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GRUMBLINGS OF 
A NEOMUCKRAKER 

T
his is the last "grumblings" to be 
printed in ACI. If the ACCI mem
bership survey is correct, this will 
be a blessing for some and a disap
pointment for others. This survey 

did not indicate many respondents were 
neutral about this section of ACI. 

Whether or not ACI readers thought 
that grumbling were of interest, I mused 
whether these words of wisdom from the 
editor had an impact on the marketplace. 
Therefore, I looked at past issues to 
refresh my memory as to the topics I had 
grumbled about and then checked my file 
of news clippings to see if my grumblings 
had impacted the market. 

My first two "grumblings" (Autumn 
1990, Spring 1991) concerned the topic, 
''Which are the 'reputable businesses' 
anyhow?" In these two pieces, I address
ed how the so-called large reputable firms 
were just as likely to rip-off consumers as 
smaller lesser-known businesses. Have 
things changed since my editorials? I will 
cite just a couple of the numerous exam
ples of status quo. 

Sara Lee has agTeed to pay $130,000 to 
13 states in a settlement where this giant 
food conglomerate was alleged to have 
used the word "lite" or "light" to mislead 
consumers into believing the products 
were low in fat when they weren't (Wall 
Street Journal, August 5, 1994). Part 2 of 
the "grumblings" described how "rep
utable businesses" deceive consumers by 
downsizing products. Several illustra
tions were given. An example of the con
tinuation of slight-of-hand packaging con
cerns Sucrets. Sucrets, after 62 years, 
has decided to retire its old metal con
tainer and replace it with plastic (Wall 
Street Journal, July 19, 1994). Not only is 
the manufacturer eliminating an 
American icon, but the price will change 
to $2.69-$2.89 from $2.99 to $3.39. Does 
using the plastic container make it cheap
er? Not really. The contents will change 
to 18 lozenges compared to the tin's pre
vious 24. 

In the Spring 1992 issue, I bemoaned 
the problems with product packaging, 
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EDITOR'S COMMENTARY 

and in particular, the difficulty in opening 
many packages. Recently, I embarked on 
several home improvement projects 
resulting in the purchase of many hard
ware items that are thermal wrapped. 
This ingenious packaging technique 
seems to have been invented by a per
son whose mission was to foil Houdini. 
Therefore, in the middle of a tedious 
project, I am further delayed and frus
trated by attempting to extract the 
product from the package. For exam-
ple, while hanging a gate, I spent more 
time getting the hinges and each indi
vidual screw out of the package than I 
did attaching the hinges. Since my time as 
a carpenter is several times more valu
able than my time as a professor, there is 
great economic loss in opening this type 
of package. This does not include the psy
chological cost involved in the frustration 
of the process. 

My most serious grumbling (Autumn, 
1992) concerned the issue of how advertis
ers dictate the editorial content of the 
media. The same volume of ACI also con
tained an article by Michael Jacobson on 
this timely consumer topic. This practice 
appears unabated. The San Jose Mercury 
News recently had to apologize to auto 
dealers and change editorial policy when 
the local dealers canceled $200,000 worth 
of advertising. This boycott was in 
response to what the dealers thought was 
a negative story by the consumer 
reporter on how to negotiate with car 
dealers. The author commented after the 
ad boycott: ''Where the hell are newspa
pers going when they can't do this kind of 
piece without this kind of reaction? .. .! 
can't say there hasn't been a chilling effect 
here, because there has." The car dealers' 
association response was, ''Why feed a 
dog that keeps biting you?" (Washington 
Post, July 13, 1994). So much for freedom 
of the press. I also called upon consumer 
activists to make advertisers dictating 
content a primary issue but have seen no 
moves in that direction. 

My last grumblings (Spring 1994) was 
about what I termed, "soft fraud" in oil 
changing specialty shops and about the 
onslaught of commercialism. In this piece, 
I describe where the oil changing equiva
lent to fast food service induces you to 
change your oil twice as much as neces-
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sary. Well, Jiffy Lube still has not 
changed it ways as the result of my arti
cle. The last time I had my oil changed 
with them, they still put the little sticker 
on my windshield dictating me to return 
in 3000 miles, in contrast to my owner's 
manual recommending 7500 miles. 

Regarding the increasing bombard
ment of consumers with commercialism, 
advertising is now creeping into subscrip
tion on-line computer services. For exam
ple, Prodigy carries ads for Drefus on the 
"Money Talk" bulletin board (Wall Street 
Journal, August 23, 1994). Consumers 
should not be too surprised since we pay 
to see commercials on the screen in movie 
videos and in theaters. Concerning the 
latter, in the 1930s, ''boo squads" were 
organized by consumer groups to induce 
theater goers to voice their displeasure 
during the showing of commercials on the 
screen. Is it time for consumer organiza
tions to encourage some form of electron
ic Bronx cheer whenever a commercial 
appears on the computer screen? 

Although I teach that anecdotal evi
dence in and of itself does proves noth
ing, the preponderance of anecdotal evi
dence on these issues does at least prove 
to me that either those in power do not 
read "grumblings" or if they do read 
them, they just ignore them. Now they 
will no longer have the opportunity to 

CONTINUED ON PAGE 27-NEOMUCK 
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AUTOMOBILE FINANCE, WARRANTY, 

AND INSURANCE EXTRAS 

uying a car is usually one of the largest 

capital expenditures most consumers make, second only to buying a home. Despite its significance, 

consumers usually do not have an attorney scrutinizing their car purchases to ensure that an 

automobile dealer has treated them fairly. While consumers in recent years have become more savvy 

about the tricks of car dealers, most consumers are still relatively unaware of how 

dealerships profit from automobile finance, insurance, and warranty arrangements. By convincing 

a car buyer to use their financing or to buy extra insurance and warranties, automobile dealerships 

can add hundreds or even thousands of dollars to their profits. 

Unfortunately for consumers who have fallen 
prey to the dealerships, these finance, insurance, 
and warranty deals are usually confusing, com
plex arrangements that generally do not violate 
traditional common or statutory law. Consumers 
must retain knowledgeable and creative attor
neys who will allege and plead as many different 
legal, equitable and statutory theories for recov
ery as possible. This article outlines for con
sumers how some of these complex finance, 
insurance, and warranty arrangements work 
and how their attorneys might consider attack
ing the sellers. 

As a general legal principle, a dealership has 
not defrauded a buyer if the consumer pays 
more than he/she "should" have for an automo
bile, unless the dealer made fraudulent misrep
resentations to entice the consumer to buy the 
car. The usual dealership tricks, such as person-
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nel shuffling and loaded suggestions, such as 
"this car won't be here tomorrow" or "we have 
another customer coming in this afternoon," are 
generally not actionable in court. Additionally, 
dealerships often pad their profits with "add
ons," such as rustproofing. While these services 
can be overpriced, a consumer does not usually 
have a cause of action arising from the purchase 
of these services. 

FINANCE, WARRANTY AND INSURANCE 
OPERATIONS AND REPRESENTATIVE DECEPTIVE PRACTICES 

FIN AN C E. Many consumers finance automo
bile purchases through installment contracts or 
leases. Consumers should shop around for inde
pendent credit sources such as banks or credit 
unions prior to purchasing an automobile. The 
pre-purchase search for a proper credit source 
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should assist consumers in determining the dollar 
amount they can realistically afford to spend for 
an automobile. Lenders can also provide some 
guidance as to the price consumers should pay for 
a particular model and the approximate whole
sale value of the consumer's trade-in vehicle. 

If the customer has not obtained independent 
financing, automobile dealerships will assist the 
customer with financing. Dealerships have 
access to financing through lending institutions 
as well as financial affiliates of automobile manu
facturers. In many instances, manufacturers 
offer very low rates through financial affiliates if 
customers can meet special conditions. Even a 
two percent difference (eight percent instead of 
ten percent) in interest rates on a $15,000 auto
mobile loan for forty-eight months will save a 
consumer $14.25 per month ($355.19 instead of 
$380.44), or $684.00 over the course of the loan. 

If financing is not procured at special rates 
provided by an affiliate of the manufacturer, 
dealerships can "sell" executed installment con
tract to lending institutions or manufacturers' 
affiliates at a "buy rate" that varies as interest 
rates rise and fall. If an automobile dealership 
convinces a consumer to sign an installment con
tract for more than the "buy rate," the differ
ence in the net present value between the con
tracted payment amount and what would have 
been the payment amount under the "buy rate" 
is transferred to a "dealer reserve account." 

Using the previous example, if a dealership 
convinced a consumer to sign an installment con
tract calling for ten percent interest and "sold" 
the contract to a bank at a ''buy rate" of eight 
percent, its "dealer reserve account" would be 
credited with $583.50 at the time of sale. This 
amount is the net present value of $684.00 dis
counted at eight percent. If the installment con
tract is subsequently paid off by the buyer, 
either when the automobile is traded or after 
forty-eight months of payments, the $583.50 in 
the reserve account is released to the dealer. 

Dealerships do not inform a car buyer that she 
will be paying additional funds each month to a 
lender to compensate the lender for the pay
ment to the "dealer reserve account." The 
greater the difference between the "buy rate" 
and the percentage rate on the installment con
tracts signed by the consumer, the larger the 
undisclosed windfall to the dealership. 

In recent years, leasing an automobile has 
become a popular alternative to financing the 
purchase of a car. Dealerships often use the 
same tactics to profit from leasing transactions 
as they do to profit from financing arrange
ments. Lease payments are calculated based 
upon the sale price of the vehicle, the lease peri
od, the value of the vehicle at the end of the 
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lease period, and an internal interest rate. 
Before signing a lease, consumers should always 
insist that leasing agents, whether they are pri
vate lending institutions or dealerships, disclose 
all of the above factors. As with financing, con
sumers should make sure that the automobile 
dealerships do not profit by arranging a lease at 
an internal interest rate higher than that offered 
on the market. Otherwise, the lease arrange
ment could be very profitable to the dealership. 

SERVICE CONTRACTS. Dealerships offer to 
sell service contracts (extended warranties, cus
tomer service insurance) to supplement standard 
manufacturers' warranties when they expire. 
For simplicity, this article will collectively refer 
to these arrangements as service contracts. 

In theory, service contracts are beneficial 
because they can provide peace of mind for the 
consumer by covering most of the cost of expen
sive repairs1

• During the service contract period, 
the consumer does not have to pay more than a 
deductible amount, no matter how costly the 
repairs. Although the overall quality of automo
biles is improving, the shift to complex electronic 
equipment and the internationalization of parts 
market has made the cost of repairs increasingly 
expensive. Electric windows, power seats auto
matic antennas, electronic sensors, and other 
parts can cost an exorbitant amount to repair or 
replace. These items usually are not covered 
under the standard "drivetrain" warranty, which 
only covers the engine and transmission. Only 
''bumper to bumper" warranties cover all 
repairs, including ones to electronic devices. 
Despite the benefits service contract appear to 
confer upon consumers, some contracts also 
unnecessarily duplicate the manufacturers' 
express and implied warranties. Generally, as 
with the price of a care, an inflated price for a 
service contract cannot be recovered in a lawsuit. 

However, consumers may be able to pursue a 
legal remedy if they buy a service contract not 
offered through the automobile manufacturer or 
a truly independent third-party. With this type 
of service contract, the dealerships give cus
tomers promotional brochures which imply in 
subtle language that the service contract is 
issued by a nationwide, independent network. 
Administrators handle telephone calls and other 
claim reports from customers, but in reality, the 
administrator simply acts as a shell for the deal
ership. A certain amount of money is set aside in 
a reserve account to pay for future repairs. 

If no or few repairs are made by the expiration 
of the service contract, the dealership receives 
the money held in reserve. Because the cost of 
any repairs must be transferred from the deal
er's reserve account, the dealership has a finan-
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cial incentive to refuse to make covered repairs 
or to minimize repair costs when a customer 
returns a car to a dealership with a problem. As a 
result, the customer could claim the dealership 
had a co:iillict of interest and engaged in decep
tive practices as the basis for a cause of action 
under consumer protection laws. 

For example, the 
Western Diversified 
Casualty Insurance 
Company (Western) has 
established an extended 
service contract net
work called "The 
Advantage Plus." 
Western provides deal
erships with extended 
services contract price 
sheets for new and used 
vehicles based upon 
"class codes" for each 
make and model, with 
variables depending on 
mileage, deductibles, 
and coverage length. 
The contractual relation
ship allows the dealer
ships to charge whatev
er prices consumers are 
willing to pay for the 
contracts, provided that 
the listed price is for-
warded to Western. 

In a documented case2
, 

a customer paid a dealer
ship $399 for a 24 month! 
24,000 mile Advantage 
Plus extended service 
contract on a used 
Volkswagen J etta with 
30,000 miles. The dealer-
ship kept $160 as 
straight profit and for
warded $239 to Western. 
Western retained $55 for 
an "Excess Loss Pre
mium" to insure the ser
vice contract and part as 

Confidence Gas 
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pi tch. Cut away shows gas 
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instil li ng confidence in every 

claim made by the seller. 

Powercells 
Atomic pellets wil l power this 

incredible device through 

thousands of contracts 

increasing your earn ing power 

and income potential. Cut 
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inside pen 

Solid Gold Nib 
Styled to impress the consumer 
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details of the contract. 

an administrative fee. The balance of the funds, 
$184, was placed in a "Service Reserve" bank 
account in the dealership's name. If no repairs 
were necessary to the J etta by the end of the ser
vice contract, the dealer would receive the $184, 
provided the aggregate of its other service con
tracts did not exceed the balance of the dealer's 
service reserve account. 

All service contract networks, even the inde
pendent ones, proceed on an assumption that a 
high percentage of service contract purchasers 
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will return to the selling dealerships for repairs. 
Reportedly, some service contract networks pro
vide a "kickback" if proper claim ratios are main
tained by a dealership. Others provide compensa
tion based upon a ratio of net claims to net sales. 

The conflict of interest surrounding service 
contracts in which the dealership retains a finan

cial interest, either 
directly through a "spe
cial reserve account" or 
indirectly through "kick-

Rare Exotic Pearl 
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grant and blatant. If a 

An impressive rare exotic pearl customer visited a deal-
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Future Fins 
like product designs of early 

part of this century, 

these Future Fins give the 

consumer o feeling of 
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ership with a leaking 
gasket two weeks 
before the service con
tract expired, the deal
ership would have a 
financial incentive to 
make a temporary 
repair, such as putting a 
pint of sealant into the 
system, rather than to 
make a permanent 
repair, which would 
involve the costly 
replacement of the gas-
ket. In contrast, when a 
dealership repairs a 
vehicle under a manu
facturer's or truly inde-
pendent warranty, the 
third party pays for the 
repairs and the dealer
ship does not have an 
incentive not to make 
the proper repair. 

Whenever a consumer 
has a repair that has 
been denied under a ser
vice contract for spuri
ous reasons, (e.g. didn't 
change the oil often 
enough, didn't monitor 
the fluid levels, etc., you 
self-serviced it improp
erly), they should thor

oughly investigate the service contract network 
to discover any undisclosed arrangements and 
conflicts of interest. The consumer should not 
accept a situation where an "administrator" and 
the dealership both deny responsibility and 
blame each other. 

CREDIT LIFE AND DISABILITY 
INSURANCE . Dealerships also offer credit 
life and disability insurance policies, which can 
be a source of additional profits to the dealer. 
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Under these policies, loan payments or outstand
ing loan balances are paid if a person becomes 
disabled or dies. While these policies do provide 
a benefit to the consumer, the cost of the policies 
offered through the dealerships are often quite 
high in relation to the small risk of death or dis
ability. Further, if the loan is arranged through 
the dealership above the "buy rate," the profit to 
the dealership may be further increased. If the 
dealership claims that a consumer must pur
chase this insurance to obtain a loan, it has made 
a fraudulent misrepresentation, and the con
sumer would have a cause of action against the 
dealership. 

CONSUMER RELIEF 

Consumers and their attorneys must be every 
bit as resourceful at attacking finance, warranty, 
and insurance arrangements as automobile deal
erships are at designing schemes to squeeze 
hundreds of dollars of extra profit out of con
sumers. As illustrated above, the tactics used by 
autoiT).obile dealerships are complicated, confus
ing, and generally do not openly violate com
monly utilized areas ofthe law. To get through 
the courthouse door, the consumer's attorney 
must draft his or her pleadings to properly 
allege all legal theories for recovery. The facts 
should be set forth in the pleadings in such a 
manner that the dealer's conduct amounts to a 
breach of traditional common law theories, if 
possible. The complaint should also allege any 
possible violations of the Uniform commercial 
Code, the Magnuson-Moss Warranty-Federal 
Trade Commission Act3

, and any applicable 
statutory consumer laws available in the juris
diction. Consumers should expect defendants to 
file numerous motions to dismiss their com
plaints for seemingly valid reasons. 

Consumers should consider withholding pay
ments to the lender as a means of relief, as 
allowed under the Federal Trade Commission 
Holder in Due Course Rule'. The rule apparently 
was intended to protect the consumer from 
financial distress during a dispute, to allow pres
sure to be applied to the culpable party, and to 
place the burden ofloss occasioned by an 
unscrupulous merchant upon the lender and not 
the borrower. However, this relief should usually 
only be considered in serious and certain cases 
because of its potential impact on the consumer's 
credit history. 

The Uniform Commercial Code offers con
sumers the most comprehensive and widely 
understood method of relief for warranty claims. 
The service contract should be considered a 
warranty, and breach of warranty claims should 
be included in any complaint. If there has been a 
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breach of an express warranty, then the federal 
Magnuson-Moss Warranty Act5 should be used 
as a supplement to the U.C.C. because of its 
more liberal remedies for consumers, including 
compensation for the time and inconvenience of 
making repairs, as well as attorney fees . 

Statutory Consumer Fraud Acts on the state 
level should also be utilized, if possible. These 
acts are usually preferable to traditional com
mon-law fraud actions because ofless stringent 
pleading and proof requirements. Numerous 
states also have "lemon laws", many of which 
aren't very beneficial to consumers6

• 

In the service contract area, the consumer's 
attorney should file suit against the dealership, 
the administrator, and against a joint venture 
comprising both of them if neither will assume 
contractual responsibility for the service con
tract. If the dealer's overall scheme, as opposed 
to the dealer's actions specific to a particular 
consumer, are the gravamen for the action a 
class action, suit should be filed. 

Consumers should be aware of the tricks deal
ers use to squeeze hundreds of dollars of extra 
profit out of consumers at the end of motor vehi
cle purchases. Consumers should attack dealer
ships aggressively and relentlessly when they 
have practiced fraud or deception to achieve 
extra profit. 

This article is based on an article previously published in 
the Loyola Consumer Law Reporter, Fall, 1993. For 
copies of the original article, write Loyola Consumer Law 
Reporter, Loyola University College of Law, One East 
Pearson Street, Chicago, IL 60611. 

'.For an extensive discussion of service contracts and 
why people buy them, see, "Consumer Perceptions of 
Service Contracts," in this issue of ACI. 

'. Radford v. Western Diversified Servs., Inc., No. 90-
LM-279 (Ill. Cir. Ct. filed 1990). This case was settled by 
the parties and dismissed. 

3• For a recent discussion of credit insurance, see: 
Hudson, Mike (1994). "Credit insurance: Overpriced and 
oversold," New York Times, July 3, F8. 

' . 15 U.S.C., 2301 et seq. (West 1992). 

'. 40 Fed. Reg. 53,506, 53,510 (November 18, 1975). For a 
comprehensive discussion of the FTC Holder in Due 
Course Rule, see, Pridgen, D., (1992). Consumer Credit 
and the Law, Deerfield, II: Clark Boardman Co., Ltd., 
14.05. 

6• 110(d)(1), 15 U.S.C. 2310(d)(1)(1982). For a comprehen
sive discussion of the private actions under Magnuson 
Moss, see, Pridgen, D., (1993). Consumer Protection and 
the Law, Deerfield, TI: Clark Boardman Co., Ltd., 14.07. 

7• For an extensive review of consumer remedies, see 
Any Norman, (1992), "Lemon law cases: What lawyers 
should know," Illinois Bar Journal, 80, 392, 399; "The sour 
truth about lemon laws," (1993). Consumer Reports, 
January, 40. 
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CONSUMER PERCEPTIONS OF SERVICE CONTRACTS 

xtended warranties or extended service 

contracts were first offered in the late 1950s by Sears, Roebuck and Company and Montgomery Ward 

when television sets became popular. Today, over 90 percent of all major appliance and electronics 

dealers sell extended service contracts (Rosen, 1990). According to a 1992 article, "sales for the entire 

extended warranty business ... are somewhere between $3 billion to $7 billion" ("Extended Service," 

1992, p. 4) and have more than doubled in the last five years. 

Consumers often purchase extended service 
contracts for home appliances, electronic goods, 
and automobiles. A Consumer Reports article, 
reported that "nearly half of all car buyers ... 
purchase an extended warranty" ("Insure 
Against," 1990, p. 226). O'Brien (1993) "estimat
ed that more than $4 billion worth of them 
[extended service contracts] will be sold this 
year in the auto industry" (p. 36). 

It is a common belief that consumers buy 
extended service contracts because they think 
the contracts offer some value beyond the typi
cal manufacturer's warranty. Consumers are 
more likely to buy extended warranties as the 
complexity and the price of the product increase 
("Warranty Industry," 1991). According to 
David Ashton, executive director ofthe Service 
Contract Industry Council (SCIC), consumers 
are more likely to buy an extended service con
tract on expensive, complicated products such as 
large screen television sets because "repair 
costs on the tube alone could exceed 25 percent 
of the cost of the product" ("Warranty 
Industry," 1991, p. 92). 

Tarr (1989) reported extended service con
tract "average sales penetration rates for 
'applicable' products (electronics items costing 
over $100) ranging [sic] from 25 percent to 60 
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percent" (p. 84). O'Brien (1993) reported that 
"40 percent of the people who buy at electronics 
and appliance chain stores purchase warranties" 
(p. 36). Robert Minnick, president of Component 
Guard, aNew York service contract company, 
said: 

Last year [1988] in the U. S. there was over 
$800 million worth of consumer electronics 
[extended] warranties sold. I would have to 
say that for $785 million of those dollars, the 
customers had no idea what they bought 
(Tarr, 1989, p. 84). 

SERVICE CONTRAOS AS A CONSUMER ISSUE 

Consumer Reports asked, ''Who needs an 
extended warranty?" in a January 1991 article. 
The publication's answer was that no one really 
needs one. In January 1994, Consumer Reports 
in an article titled, "Should you pay for peace of 
mind?" continued this discussion with the state
ment: 

We've advised consumers for years to avoid 
extended warranties. It makes little economic 
sense to insure against small risks that indi
viduals can, if need be, cover out of their own 
pocket. It makes even less sense to buy insur
ance priced so that most of the premium goes 
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into profits rather than into payments to the 
insured consumer. (p. 42) 
Industry estimates are that manufacturers 

and retailers sell80 percent of all extended ser
vice contracts and third-party administrators 
market the remaining 20 percent ("Extended 
Service," 1992). According to an article in . 
Consumer Reports, profits on extended service 
contract sales were "far more lucrative for tnany 
retailers than anything else in the store" ("Who 
Needs," 1990, p. 21). Indeed, many independent 
service contract companies pay commissions of 
70 percent or more to retailers who market their 
contracts. 

The salesperson shares in the lucrative profits. 
They usually earn 20 percent on the sale of 
extended service contracts (which incidently is 
nearly always more commission than the sales
person earns on the sale of the product). If the 
service contract costs the store $50, for instance, 
and if the salesperson convinces the customer to 
pay more than $150 (the average), the salesper
son's commission is even greater than the usual 
20 percent. The trend, however, is for retailers 
(especially in the appliance and electronics indus
try) to issue their own extended service con
tracts and reap even greater short-term profits. 
To do so, however, presents substantially longer
term liability for the retailer (Tarr, 1989). 

The salesperson's persuasion efforts are often 
intense. Many salespeople believe and proclaim 
that the "buyer will get the cost of the extended 
warranty back with just one service call" (Kelly, 
1992). Some retailers require their salespeople 
(1) to sign a statement saying a contract was 
offered to each customer, and (2) to sell a certain 
percentage or quota of extended service con
tracts or risk losing their jobs (Kelly, 1993). 

Prices of electronic products have declined sig
nificantly forcing several major firms out of busi
ness (Winston, 1992). The only item left in the 
store which has a large profit margin is the 
extended service contract ("Who Needs," 1990). 
In general, for every dollar's worth of extended 
service contracts sold by retailers, only four to 15 
cents will have to be spent on service. The 
remaining 85 to 96 cents is profit to the seller and 
administrator (which may be the same entity). 

In fact, in 1989 several of the nation's largest 
appliance and electronics chain stores (i.e., 
Highland and Best Buy) would have posted net 
losses had it not been for extended service con
tract sales ("Who Needs," 1990). Moreover, over 
one-half of Circuit City's 1989 net profit was 
attributed to sales of extended service contracts 
("Who Needs," 1991). 

In the December 30, 1990 issue of TV Digest 
magazine, Barry Bryant of Prudential Bache 
was quoted as saying "if that [the profit margins 
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of extended service contracts] were ever taken 
up as a cause by some consumer advocate, the 
profitability of some consumer electronics oper
ations could go down" ("Who Needs," p. 11). 

In 1983, Silber reported that, in the past, many 
extended service contracts duplicated manufac
turers' warranties, failed to cover repairs (argu
ing the problems were due to normal wear and 
tear), included numerous exclusions, and were 
subject to the sometimes subjective interpreta
tion of the warrantor. Some of these same prob
lems appear to exist in 1994. According to TV 
Digest ("'Who Needs," 1990), only 12 to 20 per
cent of people who purchase an extended service 
contract "ever would use it, and that many calls 
turn into 'education' visits, explaining how to 
correctly use [a] product that's functioning well" 
(p. 11). 

Virtually all states regulate insurance 
providers and administrators. Yet, marketers of 
extended service contracts are, for the most 
part, unregulated since extended service con
tracts technically are usually not considered to 
be insurance. The traditional insurance industry 
provides a fund in each state to bail out insur
ance firms that experience financial difficulty or 
declare bankruptcy. However, for extended ser
vice contract providers, there exists no such pro
tection although a few extended service contract 
firms have bought separate insurance policies to 
cover future claims if they are unable to pay. 

In summary, as Leet and Driggers (1990) 
argue, extended service contracts "are rarely a 
bargain for consumers" (p. 279). Moreover, 
Kelley and Conant (1991) noted that in recent 
years the "improvements made to express war
ranties cast into doubt the benefits and value 
consumers receive from ... extended warranties" 
(p. 68). 

THE STUDY 

A modest body of literature exists on war
ranties, but very little empirical or conceptual 
research on extended service contracts has 
appeared in the marketing/consumer affairs lit
erature. A literature review has revealed only 
one empirical study on the topic (Kelley & 
Conant, 1991). Academic authors write little 
about service contracts although this topic has 
received more coverage in the trade press. 

In addition, the literature does not address the 
economic impact on the household of buying ser
vice contracts as opposed to self-insuring or 
using a pay-for-repairs-as-you-go strategy. And 
since a large number of persons buy this com
modity that has relatively little economic value, 
it is surprising that consumer and family econo
mists ignore this topic. 
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Another void in the service contract research 
is that there is inadequate information about the 
people who purchase them. Why do some people 
buy a product that pays so little in benefits in 
relationship to the cost? What are the character
istics of the buyers? Specific information that 
might address these questions 
include the demographic char
acteristics of buyers and non
buyers, specific motivations 
for buying or not buying, per
ceptions of the coverage of 
extended service contracts, 
and future intentions to buy 
or not buy service contracts. 
Extended service contracts 
appear to be a fertile topic for 
meaningful research with 
implications for consumer 
education and public policy. 

The remainder of this article 
summarizes a study1 which 
attempted to distinguish 
between consumers who 
bought an extended service 
contract and those who did 
not, to find why a consumer 
would buy an extended ser
vice contract, and to profile 
those consumers who are most 
likely to purchase an extended 
service contract. Implications 
of this study are also discussed 
along with recommendations 
for policy and education. 

The first problem 
addressed in this study was to determine the fre
quency of purchase, what items are typically 
insured, what were sources of information about 
service contracts and why people purchased 
them. The second problem was to distinguish 
between the two groups of consumers (buyers 
and non-buyers of the extended service contract) 
according to: demographic characteristics, moti
vations for purchasing or not purchasing an 
extended service contract, perceptions about the 
coverage of any extended service contract, and 
future intentions to purchase an extended ser
vice contract. The third problem was to develop 
a profile of those consumers who are most likely 
to purchase an extended service contract. 

The literature shows the most common prod
uct categories on which extended service con
tracts are marketed are (1) automobiles, 
(2) appliances, and (3) electronics. This study was 
limited to a random sample of 991 consumers 
who had recently purchased a television set. The 
use of television sets for this study was justified 
since extended service contracts are almost 
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always offered for sale with this product and 
people with diverse demographic and psycho
graphic characteristics purchase television sets. 

In addition, the study was limited to one 
seven-store retail chain in the eastern United 
States. While not a national retailer, this chain 

attracts a demographically
diverse clientele and has loca
tions in both rural and urban 
areas. Since the population 
studied is not necessarily rep
resentative of the population 
of one state or of the United 
States, care must be taken in 
generalizing the findings. 
Although the type of product 
insured and the nature of ser
vice contract administrators 
are substantive consumer pol
icy issues, these issues were 
not deemed crucial since the 
primary objective of this 
study was to examine why 
consumers purchase extend
ed service contracts. 

The data were collected in 
1993 through a mail survey. 
In addition to the postcard 
follow up, another mailing 
consisting of a second cover 
letter, a replacement ques
tionnaire, and a replacement 
business-reply envelope was 
sent three weeks after the 
initial mailing. Of the original 
991 questionnaires mailed, 34 

were undeliverable and 440 questionnaires were 
returned yielding a 46% total return rate. After 
subtracting unuseable returns, the return rate 
was 42.7%. 

FINDINGS 

Over two-thirds of the respondents said that 
they have purchased one or more extended ser
vice contracts at some time. Of those who have 
previously purchased one or more extended ser
vice contracts, a little over one-fifth bought one 
contract for one or more of their automobiles. 
Further, the majority of respondents have pur
chased an extended service contract for one or 
more electronic products. Moreover, nearly two
fifths of the service contract buyers bought 
extended service contracts on appliances. 
Finally, just over three-fifths of the buyers have 
used an extended service contract for mainte
nance or service. 

Approximately one-third of the respondents 
purchased an extended service contract for their 
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most recently purchased television set. 
Interestingly, nearly ninety percent had not 
"planned on buying an extended service con
tract before it was offered." About one-half 
reported the salesperson as a source of informa
tion before deciding to purchase an extended 
service contract. Less 
than one-fifth said 
they relied on friends 
and/or family mem
bers for information 
before deciding about 
an extended service 
contract. 

A majority (57%) of 
the respondents indi
cated that extended 
service contracts offer 
peace of mind. More
over, a majority 
thought that people 
who take care of their 
products do not need 
to buy extended ser
vice contracts. About 
three-fourths believed 
that extended service 
contracts are worth 
the money people pay 
for them. Finally, only 
one-quarter of the 
respondents agreed 
that the salesperson 
talked them into buy
ing an extended ser
vice contract. 

One objective ofthis 
study was to deter
mine ifthe two groups 
(buyers and non-buy
ers of the extended 
service contract) dif
fered on the selected 
characteristics-gen
der, marital status, education, income, occupa
tion, age, and ethnic and racial background. A 
Chi-Square analysis revealed that for the demo
graphic characteristics studied, only occupation 
was significant at or beyond p < 0.05. A larger 
percentage of respondents classified as skilled 
laborers/machine operators and unskilled work
ers were buyers. 

As might be expected, variables measuring 
the motivation to buy an extended service con
tract were very important in distinguishing 
between buyers and non-buyers. Buyers and 
non-buyers held different opinions about the 
statement, "An extended service contract offers 
a person peace of mind." Eighty-six percent of 
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the buyers agreed compared to only 45% of non
buyers. Further, nearly three-fourths of the buy
ers disagreed with the statement, "People who 
take care of their products do not need to buy 
extended service contracts" while only just over 
one third of the non-buyers disagreed. An over

whelming majority 
(81 %) of the non-buy
ers indicated that 
extended service con
tracts are not worth 
the money people pay 
for them compared to 
nearly one-half of the 
buyers who thought 
this. 

Just over three
fourths of the buyers 
agreed with the state
ment, "People buy 
extended service con
tracts because they are 
afraid their products 
will break down," 
while over ninety per
cent of the non-buyers 
agreed with the state
ment. About one
fourth of the non-buy
ers agreed they knew 
people who did not buy 
the extended service 
contract and later 
wished they had. How
ever, about one-half of 
the buyers knew peo
ple who regretted not 
buying an extended 
service contract. 
Regarding the state
ment, "The salesper
son talked me into 
buying an extended 
service contract," the 

non-buyers overwhelmingly (82%) strongly or 
tended to disagree. All the above differences 
between the buying and non-buying groups were 
statistically significant beyond p < 0.05. 

Over one-half of the non-buyers reported that 
they will not purchase an extended service con
tract in the future while less than one-tenth of 
the buyers are reluctant to buy. About two
fifths of the non-buyers but nearly two-thirds of 
the buyers indicated that they "might" buy an 
extended service contract in the future. 

What are the factors that will predict whether 
a consumer will purchase an extended service 
contract in the future? A multiple regression 
analysis revealed that the best predictor of a 
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future purchase of a service contract was having 
purchased an extended service contract for the 
most recently acquired television set. Some 
additional predictors included consumers who 
(1) agreed that extended service contracts offer 
peace of mind, (2) agreed that extended service 
contracts are worth the money people pay for 
them, and (3) agreed that they knew people who 
did not buy an extended service contract and 
later wished they had. 

WHAT DO THESE FINDINGS MEAN? 

Over two-thirds of the respondents reported 
purchasing one or more extended service con
tracts at some time. One-third had bought a ser
vice contract on their most recently acquired 
television. Yet, over ninety percent of the buy
ers had not planned to purchase a service con
tract before making the decision to buy a televi
sion. Therefore, one can infer that the salesper
son had considerable influence on the consu
mers' purchase decision. This is interesting since 
most respondents denied the salesperson influ
enced their decisions. It seems this contradiction 
reflects the respondent's desire to appear inde
pendent and deny the salesperson's influence. 
Also, the data infer that although a service con
tract is an unsought good and virtually all of the 
information is marketer dominated, the seller 
has a major influence on the purchase decision. 
Indeed, the salesperson's speel may be the first 
time a number of the consumers have heard of 
an extended service contract. This consumer 
ignorance results in a great opportunity for the 
retailer to sell the contract since many con
sumers, immediately following the decision to 
purchase a product, experience a feeling of satis
faction (perhaps even euphoria) and are there
fore more easily manipulated into buying addi
tional products and/or services. In other cases, 
the consumer, after spending a lot of money on a 
durable good, might feel the need to protect 
their investment. 

Another finding was that over three-fifths of 
the respondents who had previously purchased 
an extended service contract had used the con
tract for maintenance or service. The lowest esti
mate of usage of extended service contracts in 
the literature was 12 to 20 percent ("Extended 
Warranties," 1992). In 1994, Consumer Reports, 
reported that the estimates for the probability 
for products to be repaired under the contract is 
less than 20 percent. Kelley and Conant (1991) 
found that about two-fifths of the respondents to 
their survey had received service under the 
terms of their extended service contract. 

The data suggest that except for occupation, 
there are no differences between buyers and 
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non-buyers with respect to demographic charac
teristics. The statistically significant finding that 
skilled manual laborers, machine operators, and 
unskilled workers were more likely to purchase 
extended service contracts than consumers in 
other occupations may be explained by the pos
sible inflexibility in their work hours. They may 
have less freedom to deal with repairs and main
tenance during the normal work day. 

Intuitively one would think that the higher 
educated consumers would be more likely to per
ceive that the extended service contract was not 
worth buying. Because there often exists a 
direct relationship between education and occu
pation, it was inferred that consumers in more 
prestigious occupations would be less likely to 
buy an extended service contract. Likewise, con
sumers with higher incomes (usually more edu
cation and more prestigious occupations) would 
be less likely to see a benefit in insuring against 
such a small risk. In addition, those buyers with 
greater incomes may perceive a service contract 
as a way to save time and reduce hassle. 

Responses to the motivation-to-buy state
ments were the best differentiators between 
buyers and non-buyers. The buyers of the 
extended service contract are more likely to indi
cate that extended service contracts offer "peace 
of mind." For many consumers, well-established 
and respected brand names provide sufficient 
protection. Yet, other consumers desire addition
al protection and the extended service contract 
seems to offer this added "peace of mind." 

Buyers of extended service contracts also 
indicated that people buy them because they are 
afraid their products will break down. This fear 
(whether real or imagined) can in and of itself 
motivate certain consumers to buy protection 
even for small risks. Many consumers believe 
that the quality of new products has decreased· 
in recent years, contrary to what Consumer 
Reports states (See "Getting Things Fixed," 
1994), and coupled ·with some negative past 
experiences with shoddy merchandise, these 
consumers might feel a need to buy coverage in 
addition to the manufacturer's warranty. 

Buyers reported they knew of people who did 
not purchase an extended service contract and 
regretted it. It is debatable whether consumers 
actually knew people with that experience or 
heard a salesperson's story. Salespeople have 
been known to use the "fear" appeal and tell sto
ries about consumers who had products fail the 
day after the manufacturer's warranty expired. 

Many of the buyers thought it was cheaper to 
buy the extended service contract than to pay 
for repairs that they might need. In addition the 
buyers of the extended service contract were 
more likely to indicate that "Extended service 
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contracts are worth the money people pay for 
them." However, the literature suggests that the 
notion that one saves money by buying a service 
contract is without merit. For example, Miller 
(1990) quoted a retired service manager for the 
National Association of Retail Dealers of 
America as saying "the odds are if a product per
forms well during the warranty period, it will 
continue to do so, and what repairs might be nec
essary will be less than the cost of a service con
tract" (p. 281). On the other hand, Miller (1990) 
argued that an extended service contract might 
be suited for (1) individuals who do not take care 
of their products, and (2) consumers who buy 
products which need annual cleanings 

... because, having paid for the contract, you 
will be more motivated to have your equip
ment cleaned annually ... [and] may decide to 
have smaller, less important repairs per
formed more frequently [therefore] .. . may 
extend the [product's] usefullife .. . (p. 280) 
For both buyers and non-buyers intentions to 

buy an extended service contract in the future 
were consistent with their past behavior. This 
might indicate that buyers were satisfied with 
either the service or the peace of mind they 
received while non-buyers had no significant 
problems with their goods that caused regret for 
not buying a service contract. In effect, their 
skepticism of the value of the service contract 
may have been validated. 

ETHICAL IMPLICATIONS 

Because virtually all ofthe information about 
extended service contracts a consumer receives 
is marketer dominated and because many sales
people are pressured by their employers to sell 
service contracts, there are several ethical impli
cations involved in the sale of this consumer com
modity. Most of these ethical implications per
tain to either passive or active disinformation in 
the seller's description of the attributes of 
extended service contracts. 

It is doubtful that most consumers are made 
aware that (1) consumer-oriented publications 
recommend against buying extended service 
contracts ("Who Needs," 1991; "Getting Things 
Fixed," 1994), (2) the average life expectancy of 
the consumer's purchase is probably longer than 
the consumer is told-15 years for a television 
set (Kelly, 1993), 14 years for a refrigerator 
("Getting Things Fixed (1994); (3) electronic 
goods have only a 20 percent failure rate and 
generally do not need repairs until two to five 
years after purchase ("Extended Warranties," 
1992); (4) between 85 and 96 cents of every dollar 
retailers take in selling extended service con
tracts is profit ("Extended Warranties," 1992), 
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(5) the cost of the extended service contract can 
exceed the price of the product (even an extend
ed service contract which costs 15 percent of the 
price of the product-considered a good deal by 
many-will exceed the cost of the product in less 
than seven years), and (6) it is often cheaper to 
take the money it costs to buy extended service 
contracts and set up a repair or replacement 
fund. Although one cannot reasonably expect the 
salesperson to tell the consumer these six 
caveats about service contracts, in an ethical 
market the seller should not, as is commonly 
done, flagrantly contradict or distort these facts. 

Unfortunately, there is virtually no way other 
than from the salesperson for most consumers to 
obtain knowledge about extended service con
tracts. This paucity of information not only is 
detrimental to the individual consumer, it also 
makes for an informationally imperfect market. 
This in turn results in market failure in the form 
of a relatively high-priced service that has high 
penetration but gives little economic return 
from the investment. 

DISCUSSION 

What can be done to reduce both the sales 
deceptions and the exorbitant price of service 
contracts that is alleged in the articles about 
them? A two-pronged effort in terms of educa
tion and public policy might be considered. In the 
process of completing the literature search for 
this study, it was found that textbooks usually 
give little space to the discussion of the problems 
of service contracts and other than in Consumer 
Reports, little information is published in the 
popular press. Because ofthis, consumers 
remain ignorant of the poor economic value of 
service contracts. Consumer educators need to 
be persuaded to include more discussion of ser
vice contracts in consumer education curriculum 
and materials. 

The information derived from this study can 
assist government officials by providing data 
which may be useful in designing more effective 
laws and regulations which would be fairer to 
both consumers and marketers. Regulation of the 
sale of extended service contracts, which proba
bly should be at the federal level, may well be the 
only equitable solution for protecting consumers 
and legitimate firms from the unethical mar
keters of extended service contracts. However, 
federal regulation seems unlikely in the foresee
able future . As noted by Burton (In-press), the 
FTC does have some rule-making power to regu
late service contracts but they have not used it. 
Burton also points out that major consumer 
gToups do not have service contract regulation as 
a priority agenda item. A few states, such as 
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California, do have some fairly strong regula
tions; however, most states leave the service con- . 
tract consumers to fend for themselves. 

The National Association of Insurance 
Commissioners currently has a subcommittee 
writing model legislation that would authorize 
states to regulate service contracts as insurance. 
Although regulation by insurance commissioners 
is a step in the right direction, there is a substan
tial industry block who argues that the only sig
nificant problems are with under-funded third
party suppliers of auto service contracts. In addi
tion, industry representatives have argued for 
excluding from regulation manufacturer backed 
service contracts and those offered by large 
retailers, such as Sears. The current version of 
the model appears to offer little consumer pro
tection. If this model legislation is offered in a 
form that does not provide the consumer with 
any worthwhile protection, then consumer advo
cates must be on guard when it is debated in 
state legislatures. 

Since one of the basic rights of the consumer is 
to be informed, a federal service contract label
ing law might be enacted that would give con
sumers the following information: (1) the aver
age life expectancy of the product, (2) when in 
the life of the product most repairs are made, (3) 

the frequency rate of repairs, (4) the average 
cost of repairs, (5) the payout ratio for repairs, 
(6) the net present value of the extended service 
contract, and (7) who insures the contract should 
the provider go bankrupt. 

A significant problem that consumers have is 
that they are often misinformed about the ser
vice contract coverage and, in particular, how it 
overlaps with the coverage of the manufacturer's 
warranty. One particular labeling scheme that 
might address the problem of consumer igno
rance of overlapping coverage is similar to the 
mandatory energy labeling laws. In this bar 
graph pictorial, the total coverage of a service 
contract along with the overlap in coverage with 
the manufacturer's warranty is illustrated (See 
Burton, 1994). 

In summary, although trade journals and con
sumer magazines generally report that extended 
service contracts are not worth the money paid 
for them, this study found that a substantial 
number of consumers felt that they were worth 
it and that this form of insurance offered peace of 
mind. The question is, does this peace of mind 
come at too high a price? If so, how do educators 
get this message across to consumers and how 
do policy makers affect the market to minimize 
the alleged deception and price gouging? 
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CORPORATE CIVIl DISOBEDIENCE 

IN THE CONSUMER INTEREST 

e tend to think of civil disobedience as 

an activity implemented by (an) individuals against the law. Through civil disobedience individuals 

attempt to change law for the greater good of the broader society. Through catalytic issue 

management, corporations proactively seek to affect resolutions of issues in which they have some 

interest (Crable and Vibbert, 1985; Jones and Chase, 1979). We are witness to a new 

manifestation of both civil disobedience and catalytic issue management. Corporations, rather than 

individuals, now catalyze legal changes by purposely disobeying existing law, facing the 

associated consequences, and lobbying for said changes. 

We refer to this phenomenon of civil disobedi
ence by corporations as catalytic defiance 
(Dennis, 1993) and ponder whether it is in the 
best interest of consumers. We call this action 
catalytic after work by Crabble and Vibbert 
(1985) who refer to catalytic issue management 
when corporations aggressively manage issues 
rather than simply reacting to them. We call this 
action defiant because in this case, as in the case 
of civil disobedience, the corporation does not 
merely try to benignly influence laws; it actively 
defiles laws/regulations and puts itself at some 
legal peril. The catalytic defiance that we pro
pose to exist today may be thought of as civil 
disobedience on a collective corporate level. 

In 1992 a sweeping change in regulations 
affecting food labels and advertisements 
occurred when a Food and Drug Administration 
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prohibition of disease-specific health claims, in 
place since 1938, was repealed. This repeal can 
be viewed as being in the· consumer interest in 
that it allows legitimate claims of health benefits 
to appear where such information is most acces
sible to consumers. This change in the legal 
environment surrounding the food marketplace 
can be directly linked to the catalytic defiance of 
the Kellogg Company, the breakfast cereal mar
ket share leader. 

THE KELLOGG CASE IN CONTEXT 

Prior to 1992, the use of advertising or label
ing health claims linking a food product to the 
prevention, treatment or cure of a specific dis
ease brought the product within the FDA's drug 
regulation realm. Under the associated burden-
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some restrictions as 
such, the product could 
essentially be prevent
ed from appearing in 
the mass market. 

In October of 1984, 
the Kellogg Company 
defied this by publishing 
on the package of their 
All-Bran breakfast cere
al product the National 
Cancer Institute's find
ing of a correlation 
between high fiber diets 
and lowered risks of cer
tain forms of cancer. In 
doing so Kellogg faced 
the possibility of having 
All-Bran classified as a 
drug, thereby making 
the product unavailable 
to the mass market on 
the supermarket shelf 
(''What has All-Bran 
Wrought", 1986). While 
continuing to defiantly 
make health claims for 
various products, 
including All-Bran and 
N utrific cereals, Kellogg 
petitioned the FDA to 
change their regulations 
and spent the next 
seven years arguing to 
lift the restrictions. The 
FDA acceded to 
Kellogg's suggestions 
for allowing and over
seeing health claims in a 
proposal of rule making 
in August of 1987 
(Federal Register, 
1987). This may have 
been due to the favor
able public opinion of 
Kellogg's illegal health 
claims, the well-adapted 
argum~nts presented in 
Kellogg's petition to the 
FDA, or Kellogg's 
smart recruitment of 
the Federal Trade 
Commission as an ally. 

The FTC is not only a 
sister agency to the 
FDA, but, also holds 
jurisdiction in the realm 
of advertising. How
ever, the FDA soon 

c 
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reversed its position 
due to pressure from 
organizations such as 
the Center for 
Science in the Public 
Interest, which 
feared consumers 
might be misled by 
unscrupulous food 
manufacturers who 
would abuse the priv
ilege and practice 
deception via health 
claims. After several 
position reversals, 
the FDA allowed sci
entifically substanti
ated health claims as 
part of the 1992 stan
dardization of food 
labels. 

It can be argued 
that the consumer 
interest was served 
by Kellogg in that 
information about the 
scientifically defined 
health benefits of 
bran-based cereals 
appeared on the 
shelves of the super
market, where the 
consumer actually 
makes the purchasing 
decision. 

Kellogg is not the 
only example of a 
company defying law 
in the name of a 
broader interest. In 
1970 the FDA out
lawed cyclamates 
based on what 
Abbott Laboratories 
later claimed to be 
dubious scientific 
findings linking the 
artificial sweetener to 
cancer ("Abbott 
Sweetens Its Pitch", 
1982). Abbott is still 
struggling to reinsti
tute cyclamates with
in government chan
nels. As part of its 
fight, Abbott defiant
ly produced Sucaryl, 
its cyclamate product, 
in the U.S., but found 
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a loophole by only selling the product abroad. 
Abbott claims that the U.S. ban is based on 
faulty science and prevents consumers who need 
sugar-restricted diets from obtaining a safe and 
effective sweetener, which was erroneously 
labeled as carcinogenic. 

In a third example of corporate defiance, 
American Cyanamid disobeyed Title VII of the 
Federal Equal Rights Act and its 1978 Preg
nancy Discrimination Amendment ("OSHA 
Loses", 1980). In 1978, American Cyanamid 
introduced a medical policy prohibiting women 
of child bearing age from working in high-risk, 
high-lead level environments that might harm 
unborn or future children. In January of 1979, 
five female workers sued Cyanamid for violation 
of their civil rights claiming that to avoid lower 
paying positions they would have to undergo 
sterilization ("Cyanamid Attacked", 1979). 
While Cyanamid eventually abandoned the con
troversy, Johnson Controls later catalyzed the 
dormant issue again by adopting the same policy 
of fetal protection via illegal discrimination and 
took the case to the Supreme Court in 1991 
before losing. 

More recently, Whittle Communications has 
risked legal sanctions and millions of investment 
dollars by installing advanced communications 
devices in schools throughout the nation. The 
battle is for the right to broadcast a ten-minute 
news program to students with two minutes of 
advertising each day ("Classroom TV", 1990). 
The defiance in this case constituted continued 
programming and investment despite the threat 
of increased legal restrictions by authorities 
such as the New York State Board of Regents 
and the State of California. The moral argument 
in this case rests on Whittle's claim that the 
public interest is served by providing an oppor
tunity for well-educated and informed students, 
while education associations and governments 
object to having captive audiences for advertise
ments in the classroom. 

What interests us now in each of these cases 
is not so much defiance of the law per se, but the 
claim that, (a) the defiance is in the greater 
interest of the public, and (b) the benefits will be 
enhanced if the defiance is successful in imple
menting legal change so that other companies 
are allowed to follow suit. The Kellogg case is of 
special interest to consumer professionals in 
that Kellogg equated its defiant act and subse
quent publication of other health claims with the 
serving of consumer interest. 

In its A Citizen's Petition: The Relationship 
Between Diet and Health, as submitted to the 
FDA in 1985 (Kellogg Company, 1985), Kellogg 
correlated health claims with consumer interest 
by compiling hundreds of pages of survey 
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abstracts to support the notion that consumers 
were aware of, used, and desired exactly the 
type of information supplied. in disease-specific 
health claims. Kellogg further argued that scien
tific studies substantiated the link between 
nutrition practices and incidence of various dis
eases. In addition, the company offered sugges
tions not only for allowing disease-specific health 
claims for the first time but also for regulating 
them. The guidelines they offered were designed 
to ensure the safety of vulnerable consumers 
from unscrupulous food manufactures who might 
mislead and deceive by way of health claims. 

CIVIL DISOBEDIENCE AND CATALYTIC DEFIANCE 

Civil disobedience is a defiance of authority or 
violation of some rule or law undertaken in 
hopes of overturning the offending regulation. 
Civil disobedience involves acts which test the 
legality of laws or question the morality of them 
(Coffin and Leibman, 1972). To be civilly disobe
dient by our definition, an act must be Qpen and 
public, as well as defiant, and be accompanied by 
both willingness to accept consequent punish
ments and an apparent moralistic motivation. 

We tend to think of civil disobedience as an 
activity of an individual against the state. 
However, in the 1970's an interesting trend 
emerged as the tactics of civil disobedience were 
adopted by corporations to fight against regula
tions and laws. To avoid confusion with actions of 
labor and consumer forces against corporations, 
Dennis (1993) coined the term corporate catalytic 
defiance to describe those instances in which a 
corporation becomes a catalyst for social change 
by defying existing law. We have outlined a 
number of examples of corporate catalytic defi
ance in the interests of consumers. 

The right of a corporation to defy its legal con
tract with government must logically stem from 
the same rights afforded individuals. John Locke 
believed that any individual citizen has a right to 
break contacts, disobey laws, and seek to change 
repressive laws of an oppressive ruler (Walzer, 
1971). The social functionalists (typified by the 
philosophy of John Stuart Mill) stressed the 
right of an individual to defy law if that defiance 
resulted in the greater common good (Walzer, 
1971). Corporations, under this reasoning, could 
justify engaging in catalytic defiance to the 
extent that such actions are in the best interests 
of the public and result from oppressive govern
mental regulations. 

CATALYTIC DEFIANCE AND THE CONSUMER INTEREST 
• 0 • ••• 0 •• • • • 0 • • ••••• 0 • ••• • 

The notion of the consumer interest being 
served by a corporation's deliberate opposition 
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to the law presents something of a dilemma to 
consumer economists. The microeconomics 
model of the marketplace sets the firm and the 
consumer at odds, each trying through the bar
gaining process to maximize its own gain. The 
corporation represents a corruption of the mar
ketplace to imperfect compe
tition, wherein the consumer 
needs protection against con
duct of the firm that may be 
detrimental to the consumer 
interest. 

The relationship between 
consumers and corporations 
in imperfect competition was 
perhaps best characterized 
by Galbraith in his theory of 
countervailing power 
(American Capitalism). The 
corporate seller will tend to 
dominate a market unless an 
opposing power block of com
parable strength forms on the 
buyer side. Consumers, by 
their disparate nature, cannot 
easily organize themselves 
into such a countervailing 
power group. The situation 
then requires that some other 
·source of countervailing 
power be available. Galbraith 
saw large retailers and the 
State as. potential sources of 
support. 

How, then, is the consumer 
to view catalytic defiance by 
corporations which assume the role of champions 
for the consumer interest? An optimist might 
see catalytic defiance as a new stage of evolution 
by the socially responsible corporation. 
Corporate social responsibility involves action to 
meet social needs and solve emerging social 
problems. In a situation of catalytic defiance, the 
corporation views the law as a barrier to socially 
responsible action, and involves itself in civil dis
obedience. To the consumer who sees phenome
na such as the rise of the consumer affairs 
department and the improvement of post-sales 
redress as socially responsive actions of corpora
tions, catalytic defiance would be hailed as a 
desirable new trend in social responsibility. The 
benefits of health claims to consumers as 
detailed by Kellogg in its petition to the FDA 
attests to this desirability. 

A pessimist might, on the other hand, see cat
alytic defiance as only a tool used in attempts to 
increase market share and profits while just 
happening to coincide with consumer interests. 
Marketing opportunity is clearly evident in all of 
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our exemplars of catalytic defiance. With suc
cessful defiance, and the new allowance of claims 
concerning bran's cancer prevention properties, 
Kellogg should sell more cereal. (Whittle will sell 
more ads, and Abbott more cyclamates, if they 
are successful in their defiance, while American 

Cyanamid and Johnson 
Controls would have been free 
of costly tort liability resulting 
from lawsuits waged by 
employees who birthed 
unhealthy children.) Indeed, 
during the six months follow
ing initiation of the All-Bran 
campaign health claims, the 
sales of all high fiber cereals 
rose 37% while those of All
Bran rose by a very bulky 4 7% 
(Hunter, 1987)! 

Marketing includes those 
actions of the corporation initi
ated to react to, or anticipate, 
changes in the market place. 
The market driven corpora
tion creates profits by recog
nizing changes in consumers' 
needs and by meeting those 
needs. The catalytically defi
ant corporation meets con
sumers' needs by openly defy
ing a law in hopes that the law 
will change, and in the 
process, defines the con
sumers' interests. Catalytic 
defiance may proactively cre
ate market opportunities by 

allowing corporations singularly to meet con
sumer needs not being met due to government, 
legal, or regulatory prohibition. Consumer pro
tection agencies and consumer professionals who 
recognize the adversarial nature of the market
place may not welcome such actions if they ulti
mately exist to serve the corporate interest of 
increased market share and profitability, rather 
than the consumer interest. This concern is espe
cially valid if the corporation takes other actions 
that appear not to be in the consumers' inter
ests. In our featured case, a complete look at 
Kellogg's conduct toward the consumer might be 
necessary before support is given to the catalyt
ic defiance. In all fairness, it should be noted that 
Kellogg's entire existence since its 19th century 
Battle Creek origins has featured attempts to 
increase consumer knowledge of nutrition and 
healthy practices. 

The above viewpoints represent two perspec
tives on catalytic defiance. Whether those con
cerned with the consumer interest adopt these 
or some other intermediate view, catalytic defi-
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ance is consistent with the American experience 
of civil disobedience and calls for serious consid
eration. The literature on civil disobedience 
notes the right of the individuals to decide what 
laws are so reprehensible as to be ripe candi
dates for disobedience. It now seems possible 
for corporations to also make these decisions. 
The positioning of corporations as practitioners, 
rather than targets of civil disobedience, sug
gests both a new corporate strategy and a new 
field of study. 

As a further case in point, and to raise the 
kinds of issues that might be involved in this 
field of study, consider the example of W a!-Mart. 
Wal-Mart maintains a corporate policy of buyers 
having to affirm that they have attempted to 
convince American manufacturers to produce 
products before they are allowed to purchase 
products in foreign markets. The argument is 
that this creates jobs in the United States, there
by presumably putting more money in con
sumers' pockets so that it may be spent later in 
Wal-Mart stores (Feinberg, 1991 ). Also, Wal
Mart encourages and rewards companies which 
use recycled material in the manufacturing 
process even if it means Wal-Mart will have to 
pay more for that product as a result. The com
pliant company has the opportunity to be pro
moted in the 2500 Wal-Mart stores. In both 
instances Wal-Mart arguably promotes the con
sumer interest within the structure of the law, 
and could claim to be socially responsible. 

At the same time, Wal-Mart is also pursuing a 
course of catalytic defiance. Wal-Mart recently 
lost a case in Arkansas of predatory pricing
the charge being that they sold pharmaceuticals 
below cost and drove smaller local drug stores 
out of business. Yet, Wal-Mart continues to defy 
the law in the name of being able to sell drugs at 
substantial savings to the consumer. Should 
Wal-Mart be viewed as a corporate Ghandi or a 
corporate raider? Is Wal-Mart to receive appro
bation from consumer educators and support 
from consumer activists? 

We would like to close by reviewing the impli
cations of catalytic defiance for consumer advo
cates. The agenda for consumer advocates has, 
in a sense, been set by the Consumers' Bill of 
Rights approved by the United Nations. The 
ends of advocacy are enshrined in the rights 
themselves-safe products, full information and 
so on. Now comes along a corporate organiza
tion, which claims that current government reg
ulations are preventing the attainment of cer
tain rights and initiates action to overthrow the 
regulations. What position is a consumer advo
cate to take? 

The question .can be rephrased in more famil
iar terms: does the end justify the means? 
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Should the consumer advocate side with the cor
poration against the regulators who supposedly 
are the guardians of public interest-knowing 
that a successful catalytic defiance will likely 
strengthen the seller's position opposite the con
sumer in the marketplace? 

The phenomenon of catalytic defiance is recent 
enough that there is little precedent to guide the 
consumer advocate. This does not mean, howev
er, that the consumer advocate should sit on the 
sidelines. At the very least a long hard look 
needs to be taken at each case as it develops, 
with particular attention being paid to the quali
ty and objectivity of research claims being made 
in the name of consumer interests. The resolution 
of the means-ends conflict requires a fuller con
sideration of the phenomenon by The American 
Council of Consumer Interests. We hope that 
this paper will begin such consideration. 
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TARGETING COMMUNITY 

ENERGY EDUCATION PROGRAMS 

hen planning a new educational 

program, a community educator would like to know whether program participants 

are likely to use the information and skills to be introduced. In this study, age and a combined 

variable of home ownership and type of dwelling were significant in predicting the 

number of energy conservation practices respondents used. However, the research suggests that 

socioeconomic and demographic variables may be less important in 

predicting program success than highly motivated participants and opportunities 

for the participants to practice the desired behaviors. 

Often, community education program plan
ners know little about prospective learners. 
Through a formal needs assessment or a well 
constructed registration form, planners may 
learn some socioeconomic and demographic 
information about target audiences. This study 
was undertaken to determine whether such 
information can be used with confidence to 
determine the likelihood that program partici
pants will use the energy conservation behav
iors introduced in a community education pro
gram. 

Desire for involvement in energy conserva
tion may be high among lower socioeconomic 
population segments because they have difficul
ty meeting the increasing costs of energy in the 
home (Robertson, Zielinski, & Ward, 1984; 
Griffin, 1985). As described in the following sec
tions, other socioeconomic and demographic 
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characteristics have also been reported to be 
predictive of conservation behaviors. 

THE PROPENSITY TO CONSERVE 

Since behavior change is needed to effect con
servation of energy resources, the ability to 
understand and even predict an individual's pro
pensity to conserve would be helpful when 
developing energy conservation education pro
grams. Ajzen and Fishbein (1980) demonstrated 
that beliefs, attitudes, and intentions are the 
precursors of behavior. Consumer behavior the
ory indicates that when the consumer has a high 
level of personal identification with the product 
or practice and when the product or practice is 
perceived as relevant, the consumer is likely to 
be highly motivated to change behavior. There 
is an even greater propensity to change when 
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information about the product or 
practice is based on strong argu
ments and sound logic (Robertson, 
et a!., 1984). 

In previous research, some addi
tional factors have been associated 
with energy conservation behav
iors: income; age of the householder; 
household size; whether the 
dwelling is owned or rented; and 
whether the dwelling is a separate 
single family structure, an apart
ment in a multi-family structure, or 
a mobile home. 

INCOME . Earlier research has 
reported that people who live on 
low or fixed incomes spent a 
greater proportion of their 
incomes on energy 
(Griffin,1989;Scoon, 
1989). Crites, 
Pederson, 
Markee, and 
Murray 
(1990) 

found 
that low
income 
respondents 
who qualified for 
energy assistance 
had above-average 
knowledge about energy 
conservation practices, a 
desire to learn more about con
serving energy, and a willingness to 
do something to conserve energy. 
Lower-income families were reported to 
live in smaller homes or apartments, but 
their energy bills for heating were not propor
tionately less (Hogan, 1978; Scoon, 1989). Part of 
the problem has been attributed to the condition 
of their dwellings, especially the absence of insu
lation and storm windows. 
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AGE. When older households were compared 
with younger households, Griffin (1989) found 
that elders spent a greater portion of their 
income on energy and were less able to deal with 
rising energy costs. Lowering the thermostat set
ting was not related to income, but was sensitive 
to age (Griffin, 1985). Despite available tax cred-
its, older persons were less likely to install ener

gy conservation features (weatherstripping, 
storm doors and windows, insulation, or 

solar heating). The elders favored con
servation but believed they had 

reached the limit of their person
al ability to conserve (Griffin, 
1989). 

HOUSEHOLD SIZE . Utility 
expenditures increase with 
increases in household size. 
However, due to economies of 

scale, Scoon (1989) found 
that per capita utility 

expenditures decreas
ed as the number of 

persons in the 
household 

increased. 
In con-

trast, 
in other 

studies 
(Longstreth, 

1987; Longstreth & 
Topliff, 1988), larger 

households conserved 
less per household and 

growing households increased 
their energy use. Douthitt (1987) 

reported that the presence of 
preschool children increased household 

energy consumption. 

DWELLING TYPE AND OWNERSHIP. 
Compared to identical apartment buildings in 

ADVANCING THE CONSUMER INTEREST VOL.6 N0.2 



which apartments were individually metered, 
energy consumption in master-metered build
ings was 35% higher (Midwest Research 
Institute, 1975). Although no studies were found 
that compared single-family dwellings with mul
tiple-family dwellings or mobile homes, Meeks 
(1988) indicated that the size ofthe housing unit 
was related to energy consumption and conser
vation. There was also evidence that home own
ership was associated with increased efforts to 
conserve energy (Fujii & Mak, 1984; Hirst, 
Goeltz, & Carney, 1981). 

METHODS AND PROCEDURES 

In this study, all respondents were Low 
Income Home Energy Assistance (LIHEA) pro
gram participants.1 Since previous research sug
gested this population believes in and has posi
tive attitudes toward energy conservation 
(Crites, et al., 1990), the objective of this study 
was to determine whether socioeconomic and 
demographic factors other than income were 
also associated with LIHEA participants' 
propensity to conserve energy. 

In July 1989, University of Nevada Coopera
tive Extension (NCE) developed a booklet which 
used strong arguments and sound logic to 
describe low-cost, effective energy conservation 
practices. For example, an "energy pie" (figure 
1) was used to illustrate how the average south
ern Nevada household uses energy. 

Ughting & Other 
5% 

Figure 1 

Range, Washer, Dryer 
11% 

Percent of Energy Used by Energy Consumption Area in on Average Southern 
Nevada Household 

The booklet also listed estimated money sav
ings for specific energy conservation practices. 
For example, an energy-saving suggestion for 
the summer was: 

"Set your air conditioner thermostat at 78 
degrees or on low. Check the temperature inside 
your home with a wall thermometer to make 
sure your thermostat is correct. Air condition
ing costs $55 a month on an average energy bill 
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of $100 a month. Changing your thermostat to a 
higher setting from 75 to 78 degrees can save 
you as much as $8.25 a month. 

The booklet, "Save Money by Saving Energy," 
was mailed to 5,954 people who had applied for 
the LIHEA program during the previous sign
up period in four southern Nevada counties 
(Clark, Lincoln, Nye and Esmeralda). Inside the 
booklet was a yellow postage-paid Energy 
Survey Form that recipients could fill out and 
return to the N CE office if they wanted to 
receive a free energy kit. On the form, respon
dents indicated whether they had engaged in, or 
planned to engage in 14low-cost energy conser
vation practices discussed in the booklet. 

Two weeks after the original mailing, the 
researchers estimated that approximately two
thirds of those who had responded were older 
clients. Consequently, a second mailing was sent 
to those under age 60 who had not already 
returned the form (n=2,204). The half-size white 
envelopes with, "It's Not Too Late" printed on 
the outside, contained a blue copy of the survey 
form encouraging recipients to respond within 2 
weeks. Of the 711 survey forms returned, 710 
were usable. 

RESULTS AND CONCLUSIONS 

Of the 710 low-income respondents, 371 were 
under age 60 and 339 were age 60 or older; 416 
rented their dwelling while 287 owned their 
home. Approximately 42% (296) lived in apart
ments; 27% (191) lived in single-family dwellings; 
24% (173) lived in mobile homes; and 4% (31) 
reported that they lived in another type of 
dwelling. The majority of respondents (456 or 
64%) had school-age children living in their home. 

A series of regression analyses were used to 
determine whether any of four independent 
variables could be used to predict use of energy 
conservation practices. The independent vari
ables were: age of the householder, whether or 
not children were present, whether the resi
dence was in an urban or rural location, and a 
combination variable which indicated whether 
the dwelling was a single- or multiple-family 
building or a mobile home and whether it was 
occupant-owned or rented. The dependent vari
able was an energy conservation score, deter
mined by awarding one point for each conserva
tion practice used and adding the points for each 
respondent. The respondents' use of 14 energy 
conservation practices is reported in Table 1. 

Only age and the combination variable (type of 
dwelling and home ownership) were significant 
in predicting conservation scores. Those who 
owned single-family homes were more likely to 
use multiple energy conservation practices than 
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were renters who lived in apartments or mobile 
homes. Contrary to previous research (Griffin, 
1989), conservation scores increased with age. 
That is, older respondents used more energy con
servation practices than younger respondents. 

Although the relationship between conserva
tion scores and age and type of dwelling/home 
ownership was significant, the two independent 
variables explained less than 5% of the variance 
in conservation scores. This result supports earli
er research (Haldeman, Peters, & Tripple, 1987) 
that socio-economic and demographic factors 
alone may not be strong predictors of conserva
tion-related behaviors. According to theories of 
reasoned action (Ajzen & Fishbein, 1980) and 
consumer behavior (Robertson, Zielinski, and 
Ward, 1984), the respondents' propensity to con
serve may be influenced by socio-economic and 
demographic factors combined with participants' 
beliefs about and attitudes toward energy con
servation as well as their involvement in educa
tional programs. 

Table I 
Frequency of Use and Pions to Use Energy Saving Practices 

I Hove I Pion I Need Does Not 
Energy Saving Practice o Done To Do Info Apply Total c 

(%)b (%) (%) (%) (N=71 0) 

Examine my home .................... .386 .......... 87 .......... 157 .......... 18 ............. 648 
.............................................. (54} ........ (12) ........ (22) ......... (2) 

Weatherstrip doors & windows .... 196 ......... 282 ......... 144 .......... 40 ............. 662 
........................... ................... (28) ........ (40) ........ (20) ......... (6) 

Caulk cracks to stop air ............. .. 153 ......... 289 ......... 135 .......... 56 ............. 633 
.............................................. (22) ........ (41) ........ (19) ......... (8) 

Use a fan in summer .................. 513 ......... .78 ........... 27 ........... 37 ............. 655 
............. ................................. (72) ........ (11) ......... (4) .......... (5) 

Wear warmer clothes in winter .... 578 .......... 95 ............ 9 ............ .4 .............. 686 
.............................................. (81 ) ........ (13) ......... (1) ......... (.5) 

Check room temperature ............ 341 ......... 173. ......... 83. ......... .30 ............. 627 
with thermometer .................. (48) ........ (24) ........ (12) ......... (4) 

Involve everyone in conserving .. .395 .......... 95 .......... .47 ........... 90 ............. 627 
.............................................. (56} ........ (13) .. ....... (7) ......... (13) 

Keep curtains closed ................... 627 .. ....... .48 ........... 1 0 ............ 8 .............. 693 
.............................................. (88) ......... (7) .......... (1 ) .......... (1) 

Use small oppliances ................... 538 ......... .77 ........... 43 ........ ... 27 ..... ........ 685 
instead of standard ones ......... (76) ........ (11) ......... (6) .......... (4) 

Replace light bulbs ..................... .433 ......... 148 .......... 62 ..... .. .... 16 ............. 659 
with lower wattage ................. (61) ........ (21) ......... (9) .. .. ... ... (2) 

Set air conditioner to 78° .......... .415 ......... .74 ........... 24 ..... .. ... 153 ............ 666 
........ ...................................... (58) ........ (1 0) ......... (3) ......... (22) 

Set heat to 68° ......................... .384 .... ..... 146 ........ .. 39 ........... 83 ........... .. 652 
.............................................. (54} ........ (21) ......... (5) ......... (12) 

Check water heater ..................... 328 ......... 142 ......... 109 ....... .. .79 ............. 658 
temperature setting .......... , ..... (46) ........ (20) .. ...... (15) ........ (11) 

Contact home weotherizotion ...... 1 04... ...... 141 ......... 248 .......... 86 ............. 579 
program ............................... .. (15) ........ (20) ........ (35) ........ (12) 

• Only brief descriptors of the energy conservation practices are used in the table. 
"Percent of total respondents (N=71 0). 
' Not all respondents gave o reply to each conservation statement. 
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The researchers faced several tough chal
lenges in designing the education project. Be
cause the program was designed for self-study, 
there was no instructor nor any opportunity for 
learner competition. The targeted group (socio
economically disadvantaged) was one customari
ly viewed as relatively less interested in educa
tion; however , earlier research had demonstrat
ed that they held positive beliefs about and atti
tudes toward energy conservation. Basing the 
program on knowledge gained from previous 
research was critical to overcoming the obsta
cles. The program was designed for high partici
pant involvement and used information that was 
based on strong arguments and sound logic. The 
suggested behaviors were easily implemented 
by program participants. Because participants 
were self-selected, it is likely they had a positive 
attitude toward energy conservation. When indi
viduals with positive beliefs and supportive atti
tudes have the opportunity to put logical infor
mation into practice, they are empowered to 
take control of a segment of their lives. In this 
case individuals were empowered to save energy 
as well as money. 

LIMITATIONS OF THE STUDY 

The low response rate and the possible bias 
created by self-selection and double solicitation 
of younger respondents could be limitations in 
this study. Several factors combine to explain 
the low response rate. Since the targeted popula
tion was low-income householders who received 
assistance with their energy bills, a low response 
rate might be expected. Respondents to previous 
mail surveys in Nevada had higher-than-average 
incomes (Haldeman, Peters & Tripple, 1987; 
Haldeman, Peters, and Martin, 1987; Haldeman 
& Peters, 1988). A lower than average education 
level among the population would r educe the 
expected response rate. Furthermore, no sys
tematic reminder strategy was used to encour
age responses. The only incentive to respond 
was the promise of an energy conservation kit. 
Perceived lack of ability or time to use the kit 
would have reduced the value of the incentive. 

The study's reliance on self-reported data from 
self-selected respondents may have created a 
biased sample. The low-income householders 
who chose to participate in the project were 
probably those more likely to believe in energy 
conservation and to have a positive attitude 
toward it. However, the researchers believe the 
respondents' self reports of their behaviors were 
honest and accurate. For each behavior, respon
dents could select from four responses: "I have 
done this," "I plan to do this," "I need more infor
mation," or "Does not apply to my home." 
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Regardless of the answer selected, the respon
dent would receive the promised kit. 

Finally, double solicitation of younger respon
dents may also have created a biased sample. 
Since 61% of the original mailing list were over 
age 60, the stronger response by the elders not 
unexpected. The high numbers of elders, and a 
tendency for elders to have higher than expected 
response rates in earlier Nevada mail surveys 
(Haldeman, Peters & Tripple, 1987; Haldeman, 
Peters, and Martin, 1987; Haldeman & Peters, 
1988), led to the decision to limit sending a 
reminder to those under age 60. 

THE CHALLENGE FOR EDUCATORS 

Community education programs designed to 
use empowerment techniques are likely to be 
effective. Self-selected audiences are likely to 
have positive beliefs and supportive attitudes. 
Using information based on strong arguments 
and sound logic and empowering participants to 
use the information greatly enhances the proba
bility that participants will practice the desired 
behaviors. Change in behavior operationalized 
by a few key persons in a targeted population 
may be the beginning of a change in beliefs and 
attitudes of others who observe and hear of the 
success of the innovators. This gives rise to the 
possibility of a new group of potential program 
participants, and the continuation of the cycle of 
stimulation of interest, participation, empower
ment, change, and influence. 

The challenge of community-based education 
is to help people, but the ultimate goal must be to 
expand empowerment, change, and influence 
beyond the initial group of program participants. 
Some questions for future community education 
research are: How can empowerment of one seg
ment ofthe targeted population trigger demand 
for additional programming? How can empower
ment of a small segment of the targeted popula
tion trigger changes in behavior of persons out
side the initial group involved in the educational 
program? The questions will not be easily 
answered for they pose methodological chal
lenges for community education programming 
and impact assessment. 

' To be eligible for the program, income must not be 
greater than 150% of poverty level. In 1988, the poverty 
guideline was $5,770 for a family of 1, $7,730 for 2, $9,690 
for 3, $11,650 for 4, $13,610 for 5, $15,570 for 6, $17,530 for 
7, $19,490 for 8, and another $1,960 for each additional 
person (Statistical Abstract of the United States, 1988). 
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CONSUMER EDUCATION 

SUCCESSFUL 
CONSUMER 

STUDIES 
PROGRAMS 

E
ditor's Note: In the last issue of 
ACI, the article by Zick and 
Widdows, "Assessing the Health of 
Consumer and Family Economics 
Programs," stated that this current 

issue will contain descriptions of selected 
successful consumer and family eco
nomics programs. In this issue, the pro
gram at Purdue was selected by the edi
tor for description. 

CONSUMER SCIENCE AND 
RETAILING, PURDUE UNIVERSITY ......... .. ..... 

Does Purdue University ha:ve a suc
cessful program in consumer affairs? The 
answer is, as are most answers in life, "it 
depends." 

Purdue University has a "pure" consu
mer affairs major that is independent 
from other "business" oriented and "con
sumer" oriented majors, and indepen
dent from financial planning and counsel
ing. Thus, the success of our major is not 
dependent upon the attractiveness of 
other areas. On the one hand, except for 
a recent short-term decline, we have a 
small but solid enrollment that has not 
changed noticeably in the last five years. 
On the other hand, consumer affairs is 
not the largest major in the department, 
the school, or at Purdue; nor does the 
earth rotate around it. It is not clear 
what the enrollment should be other 
than some multiple ofthe number offac
ulty. 

I. TRENDS FOR ENROLLMENT. 
While there has been no major shift in 
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enrollment over the last five years the 
following trends exist: 

1. Enrollment in all business pro
grams have declined significantly 
across our campus and across the 
nation. As a business oriented con
sumer affairs program, the short term 
decline in enrollment can be attributed 
to this general trend. 

2. The consumer affairs program is 
highly dependent upon a "champion" 
who will make the program compelling 
for undergraduates. It is clear that 
high school students do not get up on 
the morning and say, "Hey, what I 
really want to be is a consumer affairs 
major." The campus champion is a 
wonderful teacher who takes advan
tage of the opportunity presented in a 
broad introductory course to increase 
awareness of the major and sell the 
opportunity. The champion must also 
be the focal point for the student orga
nization of SOCAP, a source for advis
ing and counselling, and a repository of 
possible jobs for graduates. 

3. The introduction to consumer 
affairs in business course must be 
designed to appeal to business stu
dents in other majors and be a com
pelling attraction if we expect aware
ness to increase and majors to sign up. 

4. Ultimately the success of the 
major depends upon our ability to part
ner with industry so that consumer 
affairs majors have a career track that 
serves their professional education. 
Industry must be energized to treat 
the area as a technical profession and 
serve those schools that design and 
teach majors. It is not clear that this is 
happening on an industry-wide basis 
although we have successfully found 
companies that partner with our isolat
ed small program. 

5. We have seen a trend over the last 
couple of years for students to want 
consumer affairs to be a minor to their 
major. Thus, retail, financial planning, 
and business/management students 
want to minor in consumer affairs to 
increase their degrees of freedom upon 
graduation. Unfortunately, Purdue 
does not have an official minor system 
so these students are not considered in 
the official reporting of the major. 

26 

II. CAREER BUILDING 
ACTIVITIES. We organize internship 
experiences for students in major consu
mer affairs functions. We actively invite 
professionals into the classes. A student 
SOCAP group organizes invited speak
ers and field trips. This summer we host
ed a European trip for 20 consumer 
affairs majors to study multi-national 
approaches to consumer affairs. 

III. SUCCESS FACTORS. 
1. We have an active partnership 

with businesses and business leaders. 
This partnership provides opportuni
ties for students, allows easy access of 
guest speakers, and provides research 
projects for student work experience. 

2. There is a "critical mass" of dedi
cated and talented faculty whose re
search and professional interests focus 
on consumer affairs issues. Their in
volvement in consulting, research, aca
demic and professional organizations is 
essential for our program's success. 

3. We have started an Institute for 
Consumer Driven Quality which pro
motes the partnership between busi
ness and students/program. The insti
tute does contract work for companies 
and, in doing so, involves students in 
the planning, conduct, write-up, 
reporting, and follow-up in national 
and statewide studies of consumer 
affairs issues. The institute provides 
very positive public relations and 
word-of-mouth for the University, the 
department, and the consumer affairs 
program. 

4. We "walk the walk" as well as 
"talk the talk". We are a "consumer 
driven" program and solicit feed back 
and survey all priority parties (stu
dents, faculty, business) to our pro
gram. We consistently reexamine what 
we do and how we do it and make nec
essary modifications based on that 
feedback. We have a Board of Advisors 
to steer us. 

5. Faculty are very involved in con
sulting and attending professional sem
inars in an international and national 
arena. 

6. We have a wonderfully fulfilling 
introduction to Consumer Affairs in a 
Business class. This class attracts 
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majors from around the University. 
The class is built around top level exec
utive visits and lectures concerning 
customer service, satisfaction, and con
sumer affairs. 

IV. WHAT ASPECTS OF OUR 
PROGRAM DO WE FEEL OTHER 
DEPARTMENTS SHOULD FOLLOW? 

1. Build the entry level beginning 
course into a university wide attrac
tion. 

2. Separate consumer affairs from 
other majors so that a mission-oriented 
effort and focus exists. 

3. Build partnerships with business 
and industry. 

4. Hire a "champion"-someone who 
has extensive consumer affairs in busi
ness experience and is not simply an 
academician/researcher. 

5. Become a consumer driven con
sumer affairs program that "listens to" 
and involves students, faculty, and 
business professionals in all aspects of 
design, development, and implementa
tion of the major. 

6. Hang in there. Time is on our side 
as business and industry become disil
lusioned with the non-consumer orient
ed nature of business programs. 

RICHARD FEINBERG, GONG-SOOG HONG 

AND RICHARD WIDDOWS 

Consumer Sciences and Retailing 
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read or to ignore. However, all this has 
not been without some positive out
comes. While there have been a few frus
tration in being an editor, the one plea
sure I have had is the opportunity to 
write "grumblings". 

TIME TO GIVE THANKS 

This is the last issue of ACI under my 
editorship and it is time that I thanked 
all the persons who helped me make it 
through the last seven years. My associ
ate editors, Bob Kroll, Julia Marlowe, 
Rosella Bannister, Mary Carsky, and 
Brenda Cude contributed significantly by 
giving advice, finding articles and 
authors, reviewing and editing pieces, 
and in the case of Bob, helping me 
through several editorship-related ner
vous break downs. 

My editorial review board, member's 
names too numerous to mention here, 
also contributed much to the content of 
ACI. They not only did much of the 
screening of the content that eventually 
made it into print, they were the ones 
who shouldered the blame, albeit anony
mously, when an author asked why 
her/his manuscript was butchered or 
rejected. 

Timothy Sheppard receives special 
thanks. Timothy is the person who is not 
only responsible for the artistic composi
tion of ACI, but is also the one who 
designs the format for each issue, makes 
corrections, draws the illustrations, and 
authors the outrageous titles for the book 
reviews. Although Timothy is an active 
Mormon, he has assured me that he has 
not placed subliminal proselytizing mes
sages in his art work. However, knowing 
Timothy, caveat lector (let the reader 
beware). 

There are my departmental colleagues 
who helped a lot but were never recog
nized in print. These informal assistant 
editors are Rob Mayer, Cathleen Zick, 
Daigh Tufts, and Jutta Joesch. These are 
people who gave me ideas, criticism 
(some solicited, some not), and last
minute advice on acceptance or rejection 
of certain material. Daigh and Jutta were 
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on the editorial review board but helped 
beyond this assignment. 

Monroe Friedman cannot be ignored in 
the history of ACI. Not only was it was 
primarily Monty's idea to create this 
applied journal, the name, Advancing the 
Consumer Interest, was his notion. 
Monty also gave me invaluable advice in 
the early years of my editorship. 

In the tradition of Stewart Lee who 
involved his family members in publish
ing the ACCI Newsletter, I also used 
some nepotism in publishing ACI. My 
wife, Jan Ellen, my daughter Becky, and 
my sister Lorna helped at times with 
proofreading. Jan Ellen also gave me a 
lot of psychological support. My son, 
Michael with his Washington political 
connections, procured some articles and 
my former wife, Grace, was a guest 
reviewer. 

As you can see, the success of ACI in 
the past seven years has been the result 
of many persons who unselfishly dedicat
ed some of their own time and energy. 
Thanks to all of them. 

EDITOR 
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STEWART M. LEE AWARD 

GARMAN WINS 
EDUCATION AWARD 
E. Thomas Garman, Professor of 

Housing, Interior Design, and 
Management at Virginia Polytech 
University, was awarded the annual 
Stewart M. Lee Education A ward at 
the 1994 ACCI conference in 
Minneapolis. 

Dr. Garman's recognition was 
based on his accomplishments as a 
teacher and researcher; and for his 
contributions to professional service. 
In addition to being a professor of 
consumer affairs and family manage
ment, Dr. Garman has been a visit
ing professor at several colleges and 
universities and has taught a unique 
on-site summer graduate course, 
"Consumer Issues in Washington." 
He has also authored over forty jour
nal articles relating to consumer edu
cation and research in addition to 
receiving grants in both these areas. 
Dr. Garman may be best known for 
his textbooks-Personal Finance, 
Consumer Economic Issues in 
America, and The Consumer's 
World. Dr. Garman's service 
includes being president and board 
member of several professional orga
nizations including ACCI. 

Dr. Garman's nominator writes: 
It is to Tom's credit that he 

undertakes these "labors of love" 
for the field without any realistic 
prospect of monetary remunera
tion. These and other projects cur
rently in place will ensure that Tom 
remains at the forefront of those 
providing outstanding, long-term 
contributions to consumer educa
tion. But with the track record he 
has already established and his 
unbridled enthusiasm for consumer 
education, I can think of no one 
more worthy to receive the presti
gious Stewart M. Lee Award. 
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AN 
ILLUSTRATED 

TRIBUTE 
TO THE 
EDITOR 

E
ver since John Burton assumed the 
editorship of Advancing the 
Consumer Interest, I have pestered 
him about including the caricature on 
the opposite page. With this, his last 

issue, John has relented. 
Why do I like this picture so much? 

First, it was sketched by a free-lance cari
caturist one evening in Denver during the 
1977 ACCI annual conference. I barely 
knew John at the time, having just 
agreed to join the faculty at the Univer
sity of Utah and become his colleague. So 
this picture of John reminds me of his loy
alty to A CCI. As a young graduate stu
dent, he joined in 1967, attended his first 
conference in 1969, and hasn't missed a 
single conference for the past quarter of a 
century. 

I also like this picture because it 
emphasizes John's strong chin. Unfortu
nately, he keeps it hidden under a thick 
beard, but his chin is something to behold. 
Kirk Douglas, Jay Leno, and Dudley 
Dooright have nothing on John. 

Most of all, I enjoy this sketch because 
it reminds me of human frailty, in particu
lar the difficulty of practicing what you 
preach as a consumer educator. We do an 
excellent job of telling consumers how 
they ought to behave, but if they followed 
our advice to the letter, there wouldn't be 
much joy in the act of consumption. As 
soon as the lengthy process of pre-pur
chase information search is completed, 
consumers are supposed to read the 
instructions, check the warranty, file 
their receipts, and fend off cognitive dis
sonance. So it's important to let down our 
guard, at least once in a while. When John 
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bought this caricature, it was like Jenny 
Craig ordering a chocolate cake or Gloria 
Steinem purchasing a copy of Playboy. 

Normally, John leads an austere life as 
a consumer. He dutifully consults 
Consumer Reports before buying a major 
appliance and obtains most of his ward
robe at garage sales. But John has his 
weak moments. Tell him that your tele
phone is broken and he will arrive at your 
home that evening with one he has put 
together from spare parts. Ask him to 
contribute funds and time to an environ
mental organization, and he's there. This 
same altruistic spirit has infused John's 
tenure as editor of ACI. I hope that this 
caricature will remind people of the gen
erosity- and temporary insanity
required to edit a professional journal. 
Thanks, John. 

RoB MAYER 
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BOOK REVIEW 

A JUNGLE 
GUIDE TO 

HASSLES AND 
SCAMS 

Howard, Clark and Mark Meltzer 
(1994) Clark Howard's Consumer 
Survival Kit. Marietta, GA: Longstreet 
Press, Inc. $14.95. 

A
s a consumer economics student, I 
spend a great deal of time in class
es geared toward teaching one 
how to become a better consumer. 
Yet all consumers are students of 

market practices. After all, it's impossi
ble for consumers to know all there is to 
know in the jungle of everyday hassles 
and scams. Unfortunately consumers are 
often unaware of possible problems until 
trouble strikes. Howard and Meltzer 
seek to reduce the risks associated with 
being a consumer in, Clark Howard's 
Consumer Survival Kit. The authors 
attempt to help consumers get the most 
for their dollar, whether it is spent, saved 
or invested. This book contains helpful 
hints which Howard has compiled from 
his own experiences as Georgia's best 
known consumer advocate. 

In the chapter "The Basics," the 
authors remirid us, first and foremost, of 
the power to vote with dollars. This sec
tion covers a variety of subjects from dry 
cleaning to contracts. The importance of 
educating oneself in order to protect one
self is stressed. It is the authors' impres
sion that dealing only with reputable 
retailers limits hassles. They obviously 
have not read the ACI editorials, "which 
are 'reputable business' anyhow?' 

The chapter titled "Money," offers 
advice on topics such as credit, taxes, and 
investments. Howard and Meltzer advo
cate Consumer Credit Counseling 
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Services to those who get into credit 
trouble. They stress the importance of 
savings and suggest investing in a 401K. 
This section also includes the financial 
aspects of divorce and death. 

In the chapter regarding automobiles, 
buying cars, getting repairs, and infor
mation about what to do in case of acci
dents are covered. The authors suggest 
consumers first look at cars when a deal
ership is closed to avoid pushy salesmen. 
They state the willingness to walk out of 
a dealership is the best protection when 
buying a car. The authors give guidelines 
for financing a new car and oppose buy
ing an extended warranty. Before buying 
a used car, they advise taking the car to 
an independent mechanic. Getting more 
than one estimate for repairs, and asking 
the mechanic to return the old parts is 
also advised. This chapter also includes 
information on recalls, lemon laws, arbi
tration and the steps one should take fol
lowing an accident. 

The "Real Estate" chapter covers 
everything from buying or selling a 
house to being a landlord or tenant. The 
authors believe the first decision the con
sumer needs to make is whether the 
house is to be purchased as a financial 
investment or for personal reasons. They 
recommend that landlords manage rental 
property as if it were a business, requir
ing all prospective tenants to fill out an 
application with a copy of their credit 
report. When renting property, they rec
ommend never signing a lease on the 
spot and adding a clause enabling the ter
mination of the contract before expira
tion should circumstances change. This 
chapter also includes tips on warranties, 
remodeling, moving, home security sys
tems, financing and mortgage servicing. 

The most interesting chapter pertains 
to "Ripoffs." Con artists are described as 
masters at persuading consumers to 
make quick and hasty decisions. Advice 
on avoiding a number ofripoffs is offered. 
Consumers are warned not to sign a con
tract on the spot. But if they do, the 
authors remind readers of laws that may 
permit voiding of certain contracts. Since 
credit insurance protects the lender and 
not the consumer, the authors consider it 
a it a ripoff. Employment scams, telemar
keting, long-distance calling, contests, 
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charities, buying clubs, extended war
ranties, and advance-fee loans are also 
covered in this chapter. 

The chapter on insurance is compre
hensive. Since insurance is a complicated 
purchase, Howard and Meltzer give 
guidelines for purchasing each type. 
Because the odds of being disabled are 
much greater than the odds of dying pre
maturely, they advise consumers to pur
chase disability insurance. With rising 
health care costs, they consider HMOs as 
the best alternative to the traditional fee
for-service plans. They feel homeowner's 
insurance should cover replacement costs 
rather than actual cash value. 

The best advice offered in the "Travel" 
chapter is to be flexible. By not being 
rigid about travel dates, consumers can 
often take advantage oflower travel 
rates. Howard and Meltzer also offer a 
number of tips on car rentals, places to 
go, handling money while traveling, and 
bed and breakfast inns. 

They close with a workbook section 
which helps consumers take action with 
their disputes in the marketplace. The 
"Workbook" includes a variety of tools 
such as a model complaint letter, a sam
ple "Drop-dead" letter to collection agen
cies, a specimen living will, and a phone 
book containing an appropriate contact 
for just about any consumer problem. 

The Clark Howard's Consumer 
Survival Kit might be used as a supple
mental textbook for senior-level high 
school classes and for introductory col
lege consumer courses. It is readable and 
appeals to a wide variety of consumers 
from college students about to make a 
number of infrequent, yet expensive pur
chases to a retiree considering the pur
chase of vacation homes. With such a 
diversity of topics, a consumer need not 
read the book from cover to cover to find 
it useful. Affordably priced, a consumer 
can recoup the cost of the book by mak
ing efficient purchases. 

CYNTHIA L. BUTTRILL 

Consumer Economics undergraduate, 
University of Georgia. 
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