of petrochemicals., Petrochemicals
are produced from oil and natural gas, With the critical situation
we face of depleting these two finite natural resources, oil and gas,
it seems partlcularly timely to recognize the important role petro-
chemicals play in meeting societies desires and necessities., °

‘

rubber, agricultural chemlcals, phaymaceuticals bers, solvknﬁs-and

a‘host of othef consumér products stich as detefgents and antifreeze.
The* avallabillty of~petrochemicals is. closely related to our energy
situation singe about 94% of our available oil and natural gas, the
raw materialss for, petrochemicals, “is used to generate energy.

' - . . I3

Juét to re- estaﬁllsﬁ -- petrochemicals 1nc1u§§§én array of plastics,

. . As we visit, 'I'm going ''o share somé information with you that
will include a few statistics. I hope you.will jot some of these num-
bers dbwn.' T am coﬁvinch they are important to us and I hope you
will find they,are worfh sharing with others. .

. consider, with' me, ~ the impact “of petrochemlcal synthetics on oux
Food and Fibers supply.

'
©

What do you think would hagpen in the areas of food and fibers
if we did away with petrochemical based synthet1cs7 Make some guesses
"if you will -- for your use -- jot down what you think would happen --
if we did away with petrochemicals. . N :

EKOW many meals would you have to glve up each week? WHhat costs
are

volved?

[

. 'What is the cost of petrochemlcal ferti-lizer 'per bushel of corn
produced? ;
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How about fibers? How would your lifestyle be aﬁiettq&fif
petrochem1cal based fibers were eliminated? How manz_éxgsse&—of every

ten women's dresses would be given up? Howmany suits of ‘every ten \
- ) men's suits would be given up? What are .the. costs of petrochemicals :
" going into a $125 men's suit. Q- T ’ ) .
l
s . - With regard to food -'- 1f we eliminate Synthet1c fertilizer, Lo
P manufactured from petfoleum -- are you ready to give up 6.3 meals’ N .
. . per week, 322 meals per year? (That's for every man, woman and c¢hild ¢
z K d ‘1n this country.) N ) . \ .
- N o

Aqqeous Ammonia, Ammonia Nitrate, and Urea are,Synthetic fertili-
zers -- petrochemicals. A conservative computation shows that produc-
tivity from our tillable soil would be reduced 30 percent, if commercial .,
fertilizers were no longer available, All crop production would decline
far e 30 percent and,with the exception of fish that would include
principle meats since (4eef, pork an& poultry are converted plant life.

Synthetic fertilifzer is surely one of the farmer's greatest
productivity ‘aids in supplying food for our society, allowing us 30
percent more production from out tillable soil,

» L]
*,  What . does this productivity aid cost us? Is it a bargain? Since
so much of our fertilizer is ‘petrochemical how are,increasing oil and
natural gas prices affecting us? ' ) . .

o
.

Let's use a familiar vegetable, corn‘ as a base of reference.
The cost of nitrogen from. ammonia costs about 12¢ per bushel of corn .
produced. Corn is valued at about $3,.50 per bushel. 'So nitrogen for »
’ fertilizer costs about 3% of the sell1ng price and for that, we get ‘ X
30% more corn. :

v AY

1

- Incidentally -- in the past~30 months the cost of nitrogen from
Aqueous Ammonia has increased from 8¢/bushel to 12¢/bushel, or 50% while .
corn has increased from $12.5 to $3.50 per bushel or 180%.

[

e

S
For 10¢ per bushel we get 30 parcent more corn and petrochemical":
fertilizers assist all consumers in getting maximum use of our‘1nd1v1- J
dual resources. . ‘

.
’
o '

How about petroleum based synthetic fibers? Recall with me that
nylon, acrylics and polyesters are all converted petroleum products -= ‘
Petrochemical synthetics from 0il and gas. ’ "

N
‘o

N How d1d you ‘gues§ on giving up petrochemical based f1bers? ')’ .

L4
-

. Were you Women re%dy\to give up -
N ‘ " . ' ' ’
8 out of’ 10 dresses; : o

‘.




' \ Addltlanally are you willing to - g1ve up -
"7 of every 10 sweaters,
R “all hosiery; -
"o N ' Essentially &ll undergarments;
. And while we re on wardrobes - and from the noh-fiberous
plastics - were you ready to give up nearly all of your
shoes and boots? .

. 8 K Were xpu men prepared to g{ve‘ﬁp - Y -
o 5 out of 10 suits - plus~

\ ‘ %Y of your shirts, slacks end coasts
\‘ . + And from 1/3 to % of your shoes?

[ N -
. Y - .

. ) .. In the area of home furnishings would we 'like to do away with - -
N 9% out of every 10 yards of ce;pet;
8 out of every 10 blankets} :
7 out of 10 curtains; ‘ ) L
v R l§0 percent of our drapes and . .
80 percent of.the upholstery we use? '
Synthetic Fibers aid coasumers ln’many ways as «far as helping
maximize, the use of our resources. They are durable, soil resistant
" wrinkle resistant, and can ,be washed and worn. Additionally petro-
o chemicals- provide not only high quafity fiber products but also provide
very economical raw materials. Just what kind of a bargain are synthetic
fibers? And since they also are petrochemicals -- how are increasing
0oil and natural gas prices affecting use in this area?
. . ) -

" Using a man's polyester suit as a basis for discussion -

. . We require about 2% pounds of -DMT ‘ard 1 pound “of ethylene
. glycol to produce 3% pounds of polyester for a suit. The
3% pounds of petrochemicals have increased from $1.16 to o .
. 51.95 in the past 30 months® and go into :a man's'suit that
. cost: about™ $100 to §150, e )
1 ' -
. Synthetic petrochemicals again assist the consumer..in maximizing
. se of his resources. And 1ncreas1ng 0il and natural gas prices thave |

a minimal effect on the cost of the finished product.
' L] 1 ¥} 4
Even if we wanted to, we “can't go back to natural fibers for our
total needs. Wool is too expensive and we can't Taise that many sheép.
Where cotton is,concerned - we can't raise enough to replace synthetics.
Wait a minute, some will sa¥y, let's just cultivate more land --
use more acreage! With regard fo food 1es;s forgét fertilizer and put
o more. land in food production. And in the ‘case of fibers, let's just ,
raise more cofton. ’

p
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In the U,S. today we havg about 353 million acres in crop production.

Ten million of that is in cotton, leaving 343 million acres in food pro-
duction. The Department of Agriculture tells us that, if everything
goes well, we may be able to add 33 million more acres of tilbztle soil -
by-1980. Tf we had to repIace the productive efféct of synth

fertilizer used in food productinn_uith added acreage we would have

add 103 mi11ion acres.

To replace our synthetic fibers with cotton -- and without £
tilizer -- would require 51 million additional acres of land.

If we combine the additional acreage required for food production
without commercial fertilizers and to replace synthetic fibers with
cotton, we would need 154 million additional acres-of cropland. ‘

:All of those acres get a little mind boggling for me and I really
don"t think well in acres. So let's consider, in a different way, the
added land area we would require to produce food and fabrics if we
~didn't have synthetic fertilizer and synthetic fibers. -

Starting from the east cdbast and using a variety of sizes of
states, replacement would require land area equal to about that of
Mdssachusetts, Rhode Island, New York, Pennsylvania New Jersey, Dela-
" ware, Maf?land ‘West Virginia Ohio and Kentucky. That's additional
‘to what'we already have -- we can't do it. )

These synthetiecs, petrochemicals derived fram oi1 and natural
gas .are ‘related to our current energy situation. N,

( * ~ v !

Over 90 percent of our available oil and gas goes into energy .
generation. Oil and natural gas currently supply about 76 percent of
our total national energy fuel requirements. The Department of Interior
expects 6il and gas to supply over 50% of our energy requirement through
. the year 2000. We are depleting a finite resource and we're not doing
nearlydenough about providing incentives to search for more oil apd
‘gas nor are we doing enough toward developing alternative sources of
energy so that we may be assured of having adequate supply for a portion
of our energy needs and adequate feedstocks for synthetics-in future
years' 1 {q

e
4

We, are using oil at a geometrically increasing rate., Consider qur
. total oil and natural gas use to date. .From the discovery of oil in -
1859 all the way»up through World War I, World War II, and the booming
years- of the 50's up to 1960, we used 115 billion barrels of oil in
this country.' In the 10 year period of the 60's we used 110 billion
barrels of oil -- nearly as-much as in‘,all ,previous history. We would
have used 272 billion barrels of oil in the decade of the 1970's --
more than all previous history again -- but it probably won't be avail-
able. / ¥ .

4

L Significant “new energy source$, ones that don't re1y on oil and
gas, afen't llkely before 1985 to 1990. . ’

b ]
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Both the mefroleum industry and the petrochemical industry are ?
faced with trying to meet the needs of we consumers, while being con-
tinually discouraged and confronted with more and more lpgislative
limitations and governmental ‘controls. ) o

It is imperative that we encourage brivate enterprise to search
for tbé petrochemical feedstocks oil and natural gas, rather than dis-
couraging the search through more governmental limitation, because,
synthetics from petrochemicals are exXtremely important in meeting a
wide array of our product needs and desires today.

- ‘
Petrochemicals are impdrtant in everything from aspirin production

o automobile antifreeze, from milk cartons to aerospace shields, we're

n constant contact with petrochemicals from the time we crawl from
.between those polyester sheets in the morning until we flip off that
plastic light switch at night. Petrochemicals are important in almost
every phase of the 11£§sty1e we've come to want and enjoy in this 5 .
country. ) ) ; .

o
.

- ~ More than just being important in providing our wishes and desipeé,
petrochemicals are essential to meeting man's basic needs for food and
clothing. .

K
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C e .
IS THE ROMANCE ON THE ROCKS?
4 ?
\ ’ 5 ~ ©°
\ - ‘Robert K. Zimmerman e
Chairman of the Board and President . ' 3
¢ - Kansas City Powe7 and Light ¢ = . ° SRR
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INTRODUCTION ‘ : * : .

"I want to thank you for inviting my,industry to.participate in your
annual meeting. Your council has a reputation for an objective,concern
about consumer interests. The awé€some impact of inflation and the energy °
situation every product and service has emphasized your role in thein ‘
behalf. IMhe time allotted me, I'm going to share with you some infor- .
mation about Jthe 'problems of the electric industry as they relate to con-

sumers, toge her with some of “the conclusions I have feached. As zourypro-

gram indicates, I'd like to begin by talking about a romance. . -

? .
l \ - -
f
I

0 . \ .

- -
P . *

THE.80-YEAR-OLD ROMANCE
Since they began induspiciously a century ago, electric utilities have
had a growing romance with consumers. In those early days, the important
‘use of electricity was to power street cars. Extfa electricity available
.at sunset was sold for lighting: In many cities, there were 9 o'clock,
10 o'clock, midnight and all-night circuits from which té choose, . Payment
often was in advance, eli ating collection problems. in,Kaﬁﬁgzdgity
during, the 1890's, a kildwatt Bour cost about 20 cents. 70

Then there came the develogment of eleotric appiiances, starting with

the flat iron, and electricity was off on its mad ad enture with the Ameri- .

can consumer. The goal was the ultimate development of the good life, s
which at least in part has been achieved. Today, more than 250. time and
lakor-saving appliances are available, which have freed the household from
a never- ending list of chores, . .
At the same time, a boAﬁ just as strong was develpping between elec-
tricity and commerce and industry. Electricity became the growth vitamin
for the continuing industrial revolution, establishing jobs, increasing

productivity, and ~-- through improved efficiency -- making both the neces-

sities of life and many olf the luxurjes available to almost everyone.

-
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While bills were higher, unit cost had decreased

a

The romance was also good for ‘the electric utility industry. Expand-
ing usage resulted in &n incredible growth rate, which doubled our customers’
kilowatt hour requirements every 10 years. This made possible the develop-
ment of efficiencies in production, transmission and distribtuion of power
to people. The fixed charges of taxes, depreciation and interest on borrow-

© ed capital could be spread over more kilowatt hours. The 20 cents, whigch

the average residential consumer paid for a kilowatt hour.ayf the turn df
the century, had’drqued to 2.5 cents by 1970. The industry was able to
accomplish this whlle absorbing the growing impact of inflation folloging
the wars, which moxe than doubled the price of many other products and
services.. P

-

. . . |
~ |

At the, same time, a steady, modest growth in earnings made utilities
attractive to investors ih bonds and stocks, which have provided abouty
60 per cent.of the'capital investment for utility expansion. Capital re-

'ruirements have been. substantlal; The off-shoot of the traction firms

has grown to become the nation's most capital intensive industry, accounting
for some 13 % per cent af total capital investment., Between $4 and $5

of investment are required for every $1 of revenue recéived. This is
about\five to 10 times the ratio of most basic industries.

°

"THE MELLOWING ROMANCE HAS LOST ITS BLOOM

The romance between electricity and consumers appeared to be on solid
ground. Usage had ‘climbed in 1970 to the point where it was about six
times 1945 levels with an .average kilowatt hour cost of 30" per cent less.

~

In the last five years, the picthre has changed dramatically. Fuel . .

" costs have soared. The financial community is disenchanted. Regulatory

commissions are being' harrasséd., Consumption was flat in 1974 for the, first
timé since the 30's. Power bills are higher than ever. Consumers are
reeling and revolting. In short, things are in what can only be described
as "a megs." ‘

.
-

INFLATION IS MAIN PROBLEM
5 -

°What happened to undermine one of the nation's strongest and most
vital industries? The answer is complicated, but generally involves the
combined impact of inflation, the fuel situation; the cost of meeting
environmental rules,. and regulatory lag. . .

No longer a term of vague economic jargon, "inflation' has come to

have a personal meaning for every American consumer. The rate of infla-

- tion continues well into the double-digit range, and has emerged as our

nation's most .serious problem. It has had a "double-barreled" effect on .
the capital intensive power industry, causing both significant increases

in construction and operating costs and record-high costs of borroved

money. . ) : .

/149




Let me turn {o my own company for an example. The common industry
yardstick fot measuring the cost of building power plants is the cost per
” kilowatt installed. We completed a plant in 1969 at an installed cost, of
$111/kilowatt. Thé comparable cost of a plant which went on line four
years later in 1973 was about twice the 1969 figure. On the same basis,
projected costs of future plants indicate ratios of three times by 1977,
four times by 1980, and the installed cost of a plant proposed for 1982
will be eight times ‘the 1969 figure. o

ACCELERATING FUEL COSIS

t

Problems of fuel cost and availabilin are equally pressing. Elec-
tric utilitids consumed large quantities of fuel necegsary to create the
heat energy to boid] the water. . . to make the steam. . . which turns the
turbines and generators of the large, base load power plants from which
most Americans receive ‘their electricity. Some three-fouths of the indus-
try's production capability is fired by fossil fuels, that is either oil
natural gas or coal. For many years, these. fuels were available under
extended contracts at modestly increasing prices. However, inflation, the
Arab oil embargo and resulting energy crisis have changed all that,

In the last three years, the price of fuel oil has quadrupled, natural
gas -- if available -- had doubled, and the delivered cost of coal pur-
chased under long-term contracts has risen about 50 per cent. Furthermore,
the price of spot-purchased coal has increased in some cases to a level
near that of fuel oil. Y

Some utilities have always'used oil for basic fuel. dtHers, parti-~
cularly thqse along the easteim seaboard, converted coal-fired boilers to
0il and added more oil-burmni g capacity when envirommental restrictions
prevented the burning of coals available in that region. In some cases
where consumers are served mainly from oil-fired power systems, skyrocket-
ing fuel costs have doubled electric service bills,

Regulatory agencies of 32 states have. authorized increased fuel
costs to be passéd on directly to all customers, according to the number
of kilowatt hours consumed., While the frel’‘adjustments enable consumers to
pay their fair share of fuel price increases, the sizeable fair share
involved is causipg stormy discontent. However, without fuel adjustment
clauses many utilfties in all likelihood would be bankrupt. .

Pl

THE HIGH COST OF CLEAN AIR ’

r~ -

The consumer is also learning that the nation's environmental goals are
having an impact on the price of products and services. potential cost
of meeting environmental rules and regulations by the electri§ industry is
only now being revealed. The real issue today is not whether {ve will have
clean air and water -- those decisions have already been made }- but the

issue is rather how and at what costs, social and economic, we will accom-
plish it.

‘
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The electric industry believ¥s that consumeys have a real stake in
amendments to, the Clean Air Act of 1970, soon to be considered by Congress. °
Impending decisions will directly affect the price people pay for elegtricity, .
as well as the amount of electricity available to meet future needs. oA

One issue involves the establishmént of national emission limitations
for sulfur dioxide, an invisible, gasepus pollutant released when coal, and
some kinds of oil are burned. Sulfur dioxide is a problem only in portions
of some Metropolitan areas. ‘To establish limitations for application
nationwide, including areas which meet the ambient air standards set by

. the Envirommental Protection Agency to protect human heaith and welfare,
‘would require the needless expense Qf billions of dollars.

’
.

The EPA estimates that the use of scrubbers, that is, devices which
remove parﬁiculpte& and sulfur by washing boiler flue gases, on coal burning
electric generating plants will increase the cost of electrieity to the
consumer by 17 per cent. Senator James A. McClure, a member of the Senate

Continuing inflation cgﬁld make both estimates low. -
. . . ~

Based on EPA forecasts of generating capacity requiring sulfur removal
equipment, by 1980 electric utilities Will be required to spend about $7.5 °
billion for scrubbers. The additional investment for precipitators to
contirol particulates and monitoring could raise the total cost of these
requirements to $10 billion. .Not included in these costs are the premiums
for low sulfur fuels, the cost of controlling the oxides of nitrogen, and
the increased operating and maintenance costs necessary to keep the equip- |
ment working. Nor do they include the cost of the additional 12 million
tons of coal needed annually to provide the power to operate the scrubbers,
or the 4 to 7 percent capacity derations_from which that power will come.

Amendments‘gz the Clean Air Act supported by the industry will achieve
the.nation's environmental goals, but will save consumers at least $5 bil-
liort in the process. We are stressing a re-evaluation of air quality stan-
dards to assure they are not set beyond what is actually required to pro-
tect public health and welfare. Essential is a 10-year extension for en-
forcement of sulfur emission standards to permit research into the many un-
answered questions about sulfation. The use of load shifting, intermittent
control stragegies and tall stacks should be viewed as a continuing option
for meeting ambient air quality standards in the most economical way.

In the water quality area, assurance is required that standards will
be established on the basis of what_is really needed to protect the environ-
ment in thervicinity of a given power-plant.

In generaf, cost/benefit considerations must be taken into account in
establishing both dir and water quality standards, with a plant-by-plant
evaluation of necessary pollution control measures. National standards
applied without regard for local situationms probably would be much easier

to enforce. However, in view of the nation's economic situation, a more

b

realistic approach suggests we should do those things we can afford which
. ‘ ¥

makes sensgs

4 ]
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.Subcommittee on Environmental Pollution, predicts a 20 to 30 per cent increase.

~




.
e

PN

This isn't to suggest scrubbers should be abandoned. Some_93 scrubbers
are now in operation, unden,construction or being planned by 39 utilities,'
My“company has taken a lead in theagevelopment of scrubber ‘technology. At
our La Cygne generating station, we have been operating fhe most extensive
air quality control system ever 1nsta11ed on an electric power plant at a
cost to date of $45 million, We estimate that an.additional investment over
the next two years of $10 willion will be required to bring the seven
scrubber modules to the desired level of design control capability at that
plant.

-’\ Kl

our decision to install scrubbers at shis location was made because it |
was the only feasible solution to utilizing Jow-cost high-sulfur coals that
were available fram adjacent surface mires, While we think the decision was
a good one for this location, the high cost of this technology suggests
that it should be employed only where necessary.: - . ~

- [
5

STRINGENT MINING LAWS - -

N

Also destined to have a serious impact on electric service billg will
be the upcoming strip mining legislation, which early in March passed both
housgs of Congress in slightly different versions hy overwhelming margins.
Among the broad provisions of these bills are new curbs on how and where’
land can be surface mined, including a requirement that land be restored to
its approximate original ‘contours, and allowing surface owners to veto strip
mining by those oyning the mineral rights. The proposed law would tax sur-
face-mined coal 35 cents a ton and deep-mined coal 25 cents a ton to help
pay for the reclamation of abandoned mining operations. The National Coal
Association, which opposes the bills; told the press that added expenses
caused by provisions in the bills, could raise the mined price of coal by
$2,50 a ton. . . -

Perhaps of greater concern than this substantial increase is the fact
that the law will probably prevent the mining of millibdns of tons of coal
at a time when our nation needs it most. While no one would quarrel with
the need for responsible reclamation laws, the sumace mining bills in their
present form -- with more stringent provisions than those in the bill which
the President vetoed last year =-- are a move in'the wrong direction. .Con<
sidering the mood of Congress, the bill which emerges from the conference
comnittee will be stringent, and will probablx become law,

The United States has far more coad than” the world oil and natural
gas reserves combined. The known U. S. supply is estimated at between 300
.and 500 years, However, environmental regulations prevent the burning of

.+an estimated 80 per cent of this coal. ~The strip mingqg'bill will further

reduce the usable reserves. o .

'

REGULATORY LAG - ) ; - -
+ . / ' . N
I mentioned regulatory lag as a serious problem."This is a term used
to describe tne time delay between thesapplication for a rate increase and
’ A . . - . .
1

sy . ‘ : .
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the final decision.by regulatory authorities. Private utility companies
are regulated by state agencies, which operate under the authority of

.statutes originally adopted 50 to 60’ years ago. The process worked well

up until recently when it has become apparent that it is not geared for
the ‘emergéncy of these times. .

Rate increase applications are handled in various ways according to
procedures following statutory requirements, But, in general such appll-
cations seek a stipulated rate of return on an historical rate base¢ -- /
the total investment in plant and facilities dedicated to rendering ser-
vice to customers during a test year -- a time period preceding the rage
application,

The process involved in evaluating an appliéation usually includes a
complete audit of the test ygar expenses by the state agency; adequate
accommodation for the testifiony of the public and interverors, and both
public and formal hearings., At the formal hearings, testimony of the
agency staff, concerning the audit, the company and all interverors is .
heard by the regulatory commission, complete with cross examination of
witnesses in a court-like atmosphere. The précess for rendering a decision
often. takes from six months to more than a year. -

,  The unprecedented inflationary pressure since 1970 and regulatotry lag
have combined to wipe out a large portion of the increases authorized. This
has placed utilities ingthe awkward position of increasing the frequenCy
of rate requrests in an effort to earn the rates of return authorized by
the state, Translated another way, in .recent years, many rate increases
have been too little, and even when substantial rate relief has been granted
it has ‘often been too late, Consequently, even though ele¢tric bills have
climbed in the last two years, the actual cost ?f service rendered has not

been met. : g )

H »

Thése factors haVe-placed the regulatory authorities in the difficult
position of maintaining the balance between consumer interest and the finan-
cial integrity of the firms they regulate. e recent improvement has
been made in the time dg}ay. Some commissiogzgege permitting a forward-

" looking test year based, ¥n.part, or projected results. However, more’

creative ways of qccelerating the evaluation process will have to be adopted
while at the same time protecting the public interest.

L]
)

CONSERVATION ' e L R

Further compounding the situation hag been the reduction in usage by
customers., This has been partly due to national appeals for gonservation
of emergy, but the economic recession and price elasticity hav also con~
tributed. Kilowatt hour sales by the industry declined sligh in 1974
from the prior year. HQWever, while generag usage was down, in most cases
demand durihg peak periods was not. -Last summer, the customers served by
my company set six all-time peak demand records. The final' recerd was
actually slightly higher thaw pre-conservation estimates. }

- p
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The reduced genéral usage has caused a slight increase¥in rates for
the same reasons that increased usage resulted in a redyction in rates
over the last seven decades. The fixed charges of taxes, depreciation
and interest cost have to be sprgad over fewer kilowatt hour sales. The

. thought of being penalized for conserving, rather than rewarded, was dis-
turbing to most consumers. However, ‘the net savings from cutting waste
will always be more than any conservation adjustment to rates.
\J N , -

,° THE CURRENT PREDICAMENT

With some risk of over simplifying a complicated series of events,
this review of major problems brings us to the current predicament. We
have moved very rapidly from a long and uninterrupted era of cheap energy
to a time of more expensive energy. The necessary adjustment to this eco-
nomic fact of life is bound to have a seripus impact on society. However,
of far more serious concern than the question of price is the question
of reliability and availability. Some experts believe the conditions are
already set in motion which will result in brownouts and blackouts in
some parts of the nation within the next four years. Prospects for elec-
tric power supply over the next 10 to 15 years appear equally questionable,
_ The problem mainly relates to money. . :

The capital intensive electric industry has only two basic sources
for expavsion funds: internally generated cash and the outside investor,
Traditionally, about 40 percent of capital requirements are generated _
internally. This capability is being undermined by the reduction in earnings
experienced by many companies. The remaining source, including purchasers
of bonds and common and preferred stocks, depends upon a stable market
and investor confidence. ‘

-7

) " Current interest rates on the epen market for 10ng-term first mort-
gage bonds of many utility companies have been in the 11 to 13 percent
range. Some prgferred stock issues have had dividend rates as high as 14

‘per cen 8 ril, Consolidated Edison of New York omitted a quarterly
dividefid to commori\ghareholders, the first such action by a major utility,
happened as a result was a devastating bléw to the entire industry,

Within six months, -the common stoeks of electric companies Iisted on the
New York Stock Exchange, which had been in a gradual decline for several
years, had lost an estimated value of $100 billion from a decade earlier.
Consequently, today most electric utilities' common stocks are selling
below their look values, some 60 per cent or less.

CONSTRUCTION CURTAILMENTS . . "

) This kind of financiat\atmospﬁere, coupled with the reaction to higher
rates and doubts about being able to generate the revenueé/necessary to

support capital expansion, has caused every electric company to re-evaluate
future construction programs, Within the last year, 100 major electric
companies have deferred or postponed indefinitely power production'unlts

T,
<@
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in taxes to various taxing authorities. ’ |~

: /
with a combined capacity of 170,000 megawatts. Some 110,000 megawatts of “*// '
this was nuclear gefieration. Thé nuclear units have a higher capital cost, . 0
ut much lower operating cost apd are directly related to national goals

‘for reaching energy independence. 1If completed, these nuclear units would
reduce the demand for fuel 0il by an estimated 3.3. million barrels of oil
a day, or the equivalent of about 300 per cent of current Middle East im-
ports.

-

[l
]

For the short range,'the deferments. of base-load capacity are causing
many companies to resort to the altermative of adding oil-fired peaking
turbines. Such units can bé installed for about one-fourth the cost of
coal-burning units. Their disadvantage is much higher fuel cost and the
use of a fuel which is in short supply..

While consumption’ was flat in 1974, current reports indicate that
growth has resumed and will continue in the 4 ta 6 per cent range for the
next few years. These estimates do not provide for the impact of fuel ™
switching by consumers to electricity., &

©

THE LONG RANGE ‘'

For the.long range, a limiting of base load capacity will mean higher
consumer prices., Some are saylng the only solution is socialization of the
power industry. This is a natural first reaction, as if a complete govern-
ment take-over would in some magical way eliminate all of the forces con-
tributing to the situation. Ironically, at the 'same time, some customers
of municipal systems beset by the same problems are approaching private -
companies to take over the public systems. It is also ineeresting to note
‘that in the last eight years, tlie residential rates for power supplied by
the Tennessee Valley Authority have increased twice as fast as the compar-
able rates of private compagies. - . . .

Should a govermment take-over be seriously considered, one wonders if
the government could afford the cost, coupled with the loss of tax revenues.
Curreﬂfly, about 22 per cent of the revenues of electric companies is paid

\ -

Considerable study 1s Being given to the problems of the elctric indus-
try by the government. There is reason to believe that the Administration
and Congress are committed to the concept of a financially healthy investor-
aowned electric utility industry. Title VII of the Administration's Enexrgy
Independence Act deals mainly with encouragement to state regulatory bogies
“to improve regulation, by eliminating undue regulatory lag, allowing fuga
clauses, permitting the inclusion of construction-work-in-progress in t
rate base, allowing off-peak pricing, and eliminating prohibitions against

the use of normalization in accounting. e . ’
’ - r l
In the recently,signed tax bill, the investment tax credit for utilities .
was raised from 4 per cent to 10 per cent, and in other legislation con;ij
deration is being given t6 a proposal for a .tax deduction to the corporate
issuer of preferred stdck dividends. : ’ ) .
\ 155 '
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electric utility common stock and new issues of preferred stock. The,indus-
try Las proposed both of these plans to the Administyations and Congress.

RELIABILITY VERSUS RETRENCHMENT

.

have had a remarkable past record of reliable seryice. Utilities do not
have the uncomfortable, yet welcome option of retrenchment avajlable to
most enterprise. Utilities.have an obllgatlbn to| serve the customer within
their service areas. Regulatory agencies have a llegal obligation to es-
tablish service rates permitting financial tntegrity to be maintained.
Consumers have an obligation to pay for the service they demand. And’

finally, govermment has an obligation to establish a balance that enables
the system to] function, '

. f
PerhapsZLbalance is the key word. The solutions to inflation will

-

come -only after long, arduous and reative effort, and will require sacri-
fices from every citizen. ‘In this regard, the first step is the attainment
of energy independence, which will stop the outflow of cash for oil. Strip
mining constraints and the drive for environmental dl anup have to be
balanced in accord with the higher. priority. \ ~
+ N ) '\‘

The role of nuclear power is also vital t% energy freedom.. It can
also solve most of the 1nt2§§ed1ate electricity supply problems and assure
consumers of the lowest cost/energy. The ele¢tric industry long reeom-
mended the establishment of a national energy/ council to ‘coordinate the
nation's energy policies. We hope the new Energy Resources Council can
meet this end. Through whatever avenue it can be done, however, action
must be taken to maximize the use of coal and nuclear. fuels, so-that oil
and natural’'gas can be conserved for those purposes for which they are
uniquely suited. And somehow the means must be found for expediting pro-
cedures at all levels of government for redching decisions on energy .
facilities. Implicit in this are imporvements in administrative, regula-
tory and 3ud1C1aI processes involved in nyclear plant approvals.

o

- [
For the longer term, research arid development has a major role in as-
suring a sound energy future for the nation. Two years ago the Electric
" Power Research Institute was established|at Paola Alte, Califormia, to
conduct a privately financed,*coordinated program for, the development of
new technology. EPRI's work complements the fundamental research programs
of the Federal govermment, as we pursue the development of -a.wide range of
° energy sources -- solar, geothermal fuel cells, wind power, magnetohydro-
dynamics, and fusion, Technologlcal breakthroughs are needed if any of
these promising sources can be developed before the turn of the century,
or longer. l .
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__ IS THE ROMANCE ON THE ROCKS?

-~

’

For the most part, I've painted a dark picture for most of you in my
"jremarks this afternoon. Not to have done so would have been less than
honest. I do not personally believe .that the long- standing romance between
the electric industry and consumers is on the rocks. We've seen some rough
times, and perhaps more difficult timeg may be ahead., While the days of
cheap power are over, if we are permitted to do our job,‘we will cortinue
to deliver reliable power at relatively low cost.

’

Reaching that point, hqwéver, is going to place a special burden on
consumers, and those like yourselves who lead consumer opinion.

’

A large part of the.problem can be attributed to the industry's failure
to communicate effectively its situation to consumers. We are taking steps
to remedy this. And rising power ,bills may guarantee a listenin}’ audience,

Government is in the business of making societal decisions, which .,
require input from an informed electorate. 1In the: past, I sense many of .

‘the decisions have been made without much input from the people who even-
tua11y pay the bill, 1In this regard, we usually obta1n the kind of govern-
ment we deserve.

L}

Just as the electric industry is gojng to try to do a better job of
commmicating, I hope consumers will,do kheir best to become informed on
the complicated issues involved in energy. The decisions now being made
are so crucial to the economic well beigg of our nation and our families,
it fs imperative that they require, th%{}nput from an informed majority.

« - .

Thank you again for your inv1tatiﬁn and your kind attention.
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President Ford"s announced opposi=
Advoeacy Bill (5.200). 1t demon-’
s of the non-statutory consumer

strates some of tle shortcomi
office as a means of.making
eral-Agency decision making.

’ , . - - . . L N N
- E A '_","T""'?"";g""' """"""""" T :
i Attention should be given the proposition that the consumer movement f'
. should effectively represent consumer interests in energy policy in the )

» . public forum. The'sdcial/purpose,of consumerism includes this funition,
known in the credo of consumer advocates as the right to be heard. )
- N . - '\

. .

An-evaluation of the consumer movement's achievemedgs in influencing
U.S. Government energy policy requires some standargization of terms. The .,
consumer movement is defined as a loose doalition of 75-100 private, non-
profit organizations who are generally regarded as representativei of*¢onsumers
through ‘an assortment of methods and techniques in public’ arenas.‘ Most have
no staff. . ' . ’ P

-

' »

. Ege%gy pol;cy;is'the general thrust and direction of programs of the
Federal Govermment of the U.S, in dealing with the production, importation,
pricing, marketing, and social and economic impacts of fossil fuéls, other -
primary energy sources, and electridpower. WNot all aspects of energy can

+ be said to be the subject of Federal policies. A ,

Y
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' The gnergy crisis is the popularized term relating to U.S. energy sup-
ply and price problems resulting primarily from .the Arab embargo of U,S,

oil imports from October 1973 té6 March 1974, The ‘natural gas shortage, a
pnrely domestic supply problem is also jncluded in the popular use of this
term, as are related developments in substitute fuels (coal, uranium) and
e1ectricity, the derived form of energy produced frdm numerous primary
fuels, .

N
.
L)
>

The Energy Crisis

3

o’
°

a o7

. The, energy crisis, its causes <and results, is perceived in many ways.
.Perceptions and realities often have parents from different.tribes, and thus

. it is highly instructive to examine conventional wisdom. In‘the midst of-

. crisis, there is little real consensus on the essential nature of the U.S.
energy problems of 1973-75.

8!

"

following statements represent the kinds of expressions, sometimes
and sometimes not, that are often associated with the energy crisis:
Jersey Central Power & Light electric rates rose to 3.27¢ KWH

from 1.59¢ KWH between June 1973 to December 1974, This is a

1057 increase in 18 montms.

! The
verified

1.

Electric and gas utility bills rose $9.6 billion jn 1974 while
power consumption rose 1% and gas dropped 4%. 2 thirds 6f those
increases were due to highér (energy) fuel costs.‘

-Long- lines ‘at gas stations during only a few weeks in 1974 threat-
‘"ened social chaos. Consumer frustrations in turn léd to gas _
station shootings, panic buying, and the near collapse °§ auto~ .
mobile tourist-dependent industries and'local economies N
Y

-
»

Some poorer people were acknowledged to have stopped buying
heating oil at its much higher prices in midwinter.1973-74 and
1974~75 compared to prices through 1972-73.

—

‘ .

” A

Electrical heat for houses of moderate iﬂcome people resulted
in $200 monthly e1ectric bills in winter periods of 1973~74 and
1974-75,

\0 a

A) 6‘ R
Prospects "of major unemployment problems in a year or two were
, in sight due to natural gas shortages and the lower supply priority

for major, industrial gas cus tomers. ; <

2

The prospect of controversial nuclear power as a majon s lution

- to fossil fuel shortages has ‘become increas%ﬁgly real in
electric power, industry,

[y

- .

\
B : [ N
Arab sheiks were accused of cdnspiracy;

An unspecifiedqoil company conspiracy to increase profits has
been suggested more than once as a maJor cause 6f the crisis.

J
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10. The Federal Government's optivng for dealing with the crisis
such as through gasoline rationing or 4Q¢ per gallon taxes on
t S gasoline were often regarded as worse than.the problems they
were designed to solve, ' , *
All of these ways of describing the phenomena of the energy crisis are
a familiar genre. The crisis is many things, but the results of it are pri-
, ~marily consumer issues., The ultimate putpose of all U.S. economic activity
(and thus the U,S. use of energy resources) is' largely to.deliver a material ¢
. standard of living for 212 million people. ’ )

‘ Energy problems then are primarily consumer problems; Energy may cost
too mach, Edergy's use affects, the physical environment and public health,
Energy -may be short in the forfis of the particular fuels the natien wants.
‘Energy costs and supplies influence life styles and standards of living. .
/ . .

- ° ’ ‘e
s Oné¢ item'of national consensus to date is that the problems of energy_
are so important and complex that ths Federal Government should decide how -
the igsues are going to be resolved. The basic choices aren't clear yet,
but in spite of the confusipn, the President and the Congress appear head-
ed’ toward some major decisions within a sHbrt time -- during 1975 for certain.,
The laws that emerge may hurt consumers or help consumers, but as in the case «
i of the‘reCentiy revised oil depletion‘aliowance, Congress may act on energy
without really debating the consumer side of energy issues very much at all.
% . . .
How should Congress move on the many issues? Should government impose
new regulations in some areas? Should we rely on market force: and get gov-
ernment out of supply allocations and price setting in oil and gas parti-
cultarly? These are matters of ‘enormous importance for the consumer public.
The consumer interest is clear in this scenario, but consumer represen-
tation to date has been rather ineffective where it has'been present at all.

@
e R
1 v R

hid J
The Historical Record v

4

A short history of events since late 1973 underscores the difficultjes
of providing cdhsumer input fnto energy policy. . :
Prior to the Arab Embargo, consumer interest in energy policy was, to
be indelicate, absent. The conditions that made the U.S._ vulnerable to
shortages imposed by the embargo in 0October 1973 and then vulnerable again
. to the prices imposed by OPEC in Decemb®r 1973 have long been developing.
N\~‘EBvEfﬁment too had done little up to that point. Industry, from oil companieg.
to electric utilities, and a few miscellaneous researchers ha& shown a nodding
recognition of the growiﬁg strains on domestic energy supgriés, but nobody
had yelled "crisis" with force enough to genera;?/action. A

- -

. A ‘ “
A researcher may want to count column. inchds of news priat from mid-1972

‘to Fall 1973, While theére was much press coverfge of.oil in this périod and
President Nixon appointed:the "minor emergy czays," there was no meaningful g
interest in energy expressed by consumer 1eaderz., This time was before the

OPEC countries applied the principlés of competition learned from the Ameri-
can Business Sé&ools they had qftendedlo and the international oil cqmpan}es

: 160 -
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they then hosted. Those ' 'minor czars," now all'but fo %otten, were General
Lincoln and Governor Love, both totally absent from the national limelight .
in 1975. ’

o

PO

The histor§ of consumer movement involvement in energy since Fall, 1973,
however, is a historyof the Federal Energy Adminlst7§tlon and the "'major

w1

czars. / i

The Federal Energy Office was created on December 4, 1973 to implement
the Emergency Petroleum Allocation Act of November 27, 1373. Congress, un-
realistically, mandated, that the Preésident establish an allocation program
for crude oil and petroleum products by December 27, 1973, but, no agency or
even a core organizational unit of an agency existed to publiSh the required
regulations and to implement such a nationwide system. ////i

Phase 1 - Beginnings

!There was no consumer office in the Federal Government capable of
assuring even a modicum of consumer involvement in the crash development of
the new allocation system in 1973. Nonetheless, the HEW Office of Consumer
Affairs, the Bovernment's small, but resourceful, consumer advocate unig,
selected 23 of 23 of the original members of, the FEO's Consumer Advisory
Committee. This committee, since its inception, headed by Lee White,1 for-
mer chairperson of the Federal Power Commission, quickly became the focus of
gre consumer movement's attempts to influence federal energy policy.

. " :
. . / - ) .
Phase II - Frustration - .

Y

ber and January were non-eventful in gpite of the whirlwind events of the
embargo, the allocation. program, and rising pr1ces. The impact o§ the crisis"
became more evident in February, and some committee members complained pub-
licly about their perﬁélved ineffectiveness.: J . . @
No othei formal consumer input of a 51gnf¥1cant naturé into energy policy
developed within the Federal government prior to thecreation of an Office of
Consumer Affairs in.FEO on March 13, '1974.1%  The new consumer,office was the’ %
subject of significant fanfare in an attempt to dispel feelings of consumer )

o

i The early meetings of the Consumer Advisory Committee to FEO in Decem- »

leaders that FEO did not care about consumers. ' <
» ° . . ) . , 4 ?
o Phase IIT - Inst1tutionalizat10n > . ° %,

N . 3 v, e
The New consumer ffice, headed by the author, was the subJect of ‘gener-

ally rave public gtat¢ments. The FEO's press release of March 13 1974 partly

quoted Wilyliam Simon/ Administrator, ) N ' \

v
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‘"The consumer will have an’even more active role in the formu-
lation of agency policy and operational activities," Simon said.

""The new office will initiate research on consumer issues through

- independent and FEQ sourgés, as well as act as a watchdog on con§umer

. intefests. / ) . : ‘ : .
. M B ¢ f ~
.. . "Iite new office will work with FEO's regional and state offices, as :

»well as with other Federal Agencies and State and Local governments
- to ensute cooperation and effectiveness. ’ =

. . ..the new office will participate in FEO's issue meetingg and
P other proceedings to help decide agency policy and direction."

The Consumer Federation of America said in a press release on the same
day, March 15, that ,it "applauds the Federal Energy Office for its formation
of n Office of Consumer Affairs.’ .

7/

Ralph Nader in the New York Timgs March 14, 1974 was more skeptical,

.

"Mr, Sdmon has been criticized in some quarters for having 58 former
0il industry employees on his staff. In contrast he has not appointed
‘any of, the recognized public interest specialists in the energy field

4%?.' to his office."”

Evidently anticipating the appéintment.of Mr. Ricﬁardson,~Mr. Nadexr

. \ said, !'Another person .from Virginia Knauer's office will not suffice
to ‘couiterbalance the heavy weight of oil industry representatives you
\\ have now employed.“ - .

The development ‘'of an FEO consumer office was not the ultimate achieve-
¥ m nt of consumer activism on energy matterls, The Citizens Energy Conference
i ‘mid-February in Washington was largely attended by persons not remotely ¢
pant of the consumer movement. The spectrum of public interest groups in<
cluded urban, environmental, ethnic, poverty, and assorted others except for
the traditional consumer groups, The conference had no subsequent reincar-
nations, But instead indicated that much,of the consumer concern with energy

- economics’ an% politics was outside the consumer movement', v
. The life span of the FEO/FEA 'consume‘\office was not particularly event-
A ful/ While it waged ‘a quiet war within under Administrator John Sawhill,
Tt roduced no visible changes in policy In carrying out_an assignmert to
an 1yze subs;antive consumer zssues it fprwarded memos; on yarious subjects
' that were not made part of the pubiic record, N ‘ )
’ v . . . | e
The re1ationship of the consumér office to the consumer movement was
. perhaps typical of the covért relationships of consumer office staffs in the
Nixon Administration with th public. Informally, the dialogue waSMActive,
but internally the consumer ices had to demonstrate(agency lqyalty to
Administration policy. The official public, statements of the'FEO consumer
staff fell somewhere in between their expressions in informal dialogue and
- their internal agency stances. sThe system works well in spite of the sleight
. Yf hand in varioms dialogues because constimer office Staff is rarely so pub-
. ic1 visible that it is called upon to be consistént with all of its inter- /W
\
\

. . and éxternal publics, \ )
© - N U ' \ \
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e consumer movement, especially members of the Consumer Advisory
’ Cpommittee, FEO, in effect had created a consumer office through public

- ressure. The office was to represent consumers, including the Consumer
Advisory Committee, in policymaking. Essentially, the process of working
./with the public had the following characteristics: i,

-

l. The traditional consumer movement organizations had little direct
impact on the positions advocated internally by the consumer
office. The  indirect influence consigted primarily of the fact
that the fundamental ideology of the movement and office staff
were the same. The movement did not have a program to explicity
.ajvocate to FEO and consequently did not prove useful in develop-

+ ing the technical rationale of defensible positions for the con-
sumer office's 1nterna1 bureaucratic advocacy activities.l3

2. The office.obtained assistance from general interest. citizens
groups other than consumer. The variety of these groups is self-
evident” from their titles alonel® and included substantive issue-
oriented individuals and groups as well as persons concerned‘ -

' with government procedures in the dealing with the public.ls

Part of the concern of public interest, Including consumer groups in
this phase of the enrgy crisis was oriented to the accets and procedural
problems with FEA and immediate consumer welfare issues. The consdmer wel-
fare as?.cts included the suddenly higher cost of electric power for cus-
tomers in electric systems dependent on oil-fired. generation, the rising
costs of heating oil and propane, and the price of gasoline for commuters
among others. The welfare focus differs significantly ‘from attempts to in-
fluence general policy-making in that it is directed toward alleviating the
impact of past policy decisions and market conditions. The policymaker
increases prices. The welfare analyst proposes fuel stamps, tax rebates, jand
emergency set-asides of cheap fuel to help those persons particularly dis

. jadvantaged by the policy that orig;nhlly increased the prices in the market., 18

; 7
The procedural issues that commanded so much of the attention of consumer
and public interest groups were multifaceted, Many of the incidents wkre
reported in the press in an effort to discredit the government's integrity
and raise the spectre of conspiraties against the public interest. While the
government's credlbillty often was justifiably criticized, one of the un-
desirable effects 9f such highly visible .attacks on tlfs "Devils" in Washing-

* ton was to cause the public to think the energy crisis would be largely
soluable-if* the crooks,were just purged. The rising profits of oil compan-
ies, WaQergate problems of President Nixon, rumors of withheld supplies of
oil, numbers, of former oil executives working within the Federal Energy
Administra ion1 "and o'ther influences certainly were suspect in the public.
view, ’ '

Congressional and press interest teaded to parallel the themes of con-
sumer welfate and bureaucratic deafness to the public jnterest. Few report-
ers, Congressional staffers, and members of Congre?% exhibited much famlli-

» arity with the complexities of Spbstantlve energy policy. issues.20 .
1 7}.) )
. o LN .
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Phase IV - Falling Out ) ) N

of Consumer Affairs was merged with the 1ong‘dormant FEA .
The August controversy sur-

The Offic
Office of.Special Impact in mid-August, 1974,
rounding the, former consumer office was’acute and conflicting pressures on
the new office from the Administrdtor of FEA as well as the public, press,
and consumer groups have influenced the directions of the new office.
. _ ly, the Office of Consumer Affairs and Special Impact (OCASI) withdrew from

, liasion from consumper and public interestygroups in favor of a self-directed -
program of its priorities. OCASI has probably achieved more tangible

4

Large-

and measurable res CA did by this new coursg.21 o
/ 4 N . +
OCASI's mission béEame further obscured by changes of Presidents and
the rapidly dis%gtegrating influence and exit of FEA Administrator Sawhill
as Energy Czar. OCASI inherited the administrative responsibilities of
OCA for the Consumer Advisory Committee (redubbed with the easily forget-
: table name of Consumer Affairs and Special Impact Advisory Committee --

. CASIAC!) The consumer committee has since largely repeated the frustrations ,
of the early history of winter 1973-4 in the form of numerous unrewarded
resolutions demanding it be taken se;j.ously.2
! . . -

No other institution® outside FEA have Yreplaced dropout OCASI as the
government, consumer energy ear nor have the public interest groups interested
> in energy changed their composition or thrust as the voices of the citizenry.

The interface of consumerism and government energy policy has largely stabiliz-

4

2

V4 ed at & near historic low ebb,

‘u_/ g
v . . .

History's Lessons .

-

The current status of the consumer movement in the energy crisis is a
v subject for theologians morae than social scientists., The consumer movement
is present more in spirit than in body.
. o
The high points of the situation are worth mentioning, however, because
, "there isn't a total vacuum. )

[

3 ., o
b. A Citizens Engrgy Platform covering nuclear, environmental,
problems of m¥norities and a diverse package of issues has
PO + been put’togethgr by a w§§h}ngton-based coalition of activ-
. , ists, mostly not ‘traditiona}l consumer groups.24

The Consumer Federation of/America has been notably active

= 2.
on natural gas deregulation. It favors continued price
ceilings. ( . )
“w i . N
. - 3. The National Consumers Congress has begun Yeporting its'
views on energy in a substantial way through its newsletter.
4, Several lawsuits involvihg the ‘Consumer Federation of

4 America (CFA), Consumers Union and others on subjects such =
as two-tier pricing, propane overcharges, and the Fed-

. eral Power Commission's emergency gas sales have been sig*
, -nificant and sometimes ‘successful.25 R
Q o . 164 : ’

ERIC S - | | : .
,MEKVE o 1}7(3 ’

. «d

.




I

'pdtential that have not jelled into a political voice.

v 5. ‘There has been a groundswell of state and local groups
) interested in electric utilities -- rate qiestions and' ~~
N nu¢lear ptants in particular -- who dre not connegted
’ with the consumer movement's national organizations., ,

The consumer movement has aptly demonstrated its severAdl key recurring
problems in energy since 1973. First, it doesn't have a rg¢cognizable pro-
gram on the Subsfantive issues. While CFA and others hayé passed many

esolutions and developed the Citizen's Energy Platform, these statements
do not offer complete alternative programs for implementation by Congress,_
FEA, state governments 26 or the Pres?dent.

The basic reason that there isn't a consumer energy program is because
of a truism: no organization has done the necessary thinking to create one.
The issues are complex. . The tradebffs arg seen as so painful that they aren't
made., Instead of compromising on energy growth, prices, and environmental
costs, for example, it is easier to’throw‘up one's hands and demand all: low
prices, plentiful supplies, and clean air and water. v

A secord problem of. the movement is that it gets too involved with pros
cedure and makes the.right to be heard the primary end in dtself. This is
not to say that much can be accomplished without consumer offices, advisory
councils, and full disclosures by Federal agencies. It hasn't so far. It
1s very true that there,is no one listening and responding significantly in
substance in FEA, the White House, or Interior. Virginia Knauer's office
has not one pérson who is an energy specialist and FEA's OCASI.is bureau- .
craticly isolated. Consumer advocates can be and have been led to mumbling
and grumbling about their lack of access; g0 much to the extent that they '3
appear to ignore the substance of their purpose: nagional energy policy
questions,

.
Y L]
-

The third and most unnecessary problem is that the consumer movement *
has not unified scattered forces into a recogfiizable voice and force on !
energy policy matters. _There are” four levels of public spirited activity or

l. The national consumer organizations. ) N
2. The national public interest groups with similar interests to
consumer groups. Environmental- groups' concerns with electric
: utilities are nearly identical to those of consumers.2/ ’
4 "
3. ,The state and local activists interested in prices_of fuel oil,
rising rents due to heating costs aand in particular electric
utility rates. -
& . "
4, The 997 of the prlic that is féeling energy crisis impacts, is
impatierit with 'unresdlved political debate, and has nothing to
do with any of the above three levels.
The first problem -- substantive analysis -~ 1is not easily resolved N
even if it is ubviously beneficial to thé purposés of consumer organizations.
Should consumer platfurms develop, problems of organizing consumers behind
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them and impacting on the government would be made presumably much easier.
Intelligent leadership by some consumer leaders with the answers isn't simply
going to ®dccur through positive thinking alone. Perhaps, for example, the -
consumer movement suffers from ‘the fact that the fledgling consumer educa-
tion movement hasn't had the time to produce the consumer professionals,

. consumer leaders, and enlightened citizens who could lead it, the consumer &

- movement, to effectively help solve energy issues for.the public good.

” Certainfy, too, energy is mnot the only issue area ithere the consumer R

-movement has not so far succeeded in influencing national policy. ‘

”,

Complex Issués Still

) |
Lest consumer leadérs and -educators think that:the issues in &he,energy
crisisgsare fairly well defined and that resolution of these issyes\is merely
a matter of deductive logic. a look at those substantive issues should dis-
. péll the notion: . . ' ' .

1. The Oil and Gas Journa& (March 24, 1975) reports U.S. oil produc-
ing areas are posting record high prices. Dbmestic prices ‘have
hit $12 per barrel. Gasoline prices too have started riging after
months of steady decline.” All of this is occurring.during a
literal supply glut, which cconomists would say should further

. deptess Prices or not allow them to rise. (Oil and.Gas Journal, ¢
' March 24, 1975, p. 20; March 31, 1975, p. 52) -

*

T e 2. Environmental Action (March 15, 1975) réports that liquified
” ’ natural gas -- imported gas which some hope will solve domestic
: &,i; shortages -- creates potential for qocidents that is literally
!/ * * beyond belief. The Federal Power Commission said in 1974 that a

single serious t&mker accident could kill or “severely burn’ 807,000
people in New York City, according to the magazine. ) -

3. Nuclear power is another very real proposed alternative 'to oil and

gas costs and shortages. The proven U,S. reserves of U30g contain .
an 8 year supply at current projections according to the Atomit

Energy Commission (now the Nuclear Regulatory Commission). Forbes,
January.15, 1975, points out the potential for rising prices of

‘ U308 and that U.S. dependence on foreign sources is potential for

\  another international cartel similar to the orgapizatiofh of pet- .
g LT _roleum exporting countries (OPEC). .

( 4. “The Economist, March 7, 1975, claims a growing world glut of
' oil is destined to lower world prices very soon. Since AlasKan
! g . oil (per barrel) will cost $1.25, Azab oil now costs 10¢, and
. ' Louisiana offshore production is costing under, $4, the .fall in
- j o prices could easily.wreck OPEC, cause prices to go to $5 or less,
‘ and abruptly stop the)energy crisis altogether. o
’ N ) ) :
‘ ’ 5. % The U.S& is entering soon into a major oil conference with other
6nati?ns, already agreed in principle that the U.S. should hold A
N domestic and dimported energy prices up. This is to be -done so
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that oil companles will invest money’ to.bring in new suppFies *
. which %hould bring pr1c€s down in the lohig run. Mr.-Kissinger /P
has shaped thx\ U.S. policy now called ‘the "Safety Net": a
? floor- on prices de51gned Yo be highs enough to cause prices to

. . be low. . \ . ) . . .
. . ‘ .
. . .

. In summaryg‘khe consumer movement would be expected to represent con- oo
sumer interests in nytlonal\Energy pol1cymaking The stakes for consymers

bre quite high., The issues are complex and many of the realities and facts

are still not clear. In overcoming its present_ shortcomings as the effec- -
tive consumer voice, research into Substantive issues and then the develop-
ggnt of.positions on those issues is the difficult; necessary first step.
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. : ) Footnotes
e ‘ ‘x. ’

1. John I'. Kennedy., Message to the Congress, March 1962, This right to be

. gg heard {mplics that consumers not -only will be heard by business, gbvern- .
] ment and other institutions, but that thpse organizations from time to '
time ®will listen and possibly cven respond with actions favorable to
consumers.

*,2. "Voluntary Consumer Organizdtion,' an unpublished listing periodically
updated by the Office of Consumer Affairs, Department of HEW, Washipgton,
D.C. 2020l. VNo definitive list of suqh organizations is recognized
universally in thﬁ/}zterature nor can it be because of the constant

. turnwer of suc tional, state,kand local groups.
3, MNew York f/mes Marcn"S 1975.

-

’ ' -

4, - Thid, .
~ . X .
,/’/// 5. Winnebago Industries, for example, the leading maker of recreational .
~ vehicles, saw its common stock drop tq SZ of its former price at one

point in 1974,

I
: -

6:; An editorial in, Today s Sunbeam newspaper, Salem, New Jersey, March 24,
. 1975, says for example, “"One's gorge rises at allegatiods that fraudu- |,
lent Qll\ﬁupply.schemes may* have cheated Amerlcan consumers out of ©
. billions .of doRars. As many.Salem Count1an§ suspected at the time,
those oil tankers weren't cruising back dand, forth in the Delaware
N §Iver in late 1973 heavily laden in both d1rectipns for the fun of it."

.
’ °

7. ‘stabreement on this p01nt comes from some quarters. " See Charles F.

Luce, "A Battlc Plan to Beat the ‘Energy Crisis," Réader's Digest, March
1975. Luce is a 1ead1ng electric utility executive., - . " oo

-

»
te

8. Congressional Record, primarily in February and March 1975.

o

- 9. Robert A. Anderson in writing "The Fnergy Crisis", just yrlor to the .
Embargo in the conservative opinion quarterly, Freeman August 1973
¢ " wrote forcefully against government intervention in.the atmosphere of
. cfis1s he saw _RE~oach1ng 1n thé (0.5, . S . aa
. \ ~ L
10. Sheik Yamani, Saudi Arabia s chief 0il negotiator is a'Harvard Graduate.
11, William Simon, December 1973 0. April 1974; John Sawh111 Apr11 to
November 1974; R®ers “Morton, November and December 1974; Frank Zarb, -
+ December 1974 to date. Mortan, Secretary of Interior never was influ-
. ential because unlike the other thrée, he did not serve as Admipistra-
N tor of the Federal Encrgy Administration (until June 27, 1974, FEA was «
the Presidentially created Federal Enengy‘Office.). *
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. 12, The Department of Health, Education and Welfare is the bd¥é;ucratic

) location of the Office since July 1973, "Its head, Virginia H. Knauer, -
also Special Assistant to the President, %ives it the role as consumer :
advocate within the entire Fedegal system. The Office normally has had.

a staff of 50-55 since 1973, but the vast majority are involved normally o,
in administration, public relations, publications,” and complaint hand-

ling fung¢tions rather than policy matters.

s

»

' - 9

13. White, still chairman of FEA's successor Consumer Affairs and Special
Tmpact Advisory Committee, is a Democrat and heads- the Energy Task
Force—yf the Consumer Federation of America. White is outspoken and -
a leading critic of Federal epergv policy. His appointment was only.
one of several that fade the committee membership unusually credible
to the consumer movement. ‘ ’

14. Virginia H. Kodlier's Office had loaned several staff members to FEO
Office of Gasollﬁe¢kationing Plannjng. The Rationing Office disbanded
‘ on April-12, 1974, ° A ‘
<. 15. The office failed to identify means of gaining significant assistarce in
’ its mission for a possible number of causes. Substantive energy issues -
- are quite complex technically. Outsiders often don't know subtleties of -
. the bureaucracy's policy games enough to be useful., Policy is often |
decided in-a great haste before outgiders cap be consulted. The consumer
' ' *movement doesn't have the expertise or personnel of amy sort to estab- PRI
1 " 1ish the working liasion necessary to effectively lobby or influence ° .
_policy. The office may have misread consumer movemerit priorities and
thus failed to interface at the right moments on the issues of concern .
to consumer leaders. )
. 3 . N
16. Outstanding amounts of assistance came from the Center’ for Science in
the Public Interest; Lobel, Novins & Lamont; National Urban League;
¢ Environmental Action Foundation; Movement for Economic Justice; Center
| for the Study of Ré%ponsive)Law°and-Cpmﬁbn Cause. Consumer groups were
. not-tofﬁlly absent, of course, but were relatively'less‘importantn_
N o - - .
> 17. Too much emphasis was procedural in the viéw of the author. The Office o
Q . * also at first spent too much time complaining it wash't consulted rather
o than demonstrating its expertise and thus why it ought to be consulted.
‘In any event,* REO 3id not seek consumer movement leaders views of a
5 . substantive nature through its.consumer Office at any time/as {t had
N . . originally stated was tile purpose of the office. :

18, OEO, now Cbmﬁﬁnity Serwices Administrationp has two excefllledt publica-
‘. tions on this subject from a government perspective: Cqping With the
‘Energy Crisis and The Great Energy Crisis of 1973-74: .

“« v

*® ' . ~
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"22, Sawhill's decline “is objectively .seen by the British weekly, The Ecgoomist,

: H
'

719. ﬁast notable was the arnouncement by Czar William Simon, that 54 then,

69 persons with former energy indhstgy connections were in professional
and policy level positions in FEA in early 1974. Most criticized in,
various Congressional hearings was Robert Bown, a Phillips Petroleum
executive on a‘one year leave with the government, who had been an impor-
tant figure in January 1974 in the development of regulations under ‘the
Emergency Petroleum Allocation Act (see Washington Star News, January
1974). Another notable figure until March 15, 1975 was Assistant
Administrator Duke Ligon, formerly with Continental Oil, Later, the |
subject of bitter Congressional debate in Fall 1974 Senate confirmation’
procecdings as Assistant Administrator was Melyin Conant, formerly with
Exxon Corporation, Conant, whom this author regards as the'glost creative
thinker at high policymaking levels in FEA in mid-1974, by all evidence
will be a sorely missed public servant when, as he indicated openly to,
the Senate, he in some likelihood returns to the petroleum industry.

(See Problems in the Federa¥ Energy Administration's Compliance and En-
forcement Effort, General Accounting Office, Washington, D,C., December
6, 1974, for a more analytical view of FEA's failings as an allocation *
agency. ) i

»

20. Exceptions were and continue to be Edward Cowan.of the New York Times

aad staff reporters of the Economist (London) in the press corps.
Senatprs Hubert Humphrey, Henry Jackson, Russell, Long, and Howard Met-
zenbaum exhibited comprehensive grasps of energy issues, although they
did not aften come to the same conclusions.

21. oca$1 has begun its own regional public conferences and is largely
* responsible for FEA's announced intention to fund studies of electric
ut111ty rate structures (New York Times, March 25, 1975). OCA on the
other hand did flot conduct programs and assisted successfully in only one
ma jor funding,prOJect now being completed in the Paul Douglas Center,’
non-profit research afﬁilkate»of the Consumer Federatiqb of America.

i

September 7, 1974. Sawhill was criticized by oil lobbyists ‘as too aloof,
by consumer advocatés as unfair, by Federal government insiders, as a
poor manager, and by his chief bureaucratic rivals as uncooperatlve."Saw-
hill openly disagreed in public in October with official White Hous

views, was removed, and in departing gained new allies out of former
.critics in the environmental and consumer groups who now agreed in his
view favoring conservation as ‘the most desirable energy priorlty through
1978-9. Sawhill's grasp of substantive issues, his academic openness,

in public mg¢etings (a Ph.D., nomist and former Assistant Dean at New "
York Mniversity), and his 1nte11ectu91 honesty and non-negotiable posi-
tion on tHe issue of conservation were not his oply strengths as Czar..

'
»
) ’ . v

23. Transcfipts of committee hearings are available for viewing at fEA: o

‘\Washizfton D.C. 20461. . 7 :
, S ’ . .

24, Available for §1. 00 from National Consumer Congxess; 1346 Connecticug
Avenue, N, w., Washlngtoﬁ D;C. ' ) .

25. \\ee-gll ggg Gas Journa1,1March 24, 1974,’p. 37.
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' 26, ‘the Council of State Government's Natioral Governor's Conference has a o
I ‘national energy staff. Louisiana, among other producer states, lobbies
| . » in force at taxpayer expense quietly with producer organlzations ~- the
1 multinational oil companies, in patt%cular. ’ .
E 27..'Environmenta1 Action issues”in recent months are sufficient ,proof of .
* ) - 'this point. - _ ‘ #
| 28, It follows then (sic) that the higher tie pfice, the lower the prices .
' :‘ (‘ hY .
: . 3 - ? Y '_
< v N ! ,h ¥ © . b) . ’
> .\ﬁ v K ) . ! \ . \_'- *
L B J .
‘ '%f,g ‘\f c . . .. - .
) W’ - E ) ; o
) .;/ . \ , °
.‘ > ’ 3 : " - ‘
) .- . . . !
o, o . . ‘
€ s " .a ) "» (-4 ‘ . 3 s
[ - -~
. Y "{ A .y ® &
. - .; . . » ° ) - > .
. ) : J - .
-a . ] o N '
. 3
v 4 »
4~ . g . N
. ‘R ] o - . R . N . e .
| | L
’ ' S \ o ; -
. _ . ..
L3 - N -
. . ) o .
‘ < ’ “ ’ . \ ‘
- . P - 4 ¥ - s AQ'A . A ) .
\ ) " -
\\ , >
- - v Y ' _ ~ L[] . :
2 " i - w";- I R oy
* . . . 171 - " ” .
. Q . . <L .
ERIC- / . 183 . .
o . s 5 )




‘ . ABSTRACT ,
" ' THE CONSUMER'S REAL NEEDS
: “Sidney Margolius

, . Author .
s : Syndicated Columnist

#here are no more important and urgent needs than those of .the '
consumer. The consumer's problems a;é the nation's problems, and the
waste of consumer resources that have become so‘flagrant in our time,
has been proven to be the waste of the nation's resources, and is respon-
sible for many of the energy and enbironmental problems and the teetering
! inflation and recession, 'that plague our country and frighten our people
*today. Much of the purported consumer protection falls short of the *
Consumer's real needs. Our gains mostly have been some lessening of o
. deceptive selling methods, some reductions in product hazards, and slow
but useful reofrms in the pricing and merchand151ng of nresgrlption
. drugs and over-thegcounter medicines. But effective cdonsumer protec-
tion has been almost wholly absent in defending the_public against
the real problem of the day -- the relentless inflation which has al-
ready seen a transfer of billions of dollars from consumers to the «
pockets of oil companies mining.-companies, banks, and fopd processors.
The rise in [iving costs actu®lly has w1ped out all the wage gains made
» bry the average worker 1n the past seVen y%ars. ’

. Q

>

There are six overr1d1ng problems :oday bn waich consumers need
" strious help. These problems are: “1_.-- The high cost of food.. “As 4

- you know well enough, food prices have ‘gope up 72 per cent~s}nce 1967 RN
. . . and 9 per cent just .in, the past 12 months. * P
* . ¢ ** *
2 -- Booming medlcal costs and 1nadequac1es of present private ) .

medical insurance, causing real anxieties in many families and’ encourag1ng
high-pressure’promotions of low-value insurance plans®seeking to capitalize .
on these.anxieties. i t ‘ ‘ . ‘s

L ] N -

v . N ¥ > °*
-

3 -- High housing and opefat1ng costs, xupluding mortgages of 8 to
9 per cent and a ‘mation wide increase in fuel oil costs of 107 per cent T
since 1970, utilit® rates of 50 per, cent, and 16 per cent 4dn the past

twelve months alone, with ' more to come. °
s 2 ! '
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4 -- The w1despread effects of high interest rates, ‘bpugled with
collectlon laws stackéd on the side of the sellers,, These.h'gh rates
affect consumers diréetly in financ1ng homes, cars and other needs, and
also lead to high property and other taxes as government and municipal
/ agenc1es also,pay more on their borrowings.

5 -- Serious quality.problems which ‘have led to high repair cpsts .
espe 1al1y for cars and household appliances, -agd which even create
safdty hazards as shown by the investigations of, the Commission on.Pro-

/ duct Safety. e lack of quality standards, and the further deteriora-
} ‘tion of quality’'in a period of inflation, has caused an increase of ‘
I complaints. -~ about furniture and clothing now as well as cars and i' o

" appliances. i -
l 6 -~ The big jumpiin costs of car ownership due to the’increase in
gasoline prices, plus ther lofty prices of cars, the dlready high cost
of auto 1nsurance, and the, bigalncrease in charges for maintenance and

- v ‘

repairs. ” ' . v o3

~ [ . '

’ S -- abstracted by Karen Hull . }°~ | o
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. REMARKS BEFORE\\;.‘I.‘HE . -
. . : . l
® o AMERICAN COUNCIL ON CONSUMER INTERESTS
, - Roger D. Colton )
‘ i ISU-ISPIRG -Chairperson o
7 . Iowa State University i \
. Good mormning. The consumer movement obtains its direction from many

different sources, The driving source of ISPIRG's philosophy also comes
from different sources. Two people, both of whom could be considered
philosophers in their own right, have given impetus to the PIRG movement
in general, and tg ISPIRG specifically. . T -
Co About eighteen centuries ago, Plato could well have been speaking

.to the consumer movement today when he said, "Act or be acted upon.'" A.

man of more cohtemporary nature, Ralph Nader, also addressed the consumer . .

movement, Nader said, "In the marketplace, those who are organizéd get = . -

their way, and those who abdicate, delegate, br vegetate, get -taken."

2 . L9
ISPIRC has taken these two ideas and synthesized a wide based program .
for the organization. In short, ISPIRC has taken the two ideas and developed

them into the working philosophy '"Orgamnizé to act." .

~

ISPIRG is part of a 1afggr PIRG movement across the nation. There are
currently overézp PIRGs, Public Interests Research Groups, across the °
country. There are alsp two PIRGs in Canada, one in London, and two in ' |

Australia. Natjonally, the PIRGs have a combined budget of over $1.5 - .
million and involve over 500,000 college students. v
’ )

Although ISPIR& is not one of the larger PIRGS in the country, it is  _
one of the.stronger. Over 10,000 students support ISPIRG. each year. The 7 ’
Iowa-PIRG hi seven,staff peoplé on a budget of less than $40,000 a year.
When asRed how an organization gapido that, I always try to explain that
advocacy for the public interest is not merely an ogcupation or a profession,
it is a lifestyle., People work for ISPIRG because it is the "right'" thing- ~
. »to do. X ; ,

»

] i . «
o

. L Thrgeapf our stuff people work as fulltime lobbyists in the, Tewa legis-
iaturg.-'Thése staff members receive back-up support from 35 part-time

186




.
-

student lobbyists. Sometimes we are accepted, and sometimes we are not.

.One day I was having a terrific argument with a lady about whether
Iowa should..have an open-primary system based on a similar system in
Minnesota. After becoming increasingly frustrated, the lady finally
lashed out at me saying, "Your're just one of those radical Democratic,
student activists." I plead guilty to all but the second. I'm not a
Democrat, So I gueSS that leaves me as a ''radical, Republican, student
activist."

We radical Republicans in ISPIRG concentrate our legislative efforts
in seven basic areas, These include environment, energy and transporta-
tion, land use, social services, goverrment reform, housing and consumerism.
I wish to concentrate today on these last two areas.

Consumer credit has been one of ISPIRG's high priorities. The Towa
legislature last year debated and finally adopted, the Uniform Consumer
Credit Code (U-Triple C). It was more commonly called the Iowa Consumer
Credit Code (I-Triple c¢). Although ISPIRG had a person working full-time

lobbying on the Consumer Code, we won many battles but lost several, too.

ISPIRG successfully lobbied for the prohibition of flipping practices

‘in the state of Iowa, We lost the battle to significantly limit the use

of deficiency judgments in Iowa, however. The most heated battle was over
the use-of holder in due course. The battle ended in compromise. A

" vetailer now ctannot sell the contract for a period of thirty days.

Another significant area in which ISPIRG has worked is in the area
of landlord-tenant relations. Last year, the Iowa legislature, under the
prodding of ISPIRG, passed good reforms in the area of damage or security
deposits, Under the old law, t ts had the burden of proof to prove
that no damage had occurred if the landlord withheld the deposit. Under

the law, which went into effect last July 1, the landlord has the responsibil-

ity to prove that damage had happened if he is to withhold the deposit.

This year, ISPIRC is lobbying for further reform in the area of tenant-
landlord relations. ISPIRG is supporting the adoptiom of the Uniform Resi-
dential Landlord-Tenant Act, more fondly known as URLTA,

ISPIRG is lobbying for a better provision of services to Iowans., One
specific item in this area, is the hearing aid legislation. ISPIRG received
what I feel is its biggest compliment when the Iowa Senate considered the
hearing aid bill last session. The bill was scheduled to be considered
on a Monday morning. However, on Friday aftermoon), it came to floor of the
Senate for debate. Now if you know the Iowa legislature, you know that
nothing happens on Friday aftermoon. Usually nothing happens on Monday,
Tuesday, Wednesday, or Thursday aftermoons either, but nothing is supposed
to hdappen on Friday aftermoon. But the hearing bill came up for debate.
All of the ISPIRG lobbyists had retreated to the state office to catch up
on some long over-due research efforts. But one of the Iowa senators
stood up and said, "Now look, we told ISPIRG that this bill would not be
debated -until Monday. I suggest we defer consideration until the ISPIRG

>
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lobbyists ire present.” The Senate Lgreed and voted to defer cousideration.
Ne darea in which more and more consumer advocates are becoming con-

cerned, is the area of utilities. In Iowa, the Iowa Commerce Commission

recently ruled that utility companies can nd longer pay for promotional //

advertising and then pass those costs on to the consumer. It makes no

sense, when the country is trying to develop a conservation ethic, to have

utility companies advertise to promote consumption. Fortunately, the

) Commerce- Cormission agreed, and told Iowa utilities that if they were to

advertise, they must pay for it out of profits.

¢

, .

I can 5o on and on with djfferent consumer legislation that ISPIRG
has supported“in the Iowa legislature. Nursing home regulation, child
care facilities, property taxes. . . but I would like to close with one.
[his legislation has great meaning, especially in the state of Iowa.

. . ‘ y

ISPIRG has a staff member Yworking on the bill which would prohibit
corporate farming in the state of Iowa. The coalition with which we have
been working cin be described by only one word, 'Weird." You fihd a
student group working with the Farmer's Union, the National Farmer's Or-:

N ganizitiongs t'ie Iowa Grange, and the National Catholic Rural Life Confer-
ence. And vet every group works as equals. : N )

. . ' .

Jue to these efforts, the legislation to prohibiF corporate farming
iu Iowa was introduced in the Iowa House of Representatives with 72 co-
sponsors. Tiis is significant when you realize that there are only 100
members in tue llouse. The bill was recently adopted by an overwhelming
vote in the Youse. . ‘ : "

ISPIRG s gounique type of organization in the state of Igwa. ISPIRGers
are a2 unique tybe of people. 1 guess there just aren't a lot of hard-core
rabble-rousers concerned with someoge else's interest around anymore.

Thank vou for inviting me to speak today. - o

* - o
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‘\ CONSUMER ACTION PROGRAMS

Barbara J. McCandless
Assistant to the Secretary
Department of Commerce and Consumer Affairs
State of South Dakota
Pierxre, South Dakota 57501 .

\

f

Ve

/ o |

On July 1, 1973, the department of commerce and consumer affairs
truly be§ame the consumer office for the state of South Dakota. On
that date the various consumer programs associated with state govern-
ment were consolidated into one department. And that's what I want
te talk about this morning. ’

I'm sure you are aware that many states, about 20, have reor-
ganized their executive branch of state government. ,South Dakota ‘.
streamlined its executive branch twq years ago. Formerly, about .
180 boards, commissions, and departments were each responsible to
the governor, who in our state has one admihistrative assistant.
Today, there are one staff and 14 line departments. One of those line
départments is the department of commerce and consumet affairs.

. The department contains the following divisions: banking and
finance, consumer protection, human rights, insurance, .and securities,
as well as the Athletic and Racing Commissions,and the Electric Medi-
ation”Board, which will-soon be abojished. (See organization chart
on page 179 .) 1In addition the 20 professional and occupational
licensing boards (soon to be 22) and the Public Utilities Commission

- eport ounly to the department. In other words these 21 boards and >
ommissions perform their own administrative functions. R

Il

. The division of consumer protection contains 4 programs: *con-
sumer protection, heavy scales inspection, retail inspection, qnd
mobile home safety. The newest pfoéfam to become part of the division
is the office of consumer affairs located formerly®n the attorney
general's office. It is the responsibility of that program to receive
and forward to the appropriate agencies of state government the com-
plaints of any citizen of the state relating to consumer affuirs. _ This

is also the program that administers the licensing of peddlers and
- i |
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L the doer T oscncewen and women that

$ - oaciters.. Moseo =to=d operate

in the state are covered by that i,  Also, all peddlers and solicitors
FUaT Tealsiel w1t the sheiitloof the ceants loowhaeh they wich t

gel . Che ¢oasuer protectipn prograR 1s aiso responsible for the

wut reerent U Lhﬂ)\-rv,‘txv- trade Practices Aot passod in 169,
Hiroalights ot that Art o are the “foclarvatyon ot ilJesality of the oid
girmiick L bait and switch, deceptive advertising, aad eny of thé nany

advaresing and sales 5immickrv that fall oetween these two offenses.

In addition to the division's main offisce in Prerre, the state capriod,
we v, o« tield it 1n Sioux Palls, ehe statd’s Targest citv, vhere
many ¢ sumers Lile therr complaints,

Lony

abe Hram that's heen in peration in South vakora for
~Toears s sihle for the prevention »f misaabeling,

a number

respor misbravd-

. - t .
17, and adulteration of food produgts, petroleum products, paints
and \1‘5, asAwe‘ as the regiulativn »f weights and measures used in
5 ives transactins. YhdLLS the retail inspecti n program, We havye

ret il inspectors JHV test small scales such as those in grocery stores?
f v dcogragy. kh\Cn to see that foods are not mxbbraﬂded as well
as to sed that packagses contain the weights stated on them, - they

checn the R ‘line pumps in-service stations to see (™t they
M ASUrT Ny 1LLurat(.\ ! -

.

thew

ais
are
A third “rugrdw 1n the d1v1bxon is the Lcstlng and inspection .
Juty scales. We have 4 heavy-dutv scale trucks’ equipped with
and ‘equipment for testing scales. Al tlie scales iw the

f Teaws
test weights

state arv tested at le#st once a vear, scales at lxv;stock auction
markets and th-se f livestock dealers, are 1cstcd thce a year. About
V00 htanﬁ-$calvs aYe tested- annual'x. 5 >

¢ . 2 . .

Lo oL
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erzad“d final program in the” Jivision of consumer pro-

that +f robile homeysafet ty« On Iulv l, 1Q73 coincident«

2l with r. ‘reanizltion of state gGVLrnmcnt ‘a iaw Known as the South
DPakota “‘hilvhqun Safety Act became cffective. Tt requires that

- bile bomes s 1} oin o~ ourh Dakofa must meet minimai health- and safcty
stahdards aad be ia cnwplxancc-thh the Federal standards, ANST All9

In Ther w rds the ~x¢ tz1cal heating, chmbxng, rand constructign

c "vn<fw'%,a\s; meet the subsiantive standardg of the ANST safety code.
Wt Ve 13Shectors in the, field handlxag mobile hpme complaints, per-
forming the negessary inspectibnenf manufacturing facilities and pro- D
Jucts, and seeing that the proper 'seals are placed on these homes
beF\r» they are offered for sale in South Dakota. Lt is- illegal to
connect utriitlcs t» any nwobile héme manufactured after Juiy 1, 19793, °
unless g has. the $eal issued by sthe dxvxsxomu -

LI
-

.- . N -
In surmary 1'd" Tike T emphasjzé that the consumer functions of °

S*;ﬁ?/?ﬂ'rr"ﬂeﬁt irgs locgted primari by in one dupartmcnt .Having one_

w

ral agency k;s -1 casa r for the c~ﬂ<uﬂgn who wishes‘to lodge a L
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REMARKS BEI'ORE -

THE AMERICAN COUNCIL ON CONSUMER INTERESTS ' .
3 2 n SN .
« Cathy Bytts, Director
N Consumer Relations Board
‘ ) Kansas State University .
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The Consumer Relations Board at K-State is inwolved in many of ‘the ,
same abgivittes that other_members'of the panel have shared with you this
morning. The Consumer Relations Board at K-State acts as a mediator
“and clearing-house for qons&mer grievances, and as a source for information
and advice. We provide ‘educational plograms that ggnsitize consumers to
their rights and responsibilities, as well-as to .their role in the market-
place. We conduct research ﬁrojegcg on topics affecting. local censumers,

.« and we lobby for consumer fegislatien on the city and state level. But

all this didﬁ't'happqg-ovegnight. It's the fruit of four and a half years
of continued expansion. o, - .

. [ I .
So, instead of expounding upon the particulars of our procedures for
handling complaints, or our research or education projects and dupli-
cating things that have already been presented this morning, I1'd like to
share with &ou the history and structure of the Consumer Relations Board.
Not that we have the most impressive organizatior, but perhaps we are unique

in that Wwe have contifded to-grew and expand sinte our creation.

. The Consumer Relations Board was concéived by the minds of Bob Flash-

man” (row completing his*PhD. at Ohio State) and eight other students who

" were searching for relevance and involvement. They retognized that students
share many of the problems experienced by other groups of low-income, highly
mobile persons, isolated from familiar markets and service. Also, since
most students are changing their life pattern and orientation from depen-
dence to independence, students are especially, vulnerable to consumer prob-
lems ranging from simple misunderstandings to outright frauds, Flashman
approached the Student Goverhing Association ahd convinced them of the need
for a Consumer Relations Board. They opened their doors with a lat of
volunteer determination 'and $50 for operation expenses, but as an official’
function of S.G.A." ° o

] M ¢

Our ,first steps were slow, cautious, but determined. One sutcessfully
handled qcmplaint, one research problem at a time, we built the credibility
that:has made us a respected part of the Manhattan community. . .

, " r
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When we flrst began .there were two widely held opinfons among local

. businessmen. ‘One, "it's just another student fad -- ignore them and they'll,

go away." And in light of the concurring student unrest, riots, and burn- .
ings that were taking place'on campuses across the United States, some
businessmen looked upon the Consumer Relations Board as, "a radical stu-
dent movement. . . out to destroy the free-enterprise system and every busi-
ness in Manhatta$l' But, we haven't gorie away, even though some businesses
have tried to ignore ‘our existence, Our visibility heightened when a
filling station manager looked out one July morning to find members of
the C,R,B, picketing his station because he had refused to negotiate any
settlement on a consumer grievanc To date, wé havén't closed any reput-
able Manhattan business, but we bave stopped several fraudulant ventures
that not only rob consumers, buf divert sales from honest merchants. In
addition, we have yesolved hundreds of consumer-business grievances that
were simple misunderstandings caused by breakdowns in communications,.which,
if left unresolved, could have resulted in a dissatisfied customer and a
tinted public image as well. , .
Perhaps a more tangible indication of our creditability was our suc-
cess, in obtaining the cooperation of the Manhattan Chamber of Commerce in
establishing a branch offige -+ Manhattan Consumer-Business Relations Cen-
ter. Out physical appearance is modest. We have a corner of a conference
room which houses our files, desk, phone, and a few thousand promotional
brochures. But there is nothing modest about the increasing demands from
the commurity for the same service that we have provided students in the
past. Other lndvcatdons of our progress aren't always as obvious. For
example, recently a business member of the Chamber's advisory committee
in discussing our goals for the coming year, said: "I wish you'd direct
part of your educational programs to making people realize that the.market-
place is a two-way street. Sometimes what holds true for businesses also
holds true for consumers." I'm not sure I've always put it exactly that
way but. « . °
. Since our inception there have been several similar groups started on
campuses across the country. Partially because ?f the distribution 'of Bob
Flashman's book, University Consumer Protection,” many are patterned after
the Consumer Relations Board at Kansas State, Qthers have taken the funda-
mental concept and conformed it to their local needs and resources. In our
own state, boards were started at six other state colleges, three have sur-
vived. What s our secret? I don't know that there is any one answer, but
one important reason in the continuity we have been able to build into our
program,

-

Students by their nature are transient. At most, they are on campus
for 4 or 5 years. It is necessary, therefore, to have within the structure
of any student group a firh foundation to support the program from year to
year as the students come and go., Our support has been the Department of
Family Economics. Even our existence.can be attributed to the foresight
and dedication to the consumer interest of its faculty members such as Dr.
Morse, Albie Rasmussen and Bill Fasse,. who 'built the fire" under the group
of students that started the Consumer Relations Board; and their continued
encouragement for student consumer concern. As a service of the Student
Governing Association, we function independently of the department but
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- faculty members stand ready to advise -when called upen.t The three direé-)
ters.have been master .degree candidates of the Department of Family Econo-
mics, Because of their orientation to consumer problems during undergraduate
work, they were much better prgpared- to execute programs and sensitive to,
the need for advocating policies in the consumer's interest. Also, under-
graduate students are involved with the Board!s activities., They may
receive one hour of class ¢redit in Family Economics. They provide the
CRB with the man-power needed to give each complaint individual attention,
and they benefit from the opportunity ta apply classroom theory to real
markqt conflic;s. No other laboratory could begin to offer this typetof, . -
experience. This semester, we have 20 students enrolled in '"Consumer Re-
lations Practieum."

There may not,be a Family Economics Department on your campus, but
, I am sure there is some academic home for this type. of reciprocal relatior- -
ship, Other groups have found assistance’ from the College of Business, or
Economics. Still-others have found simply one sympathetic faculty member,

My point is: there must be an academic home, to foster the continuity that

is essential to any student endeavor. . ‘

We have also been fortunate in the financial assistance, that the
Student Goverging Assocjation has continued to prowide-us in' futfilling .
their goal of providing relevant student services. Student Senators recog-
nized this as a cause which brought direct benefits to all students. A
random survey conducted for Dick Retruh's: thesis* last year confirmed their
faith, as ninty per cent (90%) of those responding considered CRB to be a
,\valuable service., SGA prdvides us with free office space, postage, phones,,

and a Stdte WATTS line, and a paid director's position, This, with the aid
of the Chamber of Commerce, has ailowed us to be politically independent and,
still provide a free service to consumers. Your set-up doesn't have to be.
elaborate, remember we started with $50. But, if you prove your services
are of value, funds for expansion can be found -- but I'll be the first to
confess it"s not an easy task, I have waiting for me when I return next. - .
week, our yearly allocation proceedings, and the re-education process of a
new legislative body of the service we do provide,

Like any new organization we have experiepced growing pains, But, we
have -advanced from our childhood and are now racing through the awkwardness
of adolescents; but some ‘day soon, like ACCI; we too can say "we're'of age."

The vastness of student interest in the consimer movement is ‘evident by
the record-breaking student participation at this year's conference. More
students are seeking involvement, practical application of their classroom
exposures, and psgggration for later careers as professional consumerists, I
offer the conceptN8f a Student Corisumer Relations Board as a vehicle for*
extending learning beyond the clésq;oom and providing students with the ex-
periences they are seeking, . : ’
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r

Copies of Bob Flashman's book, University Consumer Protection, Dick

Retrum's Thesis, "Students Identification with the Consumer Relations
Board," and other materials explaining the Consumer Relations Board

at Kansas State, are available from:

o
3

Stddent Governing Association . ‘

K-State Union

~

' ,4

o " Manhattan, Kansas 66506

-

\Fnclose $8.50 for pfinting and mailing costs,

.
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. *CONSUMER AFFAIRS CLEARING HOUSE: A MODEL.FOR .-

. ’

. LOCAL CONSUMER PROTECTION

Kathleen' Brdwne Ittig - ° -
. T - Assistant Professor of Consumer
: " and Business Studies ° B o
: State University Gollege at Buffalo )
° . Buffalo, New York 14222 ”

For years consumer educators have(beenurgingéonsumers to register
complaints about products or services with both the merchant or manufacturer
involved and with the appropriate-sﬂvernment agency when fraud is involved.

As Bymers has pointed out, "There isn't anyone operating in this con-
sumer education business who hasn't wished from time to time that he
really knew the extent of consumer dissarisfaction." (2:10)
At the,heari‘g\gs‘1 held by Congre€s last Spring (1974) on th® ill-
fated Consumer Controversies ResolPtion Act (5.2928), the first witness,
Mrs. Virginia Knauer,;Sp%cial Assistant to the President for Consumer
Affairs, labeled consumer complaint handling and resolution as "an orphan s .
in this phase of consumerism." (3:24) While stating that the individual N
complaint is a '"vital indicator of our relationship with the consumer,'
sh€ emphasizeéd that "we don't know very much about the total ¥osaic of

Current'compLaintq." (3:24). . 4

' . N . : . * ’ N

As part of her testimony,-Mrs. Knauer outlined node needs which in
her perception must be met before, the  dptimal method of resolving con-
sumer complaints can be identified. Among the needs she listed was the
need "to refine and analyze proposals for a uniform system for accymulat- | ) .
ing and publishing consumer complaint statistics in order to establish .
priorities” as well as the need "to better define the role of State ahd"
local consumer protection offices and determine the resources required
to play a primary or monitoring role in the development and operation of

complaint resolving system." (3:25) ¥ .

y . toe . [y 5
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"Background E R
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Consumer Affairs Qlearing House fop Western New York was inaqgu?ated .
in Buffalo on February;zﬁ, 1972 as a joint effort of over twenty .(20) N

government dnd private figencies to coordinate the resolution of consumer

. - s




-

154 ‘
domplaintg. The 1m§§{is for establishing Consumer Affairs Clearing House
came from the Consumer Commlttee of the Buffalo Fuederal Exetutive Board
under the’ leadership of the then director of the defunct Western New °*
York Qffice of the Federal Trade Commission, Earl Stackhouse. .

7

. [

Most f the initial participants reprcsented law enforcement agencies
at_ some level of government. Non-government input was provided by repre-
sentatLves from the Urban League, State University College at Buffalo, .
and the Better Bubiness Bureau of Western New York. Figure 1 presents a .
model of the trﬁditlonal consumer compla1 t. settlement system, under which
the consumer cohtacts consymer redress agen ies, on ‘a h1t or miss basis.
.F1gure 2 presents the basic idea behind 'the Consumer Affalrs Clearing
' House which centralizes the complaint handling process.

“ o

’

-

- k4

Consumer Affairs Clearing &ouee was formed for the purpose of maxi-
mieing the effectiveness of the consumer protection agencies in Western— —
New York. + Coordination of law enforcement activities in-the consumer.
fraud area.has been CACH'S major. thrust. Prior toPthe formation of CACH
many of the agencies operated in a vacuum without any associatien with
others working on related problems. This crdated several d1ff1cu1t1es
including duplication of effort ‘as represented by two or more agencies
working to sblve the same complaint because of overlapping jurisdictions
or vague statutes; as well as lack of recognition of serious community
consumer problems because only the "top of the 1ceberg” was apparent to ¢
any one consumer agency. ,For example, twenty separate compla1nts 1nvolv1ng
only one compdny were spread among fifteen dlfferent agencies.

I

+

‘

After three years of operation, Consumer Affairs Clearing House cug—'
rently has the cooperation uf twenty-seven (27) agencieg serving the cdn-
sumer in Western New York. Twenty-four (24) of these agencies are ggvern-
ment .agencies with varyirg degrees of responsibility for consumer p ec-
tion 1nc1ud1ng five city agencies, seveh'county agencies {3,£ou;/ésﬁﬁties
in Western New York, five New York State agencigs and seven “federal agen-
cies. The remaining three are private organ1zat10ns the Better Business
Bureay of Western New York, its subsidiary, Gonsumer Forum, gnc., "and
Newquwer of the Buffalo Evenlng News. Figure 3 presents an 111ustrat1ve
classification of  the participating agencies.

k] . .

Goals of CACH . t

As outlined by Stétkhouse, the Consumer Affairs Clearing House was
established to meet six goals.

4 -

@
1. To eliminate consumer frustration by providing a single
telephone number that a consumer can call to-furnish >

informatian, make an inquiry or register a complaint.
»

2. To imbrove the quality of the resdits of processing consumer
complaints.,

3. To relieve the law enforcement activities of .much routine e
administrative work by providing a Clearing House to
accompllsh the pre11m1nary processing of consumer

complaints. 185 . .
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: 4. To afford the legitimate businessman a redsonable means .
of resolving cohsumer complalnts where no ‘violation of® L.
the law is involved. - . )
: 5. To provide for an effectibe, coordinated effort by law
enforcement activities where a violation of law appears
¥ to be involved, . . _ N

6. To provide elected officials with an additional

) management’ tool which can assist them in resolving . B
. . . problems for consumers of thelr constituencies, (6) .
./, ’ !
i Structure of CACH oo ' N

. T
s " -

t Consumer Affairs Clearing flouse is 1oose1y organized and functions
through mission-oriented committees under, the 1eadership of tﬁe Ghalrmann
Figure %4 is thesCACH organizatiohal chart . . .

» .
The Chairman of CACH appoints bo{h the steering committee and the .

advisory committee, It appearg that the chairman is drrived at ;hrough a

consensus of the participdtingjagencies. The first chalrman.&as the -

: director of. the regional FTC office and the current»chairman is Assistant -

Attorney General in Charge of the Consumer Frauds Bure%u of Western New

York. The Adv1sory Committoe was formed as a citisgn's committee designed -

to oversee CACH operations and verify that compIaints are being propeérly

referregd to the appropr1ate law enforcemant agency. The Steering Com-
mittee lwhich is composed of the chairman. of each of the five sub- commit-
tees: i | v Ce

‘.,
- . . .

Law Enforcement - comsists of a. .representative of each par- .
:1c1pat1ng agency who meet monthly for the purpose of:in-
formation exchange and investiggtion evaluatidn as well

as recommendlng 1eglslat1on and needed education _programs.

/ .

Consumer JPolicy Committee - membership includes citizen,
academic and legal representation des1gned to*rev1ew CACH .

’ \ data for the purpose of propos1ng and supporting 1egisla-
tive actlon. - ¢. S

- 5 .

: 207 . v .
- ’ 3. Educabion Committee - meﬁbership includes both CACH members
and educators, and community organizations; .designed to* »
develop and promote consumer_education programs that
- . complement CACH activities and involve the participating . -

agencies. ) ) ’

) - ’ N -

-

4. Trai ing Comm1ttee - membership consists of representatives
of articipating agencies whose reSpon51b111ty is to plan
. training sessigns -for BBB personnel in order to facilitate
. " efficient and accurate referrals from the BBB to the law - i .
L enforcement agencies; )
. -
5. Operations and Administration Committee - membership
includes BBB personnel who are responsible for the dav-to-
day consumer complaint handling and CACH referrals. S

188 - -

. 200 - | -
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2 Figufe 4o 1 :
Organizational Chart. of, Consumer Affair Clearing House : I

of Western New York
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Operation of CACH
[
Consumer Affairs Clearing House operates’ through the use of & central
phone number (856-7180) which ties into the Inquiry/Complaint System of the
Better Business Bureau of Western New York. The BBB provides most of- the
financial support for CACH aperations as well as the physical plant and
personnel without expecting to dictate policy. When a consumer calls in a
complaint it is handled routinely as a Better Business Bureau complaint ’
which means that the consumer is sent a "Customer Experience Record" which
must be filled out dnd returned before further action is taken. _However, if
the consumer complaint involves food, health or safety, the Better Business ’
Bureau refers them immediately to the government agency with proper juris-
diction for immediate hanJling., Further, if private legal action is pending'
on the complaint or if such actior®is being contemplated by the consumer, - v
CACH will not handle the complaint.’ Figure 5 presents the complaint handling

j The BBB ~f Western Jew York handles an aperage -of 12,000 formali complaints
a year under this systenjdescribed abdve. Dalta on c?ch of these comgplaints is
coded and stored for usg|in.a special|computdr program designed and’operagqﬁ by

Service Bureau Corporatipn of Washing on, D,q., for the National Council of .
Better Business Bureaus.| At the presgnt timT, all computer work id |done in

‘procedure of ConSqut\Afgairs Clearing -Houae, '

*

) {
@onsumer Affairs CW;ZEXﬁg House Data Bank.

Washington, e S -
:'*""?fq A

The CACH dat@-collécted includes the folllowing variables on eagh f{irm:

K]
-

1) Company I,D, n$mber v

2) Compafty name . ) ,

3) Current number|of complaints (monthjy)

4) Number of gomp1aints against compahv as a percent of all -
complaints igainst all companies [(monthly)

s 3) gtal number’ [ complaints for prevfious 12 months °
6) ReYolution of |consumer complaint
--a)  Settled J ’
b) UnsettledJ ’ i
7) Year to dafe (YTD) inquiries about®the firm

N\
-t

8) e of Business . A ' I
9) Report Code . | i
10) * Complaint-type - ;

it should collect more specific data thamis currently utilized by the Natio

The Consumer Affairs Clearing House of Western New York has decided thatf
BBB ‘program and it has theréfore been atten E

ting to refine its ddta classifichitiog

"in some areas. For example, a new set of ¢ mp'laint resolution codes expands

the former two category code.to 14 categories., William Marx, President of
the BBB of Western New York, is hopeful fhat these more specifiﬁ classifica-

tions will be more useful in evaluating the CACH operation.
< N ’ 3
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Evaluation ) '
A SSS .

. Coqsumer Affairs Clearing House appcars ta have had good success 1n
meeting many of the six goals ovutlined above. A° central phone line hqs
been established and law enforcement agencies have been relieved of the:

L. routlne admlnlstratlve duties involved in handling complalnts In addi-
tion CACHH has served as an effective forum for covrdinating efforts by
‘Taw enforcement activities. For example, wheh CACH became aware of .
consumer concern about the false advertising of meat products the - CACH
law enforcement officials called a meeting of retail grocers and pre-
sented an,educational review of the existing laws along with a waruing .
that meat.advertising practices were under surveillance. This effert was
supporﬁed by wide spread media coverage.

¢ ' 1.

Two studies are mvw 'n the final stages of evaluating Consumer '
Affairs Clearing House anc after they are completed mere concrete evatiu-
ative informatior shou'd te avai;?ble One study is 'being done by the
newly formed £rie Couinty Cunsumdg Prottion Commitdee, a county govern-
ment orgeénization cracted 1n1t1a11y fo: the purpose,of evaluating the
2ffectiveness of all. (onsumer'agencies serving residents of the county.
Some of cheir preliminary conclusions will be ditcugsed below. ,The
,second study is a formal rescarch study being condudted by tte author
und:r a grant from the Office of Consumer. Affairs, 'DHEW, "Evaluating
the Effectiveness of Consumer Redress Mechanisms in Erie County, New

-

York" to be completed by July 1, 1975. : .

»

Some aréas pf C msumer Affairs Clearing House do scem to need strength-
ening including oth procedural issugs and philosophical issues. However,
most’vf the procedural issues hinge on the philosophical issues. It has,
been recommended that "consideration shauld be given to the possibility pf
taking over the fupctions of the Consumer Affairs Clearing House by a
public agency suczﬁas the Erie Ccunty Consumer Protection Committee" (1).
Others have recommended that such an operation be housed in the Office
of the Attorney Genera .

- -
“ " -
v

The major issue that has arisen in this regard is .thelack of formal ,
accountability of CACH to Ut;:onsumer c1t1zenry CACH is not formally\?
ies

responsible to any citizeary for its action. Further 51nce the activig
are primarily handled by the \getter Business Bureau, many citizens whe
have negative feelings about the RBB sponsorship and resultantjpro-
business bias or previous bad expév¥iences with the Bureau refuse to use
CACH once they' find out.* Less.than one”.in ten complaints are actually
referred by BBB to CACH.. As pointed out by Brinson,.'the fact that CACH
rcfers only one or two complaints per day to its affiliates tends to
indicate that CACH is not living up_to its full *potential"™ (1). Accdunta-
bi'ity alsc nas implications for- fdndlng. Since the BBB of Western New
York provides the major funding, they justifiably have a veto over CACH
activities that cost money unless outside fuding is available. Further;
nntrol over CACH data an? has been known to

.y 1 -

! L
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. ¥ ) ’ ‘
request a formal supeona from the Chairman of the Clearing Hqu§ég who =~
as mentioned above, is an attorney general) before releasing info: ation.
Not only does the local BBB control the data but since thefdata is
) processed in Washington, D.C, in cooperation with the National Council
f” of Better Business Bureaus,’the Council is in a position to veto local
decisions, for example, releasing data on company namés and locations to
university researchers evaluating the program, ’
¢ . . - .
The second concern is whether or not CACH should have an advocacy
s role especially in the complaint handling pracedure. Currently, since
! the BBB format for handling consumer complaints has been adopted, CACH
. through the BBB daes not take sides and thus does not attempt to represent
<L' the consumer's viewpoimt. However; complaints referred to CACH parti-
cipants are handled in view of the agency's philosophy about advocacty.
Consumers who go so far as to formally express a complaint are usually
seeking at least guidance or advice if not advocacy. 1If not, they
would have handled the matter privately, Currently CACH is not intex-
ested in thaF role although it doeg have potential in the advocacy area.

;o oo

~

Overall Consumer Affairs Clearing House has great.potential and
has made great strides in providing an effective, centralized method "
3 : of hapdling knd documenting consumer complaints., If CACH data collection

o procedures were more widely emulated decision makers at all levels of
government and in busidess would be in a much more enlightened position
from which to make decisions dbout consumer and business policy.

. | M
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Footnotes

’

Heafings were held jointly by the Subcommittee on Consumers of the
Conmittee on Commerce and ‘the Subcomm{ttee on the Representation of
Citizen Interests of the Committee on the Judiciary on S.2928, a

bill .fo establish national goals for the effective, fair,

inexpensive,

and expeditious reolutdon of controversies inyolving consumers,
and for other purposes,

.
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Appendix A

Members of Consumer Affairs Clearing House of

Western New York =~

Alleghany County ﬁureaﬁ of Weights' 'and Measures

Better Business Bureau of Western New York ‘

Buffalé&Buread of wgights and Measures

Buffalo In§pection and License Division

’ * Consumer Fotum, Inc. ) . .

,Gonsumer Prodhct‘Safety Coméission "
Erie Couaty Attorney's Office :

3 ' Erie County Bureau of Weights and Measures . d

Erie County Department of Health

Erie County District Attorney's Office

Federal Communications Commission

Food and Drug Administration h .

Internal Revefue gervice

v Jamestown Police bepartment
Lackawanna Buf:;u of Weights and Measures :
New York S;afe Agricu}turé.and'ﬁarkets /

- New York State Attofney Generalié Office o
New York State Bureau of Weights afid ﬁeaau;es

‘ . Ng; York State De%artmént of~{rahspogtatioh . .

New York State Health Débartment '

"NEWSpower' of the Buffalo Evening News

.

Niagaga,Couyty DisF;ict‘Attorney's Office . o .” .
Niagara Falls Bureau of Weights and ‘Measures - °*
e +*  United States Customs Sérvice i
Unitgh States Department of Justice: . .

United States Post Office . S

. ~
.

- Wyoming CouAty Bureau of Waights and Meaépres

~ i
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' \ . ) REMARKS BEFORE THE

. *

AMERICAN COUNCIL ON CONSUMER INTERESTS

\ " Paula Heichel . ‘

*  Neighborhood Legal

ice Program . - .

%
g >
1 . -

n v,

Washington

. 'Co

|

©

-

A .

Legal Services Programs came into being in 1964 through the passage of
the Economic Opportunity Act. These Programs were founded under the’ concept
of providing equal access to this country' s.sy§tem of justlce to all citizens.
In particular, the Programs were to provide high quality legal assistance to
= thoge who otherwise would be unable to afford adequate legal counsel l .
, . . ; '}

. w1th the 1mpend1ng termination ,of DEO last year, CongresS was forced
into action to find a transfer vehicle which would allow for the continuation
of free legal gervices to the poor. As a result, the Legal Services Corpora-
tion Act (H. R. 7824) was passed by both the House and Senate.in January ,of
1974, The Act "eﬁtablished a private, nonzmembership, non-profit corporation
for the purpose o£ providing financial support for legal assistanee in non-

criminal proceedifgs and matters to persons fipancially unable fo agford'
-.legal assistance. B “

. R -
- . . !

Currently, there are Legal Services Programs located in Metropolitan and
rural areas in every state as well as all the U, S. territories, includlng
Puerto Rico, U. S, Virgln Islands, American Samoa and)Guam g

M

V4
All of these ﬂegal Services Prograﬂg provide free legal services, in
civil proceeding 7, to~all eligible clients. To.qualify as eli 1ble, a cliept

is permitted to /earn, if single, $72,00 take home pay weekly,«if marr1ed,¢
$92.00 plus $20 00 per dependent ‘ P . 0 . .
H l Y :
N Even at this Low 1ncome/figure, the Neighborhbod Legal Services Program /

of the District of Columbia serves 300;000 indigent residents.
on an annual budget of one million dollars. The staff is comprised of 3%
attorneys, 12 Paralegals, 16 secrétartes, 12 Adminlstrative personnel and 10
investigator8. , Theré are 6 Neighborhood or storefront law offices spread
throughout the city in five law sections, namely, Administrative Instltutlons
Law, Consumer Law, Family Law, and flnally Housing Law.

NLSP operates /’

. -, ) :3:11) st . - v, : | 4
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Dqung Neighborhood Legal Services ten years Of éxistence, we have found
that providing legal services to our clients is simply not enough. Many cases
we handle on a day to day basis do no more than treat the symptoms of prob-
lems rather than the underlying causes. y

We are able to ward off a collection agency, a landlord, or retrieve a
lost SSI Check, only to have clients back on our doorsteps within a month or
two with similar problems plaguing he or she. In the attempts to rectify the
situation, too often we overlook the most obvious of reasons -- why a person
seeks legal assistance at all -- because he or she does not know how to
avoid such problems from the beginning and because he or she lacks the know-
ledge needed to make an adequate decision when confronted with a legal prob-

\ lem.

We believe there exist in a necessity to impart legal advice not only
at the point of office contact, after the trouble has occurred, but also in
the street and in the home where such knowledge can do the most good before
the problems come into being.

" Because NLSP is aware of the special problems of low income consumers,
*e have become increasingly involved in the¢ educational process of D, C.
residents. For the past year and a half, in additiqn to litigatiom, negoti-
ation and arbitration, community legal education has become an integral part
of this Program's activities. ¥rom November of 1973, until November of 1974,
educational programs were coordinated and administered by the Program's VISTA //

Volunteers, of which I was one. N

VISTA's were used for this purpose to allow staff attorneys the time )
required to prepare court documents and litigate the inordinately large num-

ber of cases our attorneys assume, - .
- A . - S0
With the recent reorganization gf the Program and the addition of Fara-
legals to the staff, I have been able to assume the responsibility of commun-
ity legal education as part of my duties as the Paralegal for the Consumer

Law sSectiom. ‘ , /

o

The objéctive of our "Street Law'" course, as it is called, is to expose
students to, all aspects of the law. In so doing, we present the topics in
. such a manner that the materials covered are easily comprehended by parti-

. '; cipants.. In other words, we attempt to provide a basic understanding of thé
law that will facilitate tke students' knowing how to use the law ‘to protect
thelr rights while making them aware of their legal responsibilities. ''Street
Law" is composed of the following topics:

Housing Tenant. Rights 4}
Advertlglng ‘and deceptive pricing

Fraudst games and gimmicks

Guarantees and wfirranties

Tfuth in Lendingland Regulation Z
Contracts

. "Individual and Criminal Rights

Domestic Relations ' ,
Administrative Law . .
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The operation of such a street law program is relevatively simple.
Initial contacts have been in the past and are presently directed to me.
I present the course outline to the préspective group at which time topics
are either added or deleted, From there I enlist the help of our staff
attorneys and Paralegals, g R

When topics are chosen beyond our staff's field of expertise, I turn
to outside sources for assistance. For example, the topic of insurance,
understanding your policy -- we have agents from area insurance {irms come
to the session and explain to the students what coverage they are entitled to
under their individual policies or, when the topic is vocational schools,
we rely upon the community 1}ason officer of the Federal Trade Commission.

In essence the Program is™designed specificglly for the group to whom
it will be offered and set up_ in such a way that no one person is respon-
sible for teaching more than one topic. '

~

. The first street law course offered by NLSP was taught for Washington
Saturday College, a free adult education program. The students ranged in
age from 18 to 54. Classes were held on twelve consecutive Saturdays fol- -
lowing the general course outline. Certificates were awarded upon completion
of the course, - .t
The second street law program was conducted for the Internal Revenue
Service - Summer Intern Program. Every summer, 100 inner-¢ity high school
students, junior and senior grade level, are employed by thé IRS.- In con-
junction with their employment, iq%erns are required to attend two courses,
then are offered two elective courses -- street law was one of these two
electives. We had 26 students participating, ages 16 to 19. To meet the
needs of our audience, the course oufline was altered to include buying
clothing, furniture and‘appliances,ﬁghopping for autos and auto reposses- -
sion, and vocational schools. Along with classroom sessions, .students visit-
ed criminal court where they witnessed arraignments as well as a juvenije
trial for assault and battery., ° '
c ® S
Our current program is being offered for the pareﬁts of children at
the Rosedale Day Care Center, The parents meet once monthly, at/which time
we provide a speaker. In this six-month program, the topics di'scussed were
chosen by the parents themselves.
The newest and prob#gly most ambitious program will start this month. ﬁA
In codbperation with twelve attorneys from the Consumer Section of the D.C. #
Bar Asspciation, the Consumer Section 'of Neighborhood Legal Services will-
conduct a 12-session program for the Model Cities Senior Citizen Center. .
The Center services 65 senior citizens on a daily basis. As in previous °
programs, topics are tailored for the audience. Therefore, this particular.
program will also delve into the needs for a Will and Probafe Court, tax
relief for the elderly, institutional rights, private pensions, with special
emphasis to be placed on administrative law, SSI, Social Security, veterans
benefits, Medifaid and Medieare, and Food Stamps will be discussed at great
length, * . - .
¢
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‘A number of!these sessions wilk be videotaped by _Federal City College's
Insitute of Gerontology. It is hoped that these tapes will then be used to
train Department of Human Resources Homemakers who work with elderly shut-.
. ins. The Homemakers will be tRained to identify potential legal problems,
then act as go-betweens for the shute-ins and the program.

Another projeet in progress is our prepatation for Law Day (May 1).

° This year, the Unified Bar of D.C. will hold legal education seminars at

all nutrition sites for the elderly and in nursing homes, both publicgand
private. I am working with the National Senior Citizens Council in develop-
ing course materials to be used- by the lecturing attornmeys.

‘et !

-

L4 *

Because of our liﬁited budget, it' is essential for the Legal Services

Program to use only those resources that are avajlable to us at no expense.,
. To date, we have been very, successful in coordinating and conducting our
educat10na1 programs without incurring ‘expenses. Resources such as those

«that are at our command exist thrgdghout the country. In closing, I weould -

urge all of you who may be interested in developing legal education programs
in your community to contact the pearest legal services program for your

locale or your-~local bar association.. .
t Yy o©
/ o .'
I have with me the nationwide list of legal services programs. R
. S .
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: , "LEADERSHIP TRAINING PROGRAN FOR = .

. VOLUNTEER CONSUMER LEADERS . .

. Dr, Ruth D, Harris ~ . '
Program Leader- .

o, Home Economics Educatiqn

1
, K
hd .
[N -

. A Consumer LeadetShip Conference was Keld at the Ramada Inn of
Alexandria, ‘Virginiay on October 11-14, 1974, in cooperation with
Virginia Polytechnic Institute and State University, the Virginia
0151zens Consumer Council, Inc., the Office of Consumer Affairs and

_the Consumer Information. Center, General Services Administration. The

purppse ‘of this conference was' to provide leadership training for poten-

" tial volunteer consumer leaders from throughout the State of Virginia.

Ah advisory committeé composed of members from the office of Consumer
Affairs, the Virginia Citizens Consumer Council, Virginia Polytechnic -

"Institute and State Univer51ty, and the State Supervisory Staff of -

Vocatignal Home Economics Education provided guidance in.planning ahd
conductingﬁﬁpe Consumer Leadership Conference. . ~

Emphasis was placed during the conference on (1) the development of
cohsimer leadership skills, 2) understanding consumer policy making,
(3) understanding the legislat ve process, (4) developing volunteer con-
sumer programs, {5) conducting consumer projects, and (6) developing
communicatiae skills, Speakers were selected for the conference because
of their expertise in various aspects of the consumer field. The. cul-
mination of the workshop included each indiVLdual's development of a plan
for conducting a consumer leadership activity,

This report’ prov1des a sumary of background information, program

,participants,,conference objectives, program agenda evaluation, pro-

ject summaries, and recommendations.

- Yo - ’ s

Program Participants

Al

Sixﬂ$ six individual§ attended the conference - 50 participants and
16 observers. The program’participants came from a variety of backgrounds.

"Most of the participants had limited experience in consumerism, and had

expressed an interest in becoming a vblunteer consumer leader in their own
community, Eighteen hours of instru¢tion were given on consumer concepts
and skilfs The participants in the confevence receivedgl.8 continuing

. {1
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education qrediﬁe from Virginia Polytechnic Institute and State Univer-

Sity. : > - A
The participants conducted a follow-up activity after the confer-,

ence, A list of their Qroject topics is the section on project summaries.

¥ P\rposes and Objectives ) i

i

The purpose of the project was to develop 'and implement a model
consumer leadership training program for potential volunteer consumer
leaders. Throughout the nation, consumers at the grassroots. level are
‘expressing a need for more expertise in handling consumer problems. Al-
though the need has Been acknowledged for some time, it has been intensi-
fied by current econpmic conditions and inflation in the nation, Con-
sumer organizations haue recognized this fact and begun to assist at the
grassrootﬁ level in ;he community. However, the members of the organi-
zations id . many cases themselves need training in leadership skills as
well as consumer problem-solving techniques in order to effectively help
consumers solve their problems. '
L] : . -

The major objéctive of this project was to develop and implement a
model consumer leadership training program for potential volunteer leaders.
Specific obiectiv?s were as follows: °- N - .

1. To proyide leadership training in:- .

(5) uﬁderstanding the background and history of the
6nsumer movement’

(b) developing techniques and skills in:
. ¥
. (1) becoming g‘leader in the community

2) _helping individuals solve their consumer probiems

.+ (3) becoming a consumer leader’ .

%) principlée of organizing a consumer action group
(5) vehicles for organizing a consumer group

. @ - /
(6) Conducting consumer ‘'surveys ° -

(7) handling. consumer complaints ' .

)

(8). conducting consumer education classes

- - . A

(¢) understanding the economic' interaction of government,

business and consumers \ . ’ gg -
. . v ¢ ¥
c - (1) governmental operatigns at the federal, state
** and local level o .
203 N o
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(2) the operation of regulatory, Legisiative,‘
“executive and judicial agencieg .

-
)

s, (d) Heveiopfng aﬁ understanding- of business, education.
and consumer groups , ‘e

(L) °credit.and-fin4ncia1 indtitutians

(2); consumer education programs in schools
/ ) ‘ p

- (3) 1inflation - causes and ways of dininishing
(4) food and marketing
(e) developing cotmunication skills . R

. (1) ctelevision spots and programs’ -

(2) news articles and publications
- - N s
(f) developing fund-raijing techniques and skill§ for
: consumer organizatidns ‘
- .

[y

(8) conducting individual consumer ar&jects at the local level
P

Background~aﬁdAProcedures
A request was made by the president of the Viréinia Citizens Consumer
Council, Ing¢., Ms. Lynn Jordard; for a Leadership Training Conference for
Potential Vplunteer Leaders. Members of other consumer organizations also
expressed a|need for training to assist them with consumer leadership skills.

‘ .
LR

At advi3ory committee was formed in'order‘to plan the conference
around the péeds of the individuals who would be attending. .

)

"

The committee was composed of membexrs from the, Office of Consumer
Affairs, Vigginia Polytechnic Institute and State University, the State - .
Department o&f Vocational Home Ecbnomicg, and the VirginiaLitizens -Con=®. ~
sumer Council. The committee’ provided guidance in planning and implementing
the training program including determination of the following eriteria for " °* .
participant selection: ’ - } )

7~

¢)) iﬂterest and'capabiiities‘in conducting a follow-up project.
: . PR \

(2) -attendance at entire conference -
i > , R

‘r((3) geographic representation .

3

(4) 1leadership potential ~ ’ R .

v . -
The Consumer Leadership Conference was publicized natiowally‘as well £
as in the staté of Virginia through the news media. Individuals interested

204 N
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in attending the conference filled out an applicition form indicating their
background and interest in completlng a follow-up project after attendlng
the conference. - .

The advisory committee worked cooperatively to determine the needs
of potential volunteer leaders., Through a review of applications, and
expertise on the part of the advisory committee members, concepts and
skillg -- i.e, competenCLes -- needed by -potential volunteer leaders were
identified. . ) - o

These competencies which volunteer consumer leaders need were further
studied. Based upon-these competencies, the advisory comittee developed . .
an agenda for the Consumer Leadership Training Program. They worked to-
gether to identify and secure for the program speakers who were nationally
recognized for their expertise in consumerism and you}d provide for the

needs of_the participants. . . o
’ * !
Evaluation .
The participants' evaluation of the conference revealed that they ‘ o

generally found it a worthwhlle helpful experience. The speakers and the
specific ideas on projects, includlnb hew to tnspire people, were considered-
the best features on the program. The participants felt that the opportun-
ity to meet people with qommon consumer interests was helpful. The major
weaknesses in the conference were a shortage of time for in-~depth dis-
cussion and the hotel facilities, particularly the food service’

.The following are'tﬁeﬂquestions asked in the evaluation anQ answers . .
&s. given by the participants: : . .
1. What did you conSLder to be the best feature in the program Presented

here? . .

1%

. \

_ Arenas foi)hctlon economic inteﬁ%ction of government (5) Judicial;
Economic Interaction of Government, Business and Consumer; (3) Ecénomic
Interaction of Govermment, Bu51ness and C°“§“Q§rx'(°) Qualities of Constmer
Leaders; (4) How Government Operates - Federals (2) Governmental Agencies
- Regulatory, Executive, Legislatlve, Judicial; (2) Realm of the Consumer;
workshops; sharing thoughts and problems with consumers; (2) all (4) speci- )
fic ideas on projects and how to inspire people; topics of immediate con- |
cern (2) 1informed and interesting speakers (13) section on press and
regulatory and legislative areas; inflation (2) °P.R. panel session; practi-
tal discussion Handling Consumer Complaints; variety of speakers; meeting
people with common interests (2) selected audience; Sunday agenda superior;
pre-planning; consumer education; what makes a leader (3) realm of the con-
sumer; materials distributed; explanation of ho;?goyernment operates; busi- .
ness and consumer; education in the pconomy. .o .

N .
< . -

>

' 2, VWhat did you consider to be the jeakest feature in the program? -

Coping with cost of living} spefkers too long; discussioﬁ oi federal .
programs; not enough time for questﬁohg and answers’ (10); lack of full

- =

-
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.

L participation and direct feedback (2); time wasted on intraductions: (4);
' lot of information but not so much specific "what do I do.first" answers;

. foods and marketing workshop (2) ‘Education (2); Antagonistic Approach,

Y i.e. Principles of Organizing a Consumer Action Group; not enough parti-

cipation froh business and government to provide opposing view; some

speakers not prepared; Sunday agepda too rushed; consumer education in

schools; agencies that can help and need help; continue to encourage more -

involvement; more activist types and fewer home economist types; defini- . ,

tions - consumer, leaders, consumer leaders; too many speakers; business, . '

education,. community, . L )

' “ - 1‘.‘"‘;{';2(2

< . . . . /f/‘)‘? * '
3. .Check your general evaluation of program .content : . .

o " *

.
- -~

f Valuable 35  Interesting 4  Fair 0. of Little Value 0 .
Other: Fantstic; Ersstrated because more! than one discussion group going
atsmmtﬁé& . A K . P

4. " What suggestions do you have fo; imprbvement of the program?

Stick to time scheduled; better explhnation of projects; "how-to"
- panels to develop congumer leaders; chance to attend more than one work-
shop; more wo;kshops (2); more time (3); #hole'conference‘on each topic;
- more small seminar sessions (3); divide into groups to discuss subjegt
with speaker after summary; more discussion, less question time (6);
. - cheap meal or.two as part of cpﬁferencelcg); cut introductions and con-
centrate on sﬁeqific problems and solutiopﬁﬁ(3); more time for topics or .
‘ fewer topics (3); more'facts in general areas; less workshops} shorten to -
. _two days; more| time for questions, less §or spéeeches C§§?§have Esther . .
* Peterson speakl; cancentrate on hdw ta ac ivate people-inta education in ’ *
copsumer awarehess; send more basic reading materials in advance (2);
: more detailed’handouts by resource people; more informal seating arrange-
\ |, ment; include mdnority person on |program; pebple from activist persuasion;
\ . how to "Lobby; tonsumer laws; pic ting. " ’ _— ’
é e .« . < Al .
5. What topics would you like to have presented at a future program
related to|these topics? . o ) ; ¢
. © o, B ’ o .o ‘ TN
How to sef up an effective consumer-oriénted neighborhood forum (%); . '
small claims courts (2); specific issues - how to approach and get ex- BN
‘perts; impact oh legislative policies of major compangeé; none; profession-
~als to speak o specific gubjects - reéI estate, lending ihstitutionq, -
- food additives|(3), menu stFetchets, iﬁéutaqce, more economics (2); re-" Lot
.. action.of big business to consumer movement; have Roy Farmer and Atty, ., &
- 2|~ Gen, Miller speéak on consumer concerns; same topiesy broa@er view; con- .
sumer issues; more opportunity to attend different workshops; well-rfounted . =,
library of‘consumer infogmation; low-income consumer; Federal Government )
' consumer agencies should bé\identified, and discussed; écpnomic interaction ., - '
’ of government; business consumer; credit and financial ihstitutions; work-
.« ., lng on consumer ject for low-income persons; producder| side of question . °
. > should be brou ht in; sharing successful projects from other regions;
.%  economic -and cqnfumer education in8chools; disdussion o pending laws \\ v
| relevalt to consumers. ' TR .
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In regard to this conference
I feel ~that:

‘1, .The objec'tives.dﬁ this
program were realistic.

'2.. I learned more than I .
could have on my own
through’ reading or etc.

- /
3. The material was presented
” at the proper level of
<y difficulty. /
“ }

4, " The resource peopl}a
~were/‘wel\l prepared.

5. ‘I wgs stijmlated to" /
" think objéctively about ..
" the topic presented.

6., The onfe enc 1:1
a :LcaL patt

7 (’Th ccmferencgz/ ooms

ey

w c‘)?ean an;l ttrac
t ve, .,

?

" SUMMARY OF EVALUATION ,
. € *

0“ /

‘\
dtrongly Agree UnMgd . Disagreé Strongly
Agree : ) ' Disagree

16 21 "o S0 0’
L , . ..’ )l . . ~
29 5 1 S . |
13 T 2 0
i . "
g x\sa 15/ 3 1.~ -0
o'/ i l’
. 13\ 2 1 it
) ST 3 0
' o ?{ . S ‘
-y ‘. .Y .o
;12 19 3 2 0
's 25° 4 3 0
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( Project Summaries o \ s i 4

The participants planned follow-up projects on cons.umetwucation,
» , ' consumer surveys, credit, combating inmflation, food purchasing and other
areas of consumerism, Activities-cogpleted in the project included: )
’ (1) writing news articles, (2) teaching consumer classes, (3) organiz- .
» 1ing consumer groups, (4) promoting consumer awareness, (5) 'conducting
consumer programs, (6) settirg up consumer information and protecting
agencies, (7) developing meaningful consumer organization programs, (9)
making speeches on consumerfsm, (10) initiating a program for low-income
" consumers within community action agencies, . (11) drafting a comsumer
neducat;bn.course for grades.5-6 in public schools, (12) consumer edu-
cation projects through the egtension service, ' (13) 'developing consumer
awareness programs, (14) co-sponsoring a consumer conference in South-
eastern Tidewater Area, (15) conducting consumer education program for
parents, -(16) ‘preparing a publication on credit; (17) conducting con-
- sumer programs for older citizens, and (18) promoting consumer education
and awareness in the marketplace. ' :

- ~

Funding : . ‘ ~
Consumer Leadership Training for Volﬁnteer Consumer Leaders can be
successfully provided at a minimm cost. This project, funded by Consumer
Ihformation Center, General Sersices Administration was funded for $2,117,00.
Motel dccomodations ard partiaﬁgtravel exfgenses for the participants were
paid. / Other éxpensis included rihtfng,-;elepyohe; and postal services,

s , A e v

/ *f N N *

s

) ry N
. %onsumer Leadership Training Programs for Volunteer Leadegs can pro-
vide a multiplying effect in meeting the needs of consumers and assisting
them to solve consumer problems'at the grass-root level.in a community, .
Léaders can be successfully trained to go back into the community to ,teach
otﬁkr consumers. If consumers are expected to have a voice in consumer
issues, they need to acquire knowledge, techniques, and skills in- order to
. have a greater impact en the consumer policy making,of the s and qgtion.
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‘ . CONSUMER ACTION PROGRAMS .
- . * J
Frederick E, Waddell -
.. American Association of Retired Persons . ,
N L Washington, D,C, 20049 - -
! P4 . N

. -
3
*

* I would 1like to talk abouf the consumer education program that we
have been working on for quite!some. time at NRTA/AARP, which we call
COPE, whichr stands for "Consumer Optggns Program *for the Elderly.!'

Now without going into a long dissertation on my particular attitudes'and
opinions about consumer education, let me just s¥y, as a consumér educa-
tor and as one who really believes in consumfer education, I feel that

consumer education has generally been a relative failure in this country,

. It's been a failure in terms of reaching, the masses. 1It's particularly.

been a failure in reaching, the disadvantaged and it's been perhaps an
even worse failure yet in terms of adopting sophisticated learning tech-

miques that can change attitudes -and, behavior. .You see, we lose track

of - the 'purpose of consumer education is not to disseminate information,
but 'to produce wiser consumers in _the marketplace to lead consumers  to
act more wisely in the marketplace as a result of that'educatign. So
what we are concerned with, or should be concerned with in consumer .
educationis 'trying to get people to reexamine and hopefully change

*

attitudes and behavior that will lead them to become, that-is, to act,

- mére wiszly in the marketplace. Unfortunately, I feel that what hae®

held condumer education back in this country/‘s'grpedogogfcaL anachronism '
known as the pre-test, post-test. You give # pre-test and then a post=-
test and unlesd your group is totally catatgnic, naturally they are
going to know a littler bit more when they are through than when you
began and then congratulate ourselves for nother successful proéram.

. |

Let me show you, if I.may, what went into the developiment of the
COPE program that we have so much hopg\fon.w First of all we examined
what succéssful consumer education and other educational programs.
appeared to exist for the elderly throuégout the country. What.we found
was a consensus on several pdints. We found that most persons who had -
conducted successful, eﬁfective'educatiqnal programs, conSumer or other
type prograﬁs for the e}derly,fagree that most- educational programs for
the elderly have been primarily concerned with filling up leisuxe time
rather than being directed at matters.they need to help them cope. -We
also found a consensus that they don't like a formal classroom atmos-

phere. OQur teseaych has shown us that.gmall group' efforts are far- more

XS
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éffective than large group ‘efforts and this.is very 'difficult to reconcile
with trying to reach' large numbers of persons. There is also a consensus
that courses should be practical and immediately useful and that techni-
ques and materials that are produced also must be those that relate, that
are germane, to the practical needs of older persons. We have found

that older persons want, indeed need to be active participants in the

- learning process, and 1 don't know if this differs that much from any
‘other group of stddents, but older persons particularly need to, be :
participants in the 1earning pronss. Our research has shown us that
older persons are well aware of what their consumer needs are.and resent *,
being told what their needs are. There is also some evidence that older
persons have a shorter attention span and this must be taken into considerd-
tion. oo %

1 ) ’ \
- 5 X R R ’ .' P R

We also weresconcerned in the development of COPE with how to bpilh .
in a. continuing education concept. What we do now is merely dispense .
information and hope that this is enough. When yousctonsider that with’
older persons you are tryipg to counteract a lifetime of attitudes and '
behavior, most of us have an extremely limited amount of time to get
"our message across, and it has to be effective enough to counteract the , !
incessant bombarding of advertising as well as a lifetime of attitudes =~
and behgvior. Perhaps, one way that we can do tbis as consumer educators,
is begin to incorporate some of the techniques that have been successful
in advertising for years. Specifically, succegssful consumer education .
programs must appeal to the emotions as well as to the intellect. Ideally,
a consumer education program would appea)l to sight, sound, smell, taste;
in short, to every sense that individual has and to the emotions of
that pérson and that way it would have a.much more hard-hitting residu-~
al impact on changing their attitudes and behavior. . We aFSo know that. ‘
in terms_ of consumer education you are goipg to be far more effective ’
if you can incorporate a learning-by-doing approach, and as we ‘know in
condumer gducation, this is much easier gaid.than done.- How to build
in marketability, how to make the education program have  appeal is also
a very jmportant consideration. Also, how can any consumer edhcation
program be adapted to other delivery systems, such as home study? ’And .
e also Yound im our reséarch that ofte of the most prevailing fea s is
hat any cohsumer education program for the elderly must take into con-
"sideration that prevailing uncertainty results from current inflation. *
In summﬁ'y this is what any successfu! education program must deal with

in some m&nner. - / . .o Iy
1. Informal seéting ’ ‘ .
2. Learding by doing approach . . - ¢
3. Small group conversdtion )
4. A practical and useful approach . X
S. A sort of built in continuing education method ~,

1%
. ’ [ .

It must be marketable: adaptable, somewhat fléxible, enriching and
fulfilllng, I mean, psychologically enriching and fulgifling as well as
, intellectually fulfilling .

‘o A .
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- have to. do 'is somehow provide a learning environment whereby older con-,

. Rather, in'dgalihg with the prevailing uncertainty and insecurity PN
from a new lifestyle and réti;ement, we are saying in the OPE program

that Eather thaq’be afraid of inflation,'on the coatrary, jylder consumers

>

have lready demonstrated an ability to cope with financifl crises in fr
the past, have lived through a depression, through af leddt one world war,
through other financial crises, and have therefore alreally demonstrated

the ability to live through and cope with our current dAnflation. Afl we .

‘sumers carf reawaken such skills aftd can learn from each other., The ‘

-~

cumulative demonstrateéd ability of any group of older 'persons is going . .
to be far greafer than any one "expert" which as Mark Twain/said, "Is .
any ‘da fool from out of town." So .that what we are tryi%g to do is - o
not teach older consumérs_anything, we are trying to'cre@Ee an educational
envitonment for older persons where they can learn from eagh*gther,_ AN
So how do we go about this? “What we came up with was é}ﬁétbod .
pioneered in 1941 'by Dr+ Rachael *Davis DuBois called the MQ@roup Conver= - .-
sation Method."  This is the first time to our knowledge that consumer ™
education in th{S country has tried to incorporate a group conversation-
consciqusness raising approach. We know that before anybody will listep, '
they must first be listened to. So that rather, than beginhing ith the . .
-~ usual .sterile .lecture or film format (whether the- fflm is applicabl@ or -
noQ) what we are doing is beginning this way. The chariperson gives '~ v
a rather brief introduction, the’persons in the program are broken up
-into smal)/ groups of ten or twelve with a group conversation leatler .and
co-leadey’ who have been briefed for a couple of hours by thé person trained
in grouy conversatien, They: begin, by simply réminiscing aBbqt~eXperi- e

en¢es around that theme. This totally non-threatening approach ‘encourgged ‘-
spontaneity and raises their consciousness of feeling level to such a‘ . . .

point that after twenty minutes of this -- by 'the time your resource e
person makes his presehtation, they are far more receptive to what that Y
resource person has to say than if he had begun the session. After . .
sharing sensory experiences from the, past, bringing them into the present
around that topic, thén the resource person gives Some specific facts and, - f
ideas for another twenty thirty’minutes. Then/the groups go back into
.group discussion. Group dis ussion’being differdntiated from group : .

" conversatien iq/that group conversation is a shatring of ‘feelings and - »

experiences, whereas group discussion, followi the resource éérson,f‘ ’ N
15 a discussion of specific facts, and ideas. is wdy we hope to'reach -
the emotions as well as“the intellect and thig witl roduce a long=term ,. *

learning effect so that the.onefhour program As not/ going to be the end
- of their consumer ‘education or discussion on that' topic but the beginning.

.

. W, .
" We did pilot the first COPE\upit, "Coping With Food Costs" in
February in the Arlington area. We made every mistake imaginable, and -~ .- *
still four out of five of the partikipants rated the program as excél-
lent or good, We are trying to arrdnge now for a piloting outside of
the Washington area and if this is as successful as we\hope it will be, .
this should be available sometime in the fall. There are a few more T
subtleties Iavolved hé{e, I withI had the time to go into them, if time ,°

permitted. .

' - . . '
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DISSATISFIED CONSUMERS: - WHO ‘GETS UPSET AND * '

o . WHAT DO THEY DO ABQUP IT7 o
4 * . " Rex H. Warland n e ’
~ Assoclate Professor,of Rural ‘Sociology
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N\ N :
Past studies of dissatisfied consumers have either examined what.
kinds of people get upset abopt business practices or what kinds of
people complain about the way they have been treated in the marketplace.
" This article develops a new profile of the dissatisfied consumer’ by
con8idering not only who gets upset about’'buginess practices, but also
what do they do about tt. This profile appears more complete than *
. profiles presented in earlier studies. Several important ‘conclusions

are offereq_cdhce;ning the nature ¢f consumer dissatisfaction and
> consumer policy, , ‘ ’
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i . I. INTRODUCTION

The American economy has experienced a steady increase the cost of
living, over its history, as measured by the consumer price @ndex, thus
causing an erosion of the purchasing power of a given qular.

-

~ Lt \ ‘~ k4
The economy has experienced “such an incr'ease in prices over the years, o
Between 1940 and the present, for example, the consuer price index has '
increased about 250 per cent; this means that it would take over $3.00 tos
day to buy what $1.00 would have purchased in 1940. The compounded rate
of advance in prices over this period amounts to approximately 3.5' per .
cent annually, ' ‘ S,

\ P
«

The pace of inflation has not been even in our economy. It took only
a span of 17 years between 1940 and 1957 for prices to double, This doubling -
in 17 years meant that the annual growth rate in inflation of consumer prices
was about 4.2 per cent, Thé rate from 1957-59 to 1970 was slawer (2.7 per
cent), but during the last few years it accelerated again, reaching 6.2 in-
1973 and 11 per cent in 1974,

. - .
// . . . . 4 ' :° ) '
. All of this increase in prices-means an erosion of the dollar and.the -

need for increased earnings to keep abreast of price level changegi- Thefe | ' .

is nothing in the nation's experience to .suggest an ingerraption in the Gp- o
ward trend of prices and costs, nor hint of reversal of trend to one of de-
_ flatiom, A dollar of 1933 is worth less than 35,cenq§ today. A 1946 dollar
‘is. worth less than 40 cents currently. Even a 1955 dollar is worﬁﬁ'only a
little over SO.cenFs today. o - *
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At the beglnnlng of the 1970's it took more than $13 to buy what $10
bought a decade earlier, and inflatiol became a major public iasue, The
impact of rising prices wag noticeabl }Qroughout th'e economy, afflecting
publig‘policies. To offse mountlng osts, unions sought higher wages to
preserve the purchasing power of worHers' take-home pay} consumers altered.
their buying habits; the Federal Gdv rnment _sought to use its spending,
taxing, and monetary powefs to combat the inflation.,

~

Many economists would :agree thdt the inflationary’pressures of the
last four decades have been generatpd largely by government expenditures
and concomitant increases in money [supply and that the prospect for their
continuation in the future seems assured. The major inflations in U.S,
history have occurred during or around periods of government spending and
increased,demand for goods and services.

When fighting broke out in Europe in 1939, defense needs resulted in
increased prices. For the 3 years, 1939 through 1941, prices increased by
about 6 per cent. During the war years, even when prices were controlled,
lthey rose about 12 Per cent. When controls were lifted, however, the pent
up demand for goods not available during the war years drove pr1ces up an
additional 31 per. cent during the next 26 months,

During the Korean War prices spurted again. , From the beginning of
1950 to the middle of 1953, the rise amounted to about 14 per cent, an
average rise of about 5 per cent a year. Prices leveled off for the next
3 years and then began to move up. ) :

In late 1965, when the United States began t¢ increase its military
comnitment in Viet Nam, the consumer price index began to rise more rapidly.
Average prices rose 2.9 per cent in 1966, 2.8 per cent in 1967, 4.2 per cent
in 1968, S.4iper cent in 1969, and about 6.0 per cent’ 1n 1970

. L4

© As 197£h?ears completion of its first quarter, the problem of infla-
tion has beert pushed aside to some degree by the one of recession and un-
employment. The question remains, and the answer seens clear, namely that
demand pressures tend to work thelr way through the price system over ex-
tended periods of time, reflectlng the cumulative effects of labor and other
cost pressdres. This explains why inflationary pressures have .continued
in spite of slackening aggregate effective demand. Turther, this process
makes it clear that past policies.of reducing aggregate effective demand
will not eliminate fnflatiogary pressures.
' Indeed, one may even question the degree to which demand pressures have
caused the inflatibn of .the 1970's. Were it not for the extremely stimula-
tive effects of highly inflationary fiscal policies during the past decade,
notably substantial Federal deficits during most of the period, coupled with
expansionary monetary policy, geared to helping flnance the increasing defi-
cits, it is highlylunlikely that demand ‘pressures alone would have resulted
in the double digit inflationary rates. : .

-~
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Since World War II a,%mjor change in price behaﬁ%or has bhecome apparent,

The economy-.has developed|an increasing resistance to downward pressures on- -l

prices. Consumer prices Hid not decline after World War II or after the,

Korean conflict as they Had after earlier wartime periods. Instead they rose

almost every year after 1946.

The problem for investigation then is ta examine the causes of the in-
flationary spiral. , If consumers are more aware of the gauses of the infla-
tionary spiral, consumer action groups can exercise their influence to bring
about a change to alleviate that spiral,

II. THE STRUCTURAL BARRIERS ARGUMENT

During the last decade, consumers have become fully aware of such causes
as 'demand pull" and-"cost push" as explanations for inflation. Public famili-
arity now also exists about the major policies to combat inflation, namely
fiscal and monetary policies. Consumers alsaq know about price ahd wage con-

. .trols or income policies. General interest manifests itself, too in what can
be done agbout inflation and why experience in applying anti-inflationary
policies since the late 1960's has not ended or even lessened inflation; in-
deed, prices continued to grow more rapidly than prior to the use of such
policies.

One of the probable explanations why inflation has continued to persist
‘ in the United States for the last decade in spite of 4 condition of less than

full employment is the existence of a variety, of structural go;ces that gener-
ate built-in igflationary tendencies. //

“r

Failure to recognize the importance of such structural forces has con-
. tributed much to the inadequate understanding &f today's inflation. As Abba .
- . Lerner states: /3, p..197/ ‘ ;
The understanding of the nature of inflation and of its appro-
priate treatment, cur®, and prevention has been badly served by ‘
. the concentration of economic theory on the analysis of perfect i
. .competition, ‘Economists have had good reason for this concentra- :
tiop, primarily because the study of perféct competition has

brought out ways in which the competitive capitalist or profit- T
and-loss system can bring about the most efficient production and
distribution of what the consumer wants. But perfect competi- °

tion has been useful more as, a norm by ghich the efficiency of

the economy can be gauged than as an accurate description of ;

its actual operatidn. : . & .
<

It is proposed thusly that these structpfdl forces are among the most

\ significant causes why pure competition is not the actual case in the real \
A S
world. ?

Structural forces have the effect of'blécing limitations on voluntary
exchange by reducing the market altermatives available to buyers. These"
forces then generate maladjustments which generate visible power to those 1
who hold it, with theginherent danger that such power will be used to fur-
ther special interests, not necessarily social ends. .
y ) 215 P
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In economic theor s perfecﬁly competJtive world, nobody would;be in
pusition to exert pric jurisdic ion poWer. Artificial forces that keep
supply ' from rgsing in response JE favorable prices would not exist. Ex-
cess demand then would be. the only factor giving rise to inflationary ten-
dencies. To achieve a dfmunition in price under these circumstances, Ler-
ner's political action -~ increased taxes, reduced _government spending,
and pighter monetary policy -- would be in order. Without structural inter-
vention, sellers would lose their capability to. exert oligopolistic price
control”and administered pricing would become impossible. ‘

.

' The American economy provides numerous examples of these structural

controls. Among the more important ones are lobbies that induyce public

fivors and concessions, industry-wide collective labor agreements that vir-
tually have the mutual agreements of unions not to rd&sist price juncreases

50 long as wages are raised, and markup practices by industry thgg institu-
¢ionalize price advances. The solution to combat these practices ar elf-
eviient, but some action against administered prices appears as parafio )

Another way to approach the problem of structural impedimen causing
inflationary tendencies is to work towards policies de51gned to restore a
brcater degree of efficiency in the market place. Two areas in which these
*problems appeaxr, acutely keen, and in which prices have risen especially :
sharply in the last two years are agriculture and energy- re1ated industries.

The Federal Government must bear ‘much of the blame for many of these
impediments through its. policies guch as price supports and subsxdies,
tariffs, quotas and other import restrictuions; antitrust and other regula
tory policies that are enﬁprced currently but weré ipstituted in a very
different economic environment years and decades ago; and-:loose policies in
government procurement fhat demand’ scarce resources at non-market oriented
prices. Practices in the private sector that stem from market control and
inti-competitive behavior are equaliy as comkributory. ‘Though most whole-
sale prices have risen shargly in&the lastr two years, thosg in highly con«
ceptrated .industries have beef, .among the leaders. 'Barriers of any sort that
fnterfere with the ogeration of demang,and supply as forces tc set prices

‘should be minimized and eliminated This inc1udes structural barriers in
, the labor market as we11

v .- . .
LN - . . AR,
' . A
.

A recent interim report of the Joint Economic ‘Committee /1/ 11sts a.
series -of structural areas:that should be: examined vas follows:®

-~ . N ¢ '
* v
d

. Federal subsidies. s
. Production’quotas and marketing orders, = ) .
v . Price supports. - )
\ ' . Excessive stockpiles. . .
. . Prevailing wage dete ations. ;
. Excessive or'inept reg abion»of transportation and communiication.

d reorganization regulations.
\ind admin1stration.

®
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. Improved economic managemernit of the public sector.
. A program’to institute a better system of inférmation management,

. Reduction and minimization of impediments to improving productfpity. i
‘ The emphasis on structural causes for the’ current inflation has increased .
recently, The various summit and pre-summit conferences late in September
- paid much attention to these factors. A comprehensive list of 22 measures -
Y . was suggested by Thomas G. Moore of the Hoover Institution of StanfordzUniver- o
“sity /5/. His list includes the following, among other suggestions: -
o -~ r
. Repeal of ceiling on interest’ rates on long term government loans., T
. Amend agricultural qarketing orders.» . i
. . Remove postal séruéce monopoly on first-class mail, - ‘ .
R .« End embargo ®n import# of-uranium., ! ' .
. . End state prorationing of.oil and gas production. _ Lot
s " . Repeal exemptions to railroad and trick rate bureaus: N )
. Repeal meat import quota measure an meats, dairy productsy and '
‘//) 2, other agricultural ttems, . , § NP ,
‘ . Repeal all Interstate Commetece Commission restrictions on roytes
. and commodities, . vl N
N s, /Reduce or eliminate barriers to entry on %rucking and freight
= ) f ‘forwarding. P /
, ! . *Give ‘wide.approval to discount rate? in transportation,‘1nc1uding
. . more 1at£tude to charter carriers.,,, T
. Allow finahcial institutions to. pay, petitive rates for deposits,
) . Terminate all voluntary quotas, especgmlly in steel and textiles.
* ’ . Prohibit résale price maintenance practicés. ) .. ) .
Professgp Houthakker describes the attaék on these structural impediments S
. to the omgration of the market forces” necessary to help lessen. inflation as ..
. "positive  way to fight inflation" /2/ He suryeys efforts to cut infla-
> , tion via incomes, monetary, and fisca odicies, but points out their defi- fﬂ
. ' * ciencies.”’ He is especially qritié F”ofpi omes *policies for having aggravated
) ' , the situation and of monetary policios asfbeing inadequate alone, He does
) emphasize, howeyér, that if any policieé are to be effective, the many insti- |
“ * tutional barriers to, price declines ‘as aforementioned must be lessened if. ¥
“ " not removed entirély, Furthermore, barriers. to price movements-seem to be. .. '
biased,toward‘increasing ratHer. than reducing prices, Economists have.long’ -
, ! recognized that oligopolistic industrigs aré in better position to react to ., J‘
' " a pogsible dimunition in demand and a lower'pricé by cutting output, thereby .
LT sustaining or increasing prices. 15 this process, inefficiencies are com- “ .
pounded in the economy. . ?ﬂ . . 4’ .
% Ty Nt
A different fbcus towardlincreasing competition and efficiency has been
. suggested by Carl Madden, ecdnomist for the United States Chamber of Commerce .
‘ /4]. The measurgs advocated by sthe Chamber of Commerce include: ., . .

4 s 3

Lo » Eliminate compulsorﬂ unionism. ' - - ‘ o
. Permit special youth minimm wages, ‘u .

-._Repeal the Walsh- Healey Act, . ' :

‘. ~ Reform the National Labor Relations Act to constitute a’ labor . \

i b court to replace the quasi- judicial powers of the National. 9*

» ' ’ Labor Relations Board. . ‘ B

217 X i e
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Bhn the providihg of fbod stamps to strlkers.
. Outlaw secondary boycotts, feetherbeddlng, and union members .
: T .refusal to handle goods on which non«union labor has worked

. . .
~ '

-

in additioh, the Chember recommends changxng the federal tax strQFture
to stimmlate growth of equity cap1ta1. ) - . . -

.
.
- ,
. :

In sum, the common theme "of the proposals‘tb reduce structural rigidi-
ties and permit a more competitive economic .system is that special interest
legislation and rules at. all iévels of government should be reconsidered.
Business, labor, and professional‘groups have been successful in getting
governmental umits to insulate their respective interests from the rigor of
competition. The cumulative comsequences of this myriad of government promul-
gated interferencesg with the operation of a competitive system has been to
build an {nflationary bias into the American economic system..

- Other specific interferénces sponsored or pefmitted by govermmental
action or inaction might also be considered in the quest for a more competi-
tive system. The following practices which are anticompetitive and/or
which buiid in a higher cost base should be examined:

. ” !

tL e The Robinson-Patman Act which reduces pr1ce competitioJ

Tt between large artd 'small firms
. ‘ . The Cagper-Volstead Act which exempts agricu1tura1

] ‘ organizations from ¢ trust, .

‘. . * .'Restrictions ‘on’ entry 'to many industries, e g., banking,

- . ‘bars, and taxig, ‘ . : :
. " The Wagner, Act .and other, governmental interferences 1n

collective bargaining. ‘
. State-wide minimm fee schedules. for professiohal grot ps
-, guch as ldwyers, doctors and dentist*s. !
e " Housing and zoning ordinances which increase the cost|of

ousi’,ng. L . P oo - ’
, .o Health and occupation safety laws, - ! . )
- * . Federalunderwriting of private debt. . ; o .
. Environmental related controls which do not show a
. favorab \cost-benefit result, - .

. The paper Ja avalanche-costs of reportiog to the government.
v .‘RestriCtions on price advertising of goods and services - ‘9
. such'as prés tion~medicines. s .
", Viptual: cogt p%igwpricing for hospitals under the Medlcare
TJgnd Medicade programs. \
* THe tenure system which protects some unproductive teachers,
kindergarten through graduate education.”

« o

. Obvigusly, a listing of practices which cause upWard pressure on prices

Jof goods and services coyld be extepded+ad infinitum.  The point is that ,

macroeconomic monetary arid fiscal policies will be less effective in con~
taining inflation as these microeconomic rigidities 1ncreasing1y permeate
the economic systegm, However, one must not confuse the current price ievel

I -
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with _a rate of inflation, Restrictive practices in a given industry causes
. -ﬁricgs to be higher, than a more competitive structure would permit, but
-, . restrictive pfacticéq do ‘mot'necessarily create the inflationary spiral,
‘Elimination of ‘structural rifidities would create pressures for more competi-
: «tive prices in given industries, however, prices in general might be .rising
' -because of aggregate demand forces or increase in the money supply{ Demaﬂd:

-

pull type of inflatioh increases the cosfs of providing goods and services.
Jherefore, the higher than competitive prices in sectors of the economy which
are characterized by structural rigidities have a tendency to increase., When
" demand abates, the built-in structural barriers prevent reduction in prités.
The effect is similar to the workings of a rachet; prices move upward from i .
the previous high base, =~ L ' \\
‘ ' A .

Consumer action groups have\a role to play in lléviaging—these struc--
tural barriers. Many have begome institutionalized\and have been accepted
almost as a way of economic behavior. They'are found all over the market
place -- in™manufacturing, bankiﬁg, labor, agricultuse, \finance and govern- .
ment. The. hope, both ifmediate and shont run, of attac ng these' structural
barriers is to make the eéconomy more flexible, lessen gnticompetitive prac-
tices, and once more have unfettered forces of démand akWd, supply -- price com- -
petition -- influence ptice Behayior so that when buying\diminighes or out-
put increases price declines will follow and not bé)thwaéy\d in this direc-
tion by administrative powers or practices. - N ;

. ' .
' III. SUMMARY AND CONCLUSION :

During the last decade consumers A&ve been bewildered and frustrated by
spiraling prices on most products and services. 1In an effort to combat the
inflationary trend, the Federal Government has gttempted traditional fiscal
and monetary policies and also imposed a system of price and wage controls. °
Though predicted by many econohists, but contrary to public belief, prices
continued to increase more rapidly than prior to the use of such policies.
Some professionals now think we should admit defeat in the battle to contain
inflation and institute a program of "indexation," or allowing prices of all
commodities and services to accelerate by some price index -- such as-the
Consumer Price Index. ) ‘ @ ’ Cr

. e N &
The-contention of this paper is that in both the domestic and foreign -
economies, inereasing aggregate demand and increasing money supply are driving
- prices upward at ever increasing inflationary~-rates, and that supply is not
' able to keep up yith the '"galloping", demand. When governments attempt .restric-
tive macroecondmic fiscal and monetary policies to reduce the rate of price,
-increase, '‘microeconomic rigidities: create unemployment at a level which is
politically and socially unacceptable, Because of structural rigidities, the
price spiral does not abate, In order to expand a sluggish economy, govern-
ments create the money supply and aggregate demagd conditions -which perpetuate
"%he inflationary spiral. Thus governmental actidns are the catalyst bf in-> -
flation, but structural rigidities cement in the high price|base for more
futyre demand pull type of.inflation. .
] .
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‘j/ " Pressure groups at all levels of government -- federal, state, and ) 1
local -- have been suctessful’in getling legislation, and administrative rules
which insulate their interests from competitive economic forces.. These ar- .
T, . tificlal restraints that keep supply.ﬁrom rising in response to favorable N |
prices create a world inflationary environment. If fiscal and monetary g 1
pplicies are unable to sustain both & politically acceptable inflationary .
rate and unemployment rate, it is conceivagle that people in the United™*
Statés will opt for another sgeming panaced® -- indexation. .llowever, con- .
sumers have at least one other alternative: lobby for changes at all levels .
of government for reductions in protection for special interest groups from
\ the forces of competition. . L . .

i
»

v Consumer groups should examine thé institutionalized !structural barriers

which permeate the economic system, These barriers can be found in all

sectors of the economy including, manufacturing, banking, labaor, agriculture,

education, finance, government, and the foreigu sector. This _paper has -
*enumerated specific practices in.all sectors of the economy that consumer '
. actjon groups ought to investigate. .The hope is to make the economic system

.more flexible and reduce anticompetitive practices which underpin the rein- ’

force ever increasing prices. . . . !
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