AN ANALYSIS OF THE IMPACT OF COMPARATIVE FOOD
Vicki A.

Introduction

While surp~isingly little is known about the role
and effects of market information at the retail
level of the food sector, there is reason to be-
lieve that consumers face a difficult task in se-
curing adequate and accurate information upon
which to judge relative price levels of competing
food chanqges, emphasis on quality and service
differences, and the complex price merchandising
strategies of food retailers all result in an
increasingly difficult food price comparison task
for consumers. This nroblem is often referred to
as the food consumers' price information problem.

That food prices actually differ among stores with-
in a marke® is a necessary condition for the
existence of a comparative price information pro-
blem. If fhere were no price differences among
stores, then price would not be a decision vari-
able in store selection. And the conclusion of
most food retailing studies is that prices are not
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at the same level in local food markets (7, 10, 16).

But price differences are not a sufficient condi-
tion for the existence of a food consumer infor-
mation problem. If different stores specialize in
serving diiferent consumer groups each of whom
selacts a different market-basket, then price dis-
nersion is not a sufficient condition for the
presence of imperfect competition, consumer in-
jury, or an information problem. Uhat remains to
be determined is whether price dispersion is
correctly perceived by consumers, and if so,
whether such differences reflect consumer prefer-
ances. The hypothesis that observed price dis-
version implies perfect competition at work (or

no information problem) can be rejected in at least
three wavs. These are: (i) demonstrating that
consuriers have inaccurate price perceptions; (i1)
demonstrating that different preference groups do
10t specialize across stores; or (ii1) showing
that some stores have the highest or Towest nrice
for a large set of marketbaskets purchased by
different groups.

Food retailing has undergone significant struc-
tural changes in the past century. The typical
small family store which carries a few hundred
itens has been transformed into a supermarket
whizh carries thousands of items. Compnlex pro-
duct relationships have become important as super-
narket merchandising has progressed. ‘hile it

was not difficult for consumers to know the prices
of the few products they previously purchased, it
is difficult for them to kiow the prices of the
thousands of items in the modern supermarket.

Ndvertising deserves attention here because of its
role in influencing consumers' food store choice.
“lhile early advertising messages were simple,
today's advertisements are complex. Both chain
ind independent fondstores' advertisements are
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larqe displays with dozens of prices, with each ad
hinting that a particular store has the lowest
prices (12). And most studies of weekly retail
food store newspaper advertising conclude that the
information provided in the ads does notl enable
consumers to compare similar items between storas
(2, 8, 11, :23).

Given fairly strong evidence for the existence of

a food price information problem, it seems ajpri-
priate to consider alternatives for correcting this
problem. One of thase alternatives is retail food
price reporting. The opurpose of the research ra-
ported here is to examine,the influence of compira-
tive food price reporting” (referred to as RFPRZ)
on pricing behavior in Tocal food markets. This
research was jointly financed by the Department of
Agricultural Economics, Purdue University, and the
U.S. Department of Agriculture's, Agricultural
“arketing Service (USDA-ANS).

Theoretical Considerations

Whv is information a concern in economics, and
specifically here, why are the cuality and quan-
tity of price information available to final pro-
duct consumers of interest. The flow of informa-
tion in the food marketplace is necessary for 0)3-
timal performance of the food system. Infornation
must flow from the consuming sector intc the re-
tailing sector, as well as from the retailinag
sector into the consuming sactor. This latter
information flow is the focus of this study.

Most economic modnls assume all market rartici-
pants have adequate information for rationai de-
cision-making. “hile limited consumer infornation
can lead to market failures such as noncempetitive
pricing and a nonoptimal mix of goods (14), only
recently have the theoretical consequences 0® in-
adequate information been considered. [iscussion
of these problems in the theoretical literature is
based mainly on the work done by Akerlof (1),
Diamond (6), !incer (3), Rothschild (17), Saiop
(18), Scitovsky (19), Stigler (20), and Stiglitz
(21). The basic theme of the economics of infor-
mation literature is that imperfect information
fundamentally alters the conventional notion of a
market in which buyers and sellers come togeihe~
to trade. The traditional full information equili-
brum is characterized by a single price, cleared
markets, and all participants as price takers.
Contrary to this, however, receni developwents in
the economics of information literature question
many conventional assertions in economic theory,
thus alterina the basic view of the comnetitive
economy (22).

There are two key problems of interest here that
are associated with imperfect information: con-



sumer misallocation of resources and monopoly
power which is generated as a result of limited
information. With regard to the former problem,
when information concerning some attribute of a
good is not known or understood by a consumer,
the result is that the consumer's true prefer-
ence may not be reflected in his demand decision.
With regard to the latter problem, Scitovsky (19)
argues that consumer ignorance creates oligopoly
power, in one way, by 1imiting price and quality
competition among established firms. Hence the
price elasticity of demand will be lower in
markets whare consumers have incomplete informa-
tion. This factor is critical in the present
study; when consumers have incomplete information
concerning the prices charged by each store, 1
store will not lose all of its customers if it
increases orices slightly (14, 12).

Given that competition does not force all prices
to the same Tevel in all stores in a city, con-
sumers have the option of buying an item at the
first price encountered or searching around in
attempt to find a store that charges a Tower
price. Bui clearly there is a cost involved with
searching Tor a lower price. According to infor-
mation theory, in general a consumer should search
for lower prices as long as the marginal cost of
additional search is Tess than the marginal rev-
enue from search (20). Price information has a
ootantial of decreasing price dispersion (in the
absence of quality differences) by makina search
extremaly economical.

It can be argued that price information and in
narticular retail food price information, has
public gooc characteristics. While there may be
substantial costs of initially providing the
information, the marginal cost of desseminating
the information to additional consumers is small.
Also, use of the information by one person does
not decrease the value of the information to
another person. A less than optimal level of
Tood price information may result absent any
pubiic support or mandate.

Despite these hypothesized benefits, the impact

of this type of information has received only
Timited attention. The major research was under-
taken n Canada in 1974 (Devine and Marion, 1978).
The results of that study indicated a statistically
significant decline in price levels and price dis-
persions in the city where prices were reported
(relative to a control city) duving the period
that prices were being published. Prices in the
test city were also found to increase more than

in the control city in the post information per-
iod. Vhile the results of their study are not
clearcut, it is a groundbreaking piece of research
in the area of comparative retail food price
reporting.

Experimental Methodology

In selecting a research design, the objectives
of the study need to be considered. To deter-
mine the impacts of price revorting on market
behavior, a comparative food price report was
designed and publishecd weekly in the major
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newspaper of four midwestern cities. The spec-
ific design used for the collection of this

price data is given in Figure 1. There are two
phases of this design: a between-stors phase ana
a within-store phase. The between~store phase
was a 2 (RFPRS vs. no RFPRS) x 2 (high vs. Tow
concentration) x 2 (between-market replication)

x 8 (specific store), with an n=1 in these 64
cells of the desiom at one ~oint in time. The
within store phasz was a 2 (reported vs. unre-
ported marketbasliets) x 6 (product classes;

meats, fish, poultry vs. cereal, baker:s vs, dairy,
eggs vs. fresh produce vs. canned and »ackaged vs,
non-foods). The desien wes rereated for the five
weeks of the pretest and oiak% weeks o7 the post-
test, but was not repeated in its entirety for
the projected 13 weeks of the test neriod (due to
uncontrollable circumstances). It was repeated in
its entirety six times and incompletely for six
additional times.

Four moderate sized midwestern cities (200,200
380,000 population) served as the experimental
cities. These cities were Des Moines, Iowa; Erie,
Pennsylvania; South Bend, Indiana; and Spring-
field, Missouri. The cities were not randomly
selected due to the necessity of acquiring cood-
eration of the newspaper in each of the experi-
mental cities. Four matched control cities
seryed as proxy variables for the general level
of prices in non-RFPRS markets, and thus enabled
an assessment of the impacts of the RFPRS in a
world of non-stable prices. These control cities
were Quad Cities, Iowa; Altocna, Pennsylvania;
Terre Haute, Indiana; and St. Joseph, lissouri.
Attempts were made to hold fairly constant
various socio-economic characteristics across all
eight cities, while representing two levels of
retailer sales concentration.” Eight stores were
suryeyed in each city, with efforts made for all
eight stores to be similarly structured with
respect to ownership types. Prices werza collectec
in three periods (pre-test, test, and post-test
periods) in both experimental and control groups
of cities, but the price reports were publishec
only during the test period in the experimertal
cities.

The marketbasket used in this study was a 100~
item fixed marketbasket, based on a judgment than
a random sample. The items represent frequently
purchased food and non-food items of major import-
ance in the typical consumer's budget (based on
their relative importance in the CPI) and repre-
sent a broad variety of items commonly »urchased
at a supermarket.

The price report contained store and brand-spec-
ific information at three levels of aggregation:
(1) 26 individual item prices, (2) indexed,
weighted costs of six departmental marketbaskets,
and (3) an indexed, weighted cost of the overall
100-item marietbasket. lhese indices were Las-
peyres type indices (or fixed quantity weights).
The information contained in the price reports
was current data, Prices were collected on led-
nesday and appeared in Thursday's paper.



The procedures just described yielded a complete
factorial experiemental design--a pretest - post
test contrnl aroup design (four pairs of experi-
mental-con®rol cities, with replications at two
concentration levels) -- allowing an adequate
test cf hypotheses which specified an interactive
effect among the independent variables. This de-
sign, while being "quasi-experimental” in nature
and therefore, not ensuring internal va'idity,
does afford some protection against th2 major
threats to internal validity while alsc allow-
ing for some test of the generalizabilizy of the
results.

Results

Two types of statistical models were used in
analyzing =he data: analysis of variance (A.OVA)
models and regression models. The ANOVA model
employed as a full-factorial, four-factor, fixed
effects model with repeatad rneasures 2n one
factor and equal cell sizes. Four dif“erent
dependent variables (26- and 74-item veighted
marketbase: price levels and price dispersions
for store, s, in city, ¢, fcr time period, p)
were inves:igated. Both the price level and
price dispersion figures were averagad (repeated
measures) in the ANOVA model over weesks to
obtain one data point for each of the three Tevels
of the time factor for each store. This nro-
cedure treats each week of the pretest period
equally (and likewise for the other periods) and
therefore conceals the normal time trend present
in the weeldly data. But adding a time factor
with the weekly observazions as the data points
to the NAOVA model was impractial for analysis
with the statistical computer packages available.
Hence, a regression model was employed to deal
with the time series component of the data.

The regression models in the analyses are given
by:
RATIO
or RAVIOD, = ay + byPRE, + b,TEST, + b4POST, .

The dependent variables, RATIO and RATIOD —are
the ratio of test to control cmty price 1elel and
item level dispersion, resnectively, for the 26
(reported), 74 (unrenorted), or 100 (full) market-
baskets. The week nurber, t, takes on values 1,2,
...,25. PRE, is a <ummv that equals t, for t

<6, and equ§1s 0 eiseviiere. TEST, is a dummy
variable that equals tie maximum of (0, t-6).

And POST, equals the maximum of (0, t-n) where n
varies by city. This formulation allows the
relationship to shift at the outset of the price
reports' publication and again at their termina-
tion.

The regression models differ specifically from

the ANOVA models in several ways. The dependent
variables in the regression models are ratios --
test to control city price levels of dispersions

-~ and hence are city level measures. Also the
time Tactor is in weeks, not averages cver & num-
ber of weeks. In contrast, the dependent variables
in the ANOVA model are not test to control city
ratios, but they are store level measures of price
level or disnersion. Also the time factor is

averaged over weeks to obtain three data points.

Four general hypotheses were tested by these
models. The first two concerned the effect of
increased information on diff&rent marketbasket
price levels and disnersions.” The last two
have to <o with facters that may explain differ-
ential resnonse by stoves or by cities to the
price information. Based on the empirical analy-
ses performed, several conclusions may be drawn.

First, the results lend strong support to the hypo-
thesis that the pricz renort Towers the relative
level of food prices. Sianificant declines in
relative price levels in the majority of test
cities were observed in all three marketbaskats.
There vas found to be limited ceneralizability of
the results %o other situations, surgesting that
it would be diffizult o »redizct hey a soecific
city would restend <o the in“ormation. At the
store level (ANOVA models), thore appeared to b2
even more variation in responsz to the RFPRS than
at the city level (regression model).

Second, the results of price dispersion analyses
are inconclusive, perhaps due to the fact that re-
tailers had so much lzverace in dacidina how to
respond to the information. That there is such a
large number of items in a store on which a re-
tailer could respond, could explain why all -etail-
ers did not respond uniformly on the same set of
jtems.

The level of concentration in a city was hypothe-
sized to influance its response to a RFPRS. Due
to experinental constraints, the spread between
the low and high concentration levels was Tess
than desired. There”ore, while the impact of
concentration was tested, the lack of significance
in the tests may be duz %o the small differences
in concentration beiween the cities classifind

as high and Tow.

Third, city response was hypothesized tc be greater
in cities characterized by stable store ranks prior
to the RFPRS than in cities with less stable ranks.
ilo clear pattern of store rank switching was ob-
served, but consistent with the hypothesis was the
finding of less resoonse in cities initially
characterized by tight price ranges (high store
minus low store price).

The final hypothesis was that, due to numerous
factors, different store organizational structures
could account for differential response to the
price report. One of these factors--pricing flexi-
bility-- was examined. Ihere was not ample evid-
ence to substantiate the hypothesis that large
national chains are less flexible than regional or
local independent stores in their pricing behavior.

IMPLICATIONS

Price reductions like the ones measured here

affect the welfare of 211 consumers whether or not
thev utilize the report directly. It is this in-
dircet effect which vios studied here, the welfare
consequences of the information regardless of
direct consumer use of the report. But an increase
in food price information may directly affect
~ansimer welfare hv increasing consumer savings



resulting Trom consumer use of the information to
identify the Tower priced stores. This informa-
tion, by reducing th2 costs of search to the con-
sumer, may result in an increased jmportance of
price in the food store selection decision. It
is necessary to consider both of these effects
when advising a policy maker concerning the im-
plemantation of a price *nformation system.

That comparative price reporting is a controver-
sial form of consumer information was con®irmed
by this research. Severe criticism by the retail
food trade, especially by the retailers in <"
test cities, resulted in an early terminatior o<
the prica revorts in three of the ‘our iest
cities. I% should be stressed that earlyv
termination stemmed from pressure put on “ocal
newshapers who were voluntarily publishing tho
orice reports, not from lecal restrictions
against price reporting. ‘'owever, “he legality
of food price information collection (with or
without purchase) in retail aroceries for the
purpose of disseminating a pricn report has not
yet been established (see llosher vs. Cook, 1980,
for a related cour: case). Th1is legality ques-
tion will Tlikely arise in any future attempt to
implement price renoriing.

There are several questicns that need to be Took-
ed at before any recommendation for large scale
implementation o food pricz renorting is made.
First, would price reporting hev= similar posi-
tive effects in smaller or larrer cities?

Second, would the same responsa have been eli-
citad if a rotating marketbaske” had been used
(i.e., a different set or su'se® of item priced
in consecutive weeks)? And third, would the
relative price declines found 'iere be observed
over a loncer period of “ime (compared to the 6
t0 12 week period of publication in this study)?
NDespite the Timiations of this study, it is felt
that the overall Purdue Food Price Reporting Pro-
Jject was successful in extending the foundation
laid in the earlier Canadian food price report-
ing study.
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FOOTNOTES

1Acknow1edgment is given to Steven Salop for the
articulation of these ideas.

2Comparative foodstore price information or a re-
tail price reportina system (RFPRS) provides
current information on the nrice of individual
food items, and/or marketbasket costs (expressed
as $/unit and/or index numbers) at several
fully-identified suparmarkets on a reqular basis
to a Tarce proportion of the households in a
SiISA.

3 s ;
Concentration here refers to the portion of the
retail food market in a city controlled by the
top four ra2tail food firms.

aTwo daifferent but no* unrelated measures of
~ice dispersion vere used, one measuring price
di“ferences built up from the item Tevel and “he
other measuring differoncas in a specific narket-
basket index among stores.
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DISCUSSION PAPER ON "THE AUTOMOBILE SHARED MARKET:
Edward J. Metzen

RECENT DEVELOPMENTS"
1

University of Missouri, Columbia

The basic message in the paper we have just heard
is a serious indictment of the automobile insur-
ance industry. We have been informed that the
industry, which purports to create an equitable
rate structure based upon proven rating criteria
and carefully designed rating systems, in fact
tightens and loosens its standards for insuring
individuals in the shared market or relegating
them to the shared market, depending upon the
level of potential investment returns. Thus,
during periods when investment returns are high,
companies seek to increase their cash flow to
have more money to invest, and are willing to
take on more high-risk drivers to do so; con-
versely, when investment returns are low, stan-
dards are raised and drivers with equally good
(or bad) records must seek insurance in the shared
market. From the standpoint of individual com-
pany profits, this procedure apparently makes
sense. But from the standpoint of a sound insur-
ance system, and of equity between individual
insureds, there are several things wrong with it.

First, the practice makes a mockery of rating
standards. If drivers with identical records

are in one time period sought after as regular
insureds, and at another time shunted to the shared
market, then rating standards become, not con-
sistent standards, but company conveniences. As
such, they result in inequities between insureds.
The practice further results in varying degrees

of subsidy from the low-risk insureds to the high-
risk insureds who pay standard rates. From the
standpoint of equity and market efficiency, it
must be asked why the companies do not lower
premium rates during periods when investment
returns are high, rather than eroding underwriting
standards. The answer is clear; company profits
take precedence over a market characterized by
equity and efficiency. This practice makes a
farce of auto insurance companies' frequent whim-
pering about underwriting losses. Given the
investment return they can earn on reserves,

they can experience underwriting losses and still
make a decent profit on ownership equity. And
when they deliberately seek to underwrite more
poor risks to increase cash flow for investment
purposes during times of high interest rates, of
course they will suffer (or increase) underwriting
lTosses!

A second major question relates to the criteria
used to rate drivers, and the companies' ability
to assess risks with some degree of scientific
precision. As a member of the Governor's Special
Commission on Automobile Insurance in Missouri in
1978-79, I was frankly surprised to learn that
rate-making, which I had thought to be a fairly
carefully developed science, was in fact very much

lPr‘ofessor‘ and Chairman, Department of Family
Economics and Management
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an art. The criteria used to establish rating
territories and driver classification are far

from perfect, and methods of determining them per-
haps even less so. Sometimes variables that are
used to rate drivers do not have any basis of loss
experience to recommend them, but are used as a
marketing tool. Such is the case with the "good
student discount" with some companies, for example.
Variables used in rate-making should have their
validity established by analysis of variance or
some other appropriate statistical technique, a
practice that is surprisingly not standard in the
industry. And rating categories need to be stabi-
lized to provide a consistent, reliable basis for
assessment. When companies change their under-
writing standards as rates of investment return
change, attaining a reliable statistical picture
over time is impossible.

With respect to the shared market, the problem

is apparently not that too many standard risks

are placed in the shared market, but the reverse.
If there is to be error, one might argue that it
is in the general consumer interest to have com-
panies try to service the needs of some drivers

at standard rates who should be placed in the
shared market, rather than turning away meritori-
ous drivers. But any error of this type involves
inequities and subsidies from the low-risk to the
high-risk driver. Undeservedly low rates attained
by some consumers come at the expense of the rest
of us. Despite the regular complaints of con-
sumers about being rated in too high a risk
category, the evidence seems to be that, on bal-
ance, underwriting practices are a bit Tenient
with respect to driver classification. This
conclusion is reinforced by a recent report by a
more recent (1980-81) Governor's Commission in
Missouri, this one on Insurance Rates for Young
Drivers, which reports that, given the loss ratios
experienced by companies and underwriting methods
currently used by the industry, there is no evi-
dence that young drivers are unfairly discriminated
against.

Consumers need to understand that there is need to
maintain equity in insurance rates to eliminate
excessive subsidies between insureds, and that the
most effective definitions of criteria for classi-
fying risks are essential to this task. This calls
into question the statutory elimination of any
important variables, which have a statistically
established relationship to loss experience, as
criteria for risk classification. It may be
popular and democratic to outlaw the use of age,
marital status, gender, or other factors as rating
criteria; but whether it is sound consumer policy
in terms of equity and efficiency in insurance
markets is another matter.

On this point, it is not only driver characteris-
tics that must be considered in rate-making, but



rating territory as well. The method long used by
the industry is to rate the automobile according

to its principal place of garaging. This despite
the fact that two automobiles garaged on adjoining
properties might each day, upon leaving the garage,
traverse areas of very different degrees of traf-
fic density, road conditions, and incidence of
accidents, and the fact that most accidents do not
occur in garages. Experiments are now going on in
Missouri and elsewhere to explore development of
rating systems that take into account the kinds of
areas usually traversed by an automobile -- to and
from place of employment, for example -- and the
location of accidents. Such experimentation could
result in rating systems that improve equity in
rates, and could, possibly, cause reclassification
of some drivers into or out of the shared insur-
ance market. It may be that differences in driving
conditions are as much responsible for loss experi-
ence as characteristics of drivers -- or at least
a more relevant factor than we have considered

them to be in existing rate-making systems.

Regarding alternative systems of handling the
shared market, a few observations:

1. A small number of companies sharing the shared
market, with assigned insureds, may be a less
efficient model than a pooled risk market with
many companies sharing; but the former model
may have more actual efficiencies because of
specialization, experience, and economies of
scale.

2. However the shared market is served in a given
state, it is important to consumers that it be
served well by an insurer who has a clear and
direct responsibility to the insured. The
insurance consumer must not be Tost in a
bureaucratic maze when he or she has a claim
to be settled.

Care needs to be taken to assure that the
shared market insureds, who already face high
rates, do not subsidize standard rate drivers
by paying an excessive share of general company
expenses. The matter of equitable allocation
of such expenses among classes of insured is
under scrutiny by insurance companies and

state regulatory agencies, and efforts are
being made to improve such equity. It is clear
that as auto insurance rates are increased
during the inflationary times, a flat percen-
tage increase in all rates could cause those
paying high premium rates in the shared market
to pay an inequitably high proportion of gen-
eral company expenses.

It is self-evident that consumer satisfaction and
equity are not a function of price alone, but of
service as well. There seems to be reason for
concern about the adequacy of coverage attainable
in the shared risk market, and about the financial
stability of some companies engaged in insuring
high-risk drivers. My assessment is that this 1is
a matter that calls for careful, on-going regula-
tory attention.

The reported research findings that consumers
generally seem to be satisfied with their auto
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insurance coverage and company service but dis-
satisfied with the cost factor, is corroborated in
a recent study funded by Sentry Insurance and con-
ducted by McBain Research, Inc. and Profﬁssors
Cummins and Olson of the Wharton School.® This
report concluded that "the insureds taken as a
whole expressed fairly high levels of satisfaction
with their insurance and their treatment by insur-
ance companies," but that the level of satisfac-
tion was higher among standard insureds than among
those insured in the shared market. Such perspec-
tives of consumers may merely reflect the always-
prevalent human tendency to feel that the price

of everything is too high. On the other hand,
they serve as simple reminders that there must be
continuing attention and concern over company
profit margins, on the one hand, and efficiency
and expense ratios, on the other, in an industry
that serves such a vital and increasingly costly
need.

Finally, it seems appropriate to comment on some
steps we might take as a society to move toward
providing improved and more economical auto insur-
ance for consumers, beyond seeking more effective
systems for establishing rating territories and
classifying drivers.

- We might reduce losses by: maintenance of moder-
ate speed limits and strict enforcement of those
limits; higher standards for acquiring a driver's
Ticense (considering a license to drive a privi-
lege to be earned, rather than a right that is
lost only under the most extreme circumstances);
higher standards for renewal of a license (“grand-
father clauses" are particularly unfortunate
where auto insurance is concerned); improvements
in auto and road safety; tighter law enforce-
ment and much more rigorous penalties where DWI
and other serious offenses are concerned;
expansion of education programs and public
service ads that promote auto safety and safe
driving habits; elimination of the continual
barrage of wild driving seen in television shows
and movies, which promote the idea that speed is
fun, macho, and so on; an intensified crack-
down on theft and vandalism; realistic awards
to injured parties (we must dispel the notion
that when the insurance company pays the bill,
it isn't costing anybody anything).

- We need much improved consumer information
regarding auto insurance and its cost. The
Department of Consumer Affairs and the Division
of Insurance in Missouri publish a buyer's guide
for automobile insurance which contains premium
rates for several standardized cases in locations
throughout the state for all companies doing
business in Missouri. This kind of information
can be very helpful to the individual consumer
in a market in which premium rates may vary by
a factor of several hundred percent, and improve
the efficiency of a market system which assumes

2A Sentry Study: A National Opinion Research
Survey of Attitudes Toward the Nonstandard Car
Insurance Industry. Conducted by McBain Research,
Inc. and J. David Cummins and Douglas G. Olson of
the Wharton School of Business, University of
Pennsylvania, October, 1980.



perfectly informed consumers as an essential
element for its effective performance.

(At this point I feel compelled to share with you
an eye-opening perspective I gained from dialogues
with company executives on the Missouri Governor's
Commission on Automobile Insurance. I found
myself thoroughly confused and bewildered in a
discussion of the effectiveness of competition in
the auto insurance market until one of the com-
pany officials put their orientation into clear
perspective: the fact that prices for identical
coverage from different companies varied enor-
mously constituted, in their view, bona fide
evidence that there was no collusion in rate-
making and that therefore effective competition
prevailed! Try to fit that into a microeconomics
course! When lack of evidence of outright col-
lusion is held to constitute evidence of effec-
tive competition, dialogue becomes a bit diffi-
cult for a consumer economist. In any event,
high price differentials suggest terribly
uninformed consumers, and a market in which it is
not the invisible hand of Adam Smith, but the
very visible hand of the company underwriter,
that determines our premium rates.)

Finally, let me suggest that we might well improve
the price, service, equity, and other components
of auto insurance by the adoption of first party
("no fault") insurance. Such insurance would
afford greater efficiency in the allocation of
premium dollars, and greater equity in their dis-
tribution, than the present system. Rates would
be Tinked more cleanly and directly to loss
experience, rather than being filtered through

the costly and all too frequently dubious process
of trying to establish fault. The insurance
mechanism should be used to perform its function --
absorbing economic losses -- rather than being
structured to serve either the special interests
of trial lawyers or some other social purpose.

The misbegotten notion that the fault system is
essential to encourage safe driving by punishing
careless drivers with higher premium rates might
better be abandoned as costly mythology, and

the matter of reduction in personal and economic
loss resulting from auto accidents left to strate-
gies suggested above.

Clearly automobile insurance is an important
financial institution in a society such as ours
(at least until the oil runs out). Clearly, also,
it is costly and becoming moreso, and there is
room for improvement, at least with respect to
price and equity in prices. It therefore behooves
individual consumers, consumer groups, the indus-
try, and regulatory and legislative bodies to

give serious attention to the effectiveness and
efficiency of the automobile insurance market

and to explore potential alternatives for enabling
it to better serve the needs of the society.
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PROFESSIONAL DEVELOPMENT ACTIVITIES OF THE AMERICAN HOME ECONOMICS ASSOCIATION

Edward J.

Metzen1

University of Missouri, Columbia

The Association

The American Home Economics Association, founded in
1909, is a professional organization with a current
membership of about 33,000, and a national head-
quarters in Washington, D.C. with a staff of 36
persons. Affiliated state associations are repre-
sented in the structure of the national organization.
The diversity of the membership is reflected in the
association structure, which permits membership in
one or more Subject Matter Sections (Family Eco-
nomics-Home Management; Food and Nutrition; etc.)
and one or more Professional Sections (Colleges and
Universities; Elementary, Secondary, and Adult
Education; Research; Business, etc.).

Professional Development Activities

Professional development efforts of the Association
are many and varied, ranging from activities and
pubTlications that enhance subject matter expertise,
to development of leadership capabilities useful
within the association and in other domains, to
increasing insights and effectiveness in the public
policy arena, to assessment and improvement of
academic and service programs in which members are
engaged. These efforts are conducted both by the
association as a total entity, and by the several
Subject Matter and Professional Sections (including
a student section), each of which has a structure,
officers, and responsibilities of its own. Beyond
that, a variety of professional development efforts
are conducted by the state associations. Activities
of the association are related to: (1) the program
of work, association goals, and priority issues
that are established by the Assembly representative
of the membership; (2) the needs of the diverse
groups of members in their individual professional
responsibilities and pursuits; and (3) the gover-
nance needs of the organization and its multiple
entities. Both the membership and the professional
headquarters staff contribute to the range of pro-
fessional development activities. A fairly compre-
hensive, but not exhaustive, list of kinds of activi-
ties conducted in the past or currently includes:

* Annual convention. Programs include some with
broad general interest to all Home Economists;
specialized subject matter sessions; research
reporting sessions, with focus primarily on con-
tent, but with some emphasis on methodology, as
well (these provide excellent opportunity for
graduate students and recent graduates to gain
experience in presenting papers to professional
audiences); programs on development of personal
competence and leadership abilities; an exposi-
tion of textbooks and other teaching materials,

lProfessor and Chairman, Department of Family
Economics and Management
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* Publications.

and commodities (appliances, fabrics, processed
foods, energy-saving devices, etc.) that are of
interest to Home Economists in various special-
ties; a Tisting service for jobs and applicants;
and leadership training for section officers.

The Journal of Home Economics is
the official organ of the association. It con-
tains conceptual papers on subject matter and
relevant issues; articles on curriculum, appro-
priate training for selected careers, and simi-
lar matters; reports on successful programs;
items of association business; and announcements
and reviews of educational materials.

The Home Economics Research Journal is a schol-
arly publication; it reports a broad range of
reports to the diverse dimensions within Home
Economics.

Action is a newsletter that includes news from
Subject Matter and Professional Sections and
state associations, and gives information on
summer study opportunities, on employment oppor-
tunities, fellowships, and legislative develop-
ments of interest to members.

Washington Dateline is a newsletter that monitors
federal legislation and regulations and addresses
public policy issues.

COFQ Memo, a publication of the Coalition of
Family Organizations, is a source of information
and analyses of legislation that relates directly
to the family as a unit in society.

* Special Publications and Audiovisual Aids.

Special AHEA Handbooks on such topics as aging,
metric usage, child care, etc.; the Focus series,
with publications on careers, occupational
training, and compilations of articles on

special topics, such as Consumer and Family
Economics; Public Policy Manual; Home Economics
Learning Packages (HELPS), including a series on
consumer education topics; Home Economics
Research Abstracts for specialized areas within
the field, for selected years, and a Tisting

of titles of theses and dissertations completed
in Home Economics; Home Economics Research
Project Inventory; Directory of International
Home Economics Programs in Colleges and Univer-
sities; and such special publications as

National Goals and Guidelines for Research in
Home Economics, a historical review of Home Eco-
nomics Research, 1900-1959; a Directory of Public
Funding Sources for Home Economics-Related Pro-
grams (and a similar reference for private
sources), several publications on association
management, and several publications on the his-
tory and philosophy of the field, including pro-
ceedings of major conferences that focused on the
nature, role, and future directions of the field.



Copies of papers and research abstracts, and
audio tapes of selected programs at annual con-
ventions are also available for sale.

Special Conferences, Workshops, Programs,
Projects. Home Economics Defined, a project that
included a commissioned philosophical paper
regarding the fundamental nature of the field,
with invitations for others to be developed, a
series of national and regional conferences, and
on-going dialogue with the membership at national
convention and through publications (this has
been a thought-provoking, stimulating experience
for the association and its members); Public
Policy Seminars in the nation's capital, with
contacts with elected representatives and agency
personnel, provide valuable experiences (some
years ago a small group of Family Economists were
involved in a "Dialogue With Washington at Work"
that included seminar sessions with high-ranking
agency officials, an experience that I found

very beneficial); national and regional training
sessions for state organization officers, execu-
tive directors, and newsletter editors; seminars
at Board of Directors' meeting, on the outlook
for funding for Home Economics-related programs,
societal developments and philosophical issues
that have relevance for the field and the associ-
ation, etc.; Workshops (actually conferences) on
selected topics, conducted by the various Subject
Matter and Professional Sections, with proceedings
frequently published (the Family Economics-Home
Management Workshops have a history of being
highly successful).

Accreditation and Certification. The association
conducts an accreditation program for under-
graduate degree programs in Home Economics. At
the present time, a special committee is also
exploring prospects for certification of indi-
viduals in selected specializations within Home
Economics.

Financial Support and Honors. Fellowships,
internships, "Teacher of the Year" award,
research awards.

Other Staff and Association Services. Input into
state association and academic institution pro-
grams on professionalism; advisory contributions
to institutions as they review their Home Eco-
nomics programs; assistance with Doctoral research
on Home Economics programs; maintaining liaison
with relevant other organizations; recommending
or naming delegates and consultants to confer-
ences, task forces, etc.; maintaining rosters of
members with special experience in international
work, in the U.S. government, and so on; and
conducting a public policy program based on pri-
orities and directions determined by the member-
ship; and membership surveys.

Implications for ACCI

Association activities and services are a func-
tion of size and diversity of membership. ACCI
is much smaller and less diverse in its makeup
than AHEA. AHEA has had. to reduce the number of
services provided and the frequency of publica-
tions because of declining membership. Economies

e

159

of scale must be monitored carefully; publi-
cations and activities that interest only a
small percentage of the membership create seri-
ous budgetary stress. Numerous diverse activi-
ties require a commensurate headquarters staff
for coordination, a factor that can quickly
burst budgetary seams.

Association activities should be Timited to
those that can be carried on with a high degree
of effectiveness. Ineffectiveness that results
from spreading too thin creates disenchantment
and negativism among members.

Secondary teachers seem increasingly reluctant
to maintain membership in professional associa-
tions, and when they do, they affiliate pri-
marily with those that reflect their broad
interests, such as Home Economics, Business
Education, and so on. ACCI should continue to
focus on the more specialized professional in
the field of consumer affairs and education, and
not divert efforts into trying to compete for
membership from among secondary teachers.

In the interests of both the field and the
growth of the organization, ACCI should put
strong emphasis on the needs and interests of
new and developing professionals, with attention
to the development of professional orientations
and commitment among students, career explora-
tion and information, development of leadership
abilities, and related matters.

Professional associations should avoid competing
with their individual members and the institu-
tions or agencies in which they are employed,

in terms of services and activities. Associa-
tion activities should meet unique needs not met
by individuals or other entities (a journal, for
example, meets a special need of professionals,
both as producers and consumers of ideas).

A1l considerations taken into account, the his-
tory of ACCI suggests that the program of ser-
vices offered by the organization has evolved
over time in ways that commit resources and
primary efforts to activities which provide
greatest potential return for members and for
the field -- creating a forum for interaction
among professionals and for the ferment of
ideas, and providing increased visibility for
the field and enhanced professionalism within
i



THE COJSULLR (OVEHEAT

M HIDDLE CLASS

FOVENLEIT
1

Richard L. D. Morse, Kansas State University

Abstract

The consumer movement has been identified with a
wide spectrum of issues and causes, the most per-
vasive being programs to implement consumers'
sovereignty and the basic rights of the consumer.
Middle class values are supportive of and consist-
ent with these efforts and can be expected to en-
dure the current conservative trend.

Last November the people of the United States, and
especially those persons who probably would de-
scribe themselves as being members of the middle
class, affirmed their disenchantment with what
they termed Tiberal government, and overwhelmingly
voted conservative.

Many people saw this as the end of the consumer
movement and there have been dire predictions of
its demise. From a historical perspective this is
not necessarily so; conservatism and consumerism
can be compatible. Further, strong forces that
have steadily contributed to the growth and pres-
ence of the consumer movement continue to be pres-
ent today and will persist despite the politically
conservative climate. Among these are the ethical
values of the middle class itself, the unintended
effects of consumerism's opponents, and the inevi-
table presence of consumer decision-making which
will prevail so long as any part of the economy
operates on assumptions of consumer sovereignty
and freedom and ability to choose.

There is, however, a caveat here. The consumer
movement has historically been identified with a
wide spectrum of issues and causes beyond those
identified with the consumers' role in an effi-
cient free market. Consumer advocates have ad-
dressed issues related to equity in the distribu-
tion of economic resources and power and the right-
ful role of consumers in the formulation of social
policy. I would venture to predict that consumer
participation in issues of economic equity such as
concern for low income consumers, will subside
during the conservative mood of the coming years.
Furthermore, it is debatable whether equity issues
are appropriately consumer issues since relocation
of resources implies placing one consumer group

in competition with another consumer group.

In addition, few consumers as consumerists have
extended their concern to the bigger issues of
world population, growth levels, and issues raised
in such reports as the recent Global 2000 Report
to the President. A logical deduction of the
Malthusian doctrine is that the well being of con-
sumers can be preserved by curbing the demands of
growing numbers of fellow consumers competing for

3 ; ;
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the Timited resources of this universe. Although
a growing world population and a declining world

resource base may be the most fundamental consumer
issue, I do not expect the consumer movement of a
conservative era to be a strong or visible parti-
cipant in activity concerning this issue. Indeed,
it seems to be totally oblivious to this reality.

An Historical Perspective

It is fortuitous that we are meeting in Minneapo-
lis to discuss: "The Consumer movement as Relat-
ed to Other Social Movements". Twenty years ago
when ACCI met in Minneapolis its theme was
"Consumer Representation". That conference
brought together a broad spectrum of groups "to
discuss the problem of consumer representation".
Conference participants came from state govern-
ment, consumer cooperatives, state and federal
regulatory and enforcement agencies, the press,
city, state and federal consumer organizations,
labor and historically prominent women's groups.
This 1960 conference was ACCI's attempt to
identify a consumer movement. It was the first
national effort to bring together diverse groups
pursuing consumer activities. (Morse, 1960).

Some idea of the affluence and power of ACCI is
revealed by two statistics: This 1960 program
was arranged with a budget of $100. In attend-
ance were 78 persons, 32 of whom were on the pro-
gram. This was a small consumer organization,
untainted by special interest funding and dedi-
cated to an important mission. Its impact was
far greater than its size. At the 1961 ACCI
meeting in St. Louis, just one year later, Presi-
dent Kennedy honored us with a 4-page telegram

of historic importance declaring "Consumer Pro-
tection and Education are of basic importance to
the economic well being of the country." And per-
haps even more significant was Senator

Philip A. Hart's selection of the 1961 ACCI Con-
ference to announce his intention to hold hear-
ings on "deceitful and misleading practices of
the marketplace." These hearings were the first
stage of what came to be the highly controversial
"Truth in Packaging" bill. (Morse, 1961).

ACCI's impact did not derive from its numbers or
from its economic power. What then was its source
of strength? I suggest its success lay in its
filling a void felt by middle class intellectuals
whose sensitivities about consumer problems were
consistent with middle class values and whose in-
tent was to make the free market economy function
more in keeping with classical economic theory.
My thesis is that the four rights of the consumer
proclaimed by President Kennedy are consistent-
with Taissez faire economics and free enterprise,
both fundamental tenets in the conservative



paradigm. Further consumerism has had strong
conservative advocates.

The Compatability of Consumerism and Conservatism

"In giving credit to those who originated the con-
sumer movement", said Dr. Colston Warne (1977) in
the first of his eight lectures on THE GENESIS OF
THE CONSUMER MOVEMENT given at Kansas State Uni-
versity in 1977, "let me start with an important
contributor - Herbert Hoover, whose substantial
efforts have not been fully appreciated....It was
Hoover who furnished the seminal idea of product
standards....It was Hoover's accent on simplifica-
tion, upon standardization, upon lessening the
number of types of bricks and screw threads that
had much to do with... the improvement of American
purchasing practices....It was Hoover's accent on
product testing that...suggested to industry and
to government the need for product standards and
the ascertainment of quality....Indeed, it was
Hoover who in 1922 set up the American Standards
Association headed by Paul Agnew, who in turn,
hired Frederick J. Schlink and Arthur Kallet as
assistant secretaries of the ASA....Schlink and
Kallet were to be the leaders of a new and power-
ful consumer movement." The movement to which
Dr., Warne refers is the birth of Consumer's Re-
search, Inc. in 1929 and Consumers Union of U.S.,
Inc. in 1936.

Dr. Warne's recognition of Herbert Hoover who sel-
dom, if ever, is included among the 1ists of 1ib-
erals, came as much of a shock to me as I suspect
to you. Equally surprising may be the reminder
that one of the early leaders of the University

of Chicago's missionaries of economic freedom was
forthright in his advocacy of consumerism. Profes-
sor Henry C. Simons (1934) in his Public Policy
Pamphlet published by The University of Chicago
Press, set forth "A Positive Program for Liassez-
Faire". If you have not read this 40-page pam-
phlet, I urge you to do so. Meantime, forgive me
for 1ifting selected passages that identify him
with consumerism. He says that "...political Tib-
erty can survive only within an effectively com-
petitive economic system. Thus, the great enemy
of democracy is monopoly, in all its forms: gi-
gantic corporations, trade associations and other
agencies for price control, trade unions - or, in
general, organization and concentration for power
within functional classes" (Simons, 1934:4).

Simons wrote perceptively of the role of private
banking and described the monetary system "as bad
as could well be devised". He predicted that "...
capitalism and democracy are soon to be swept away
forever by a resurgence of mercantilism (by the
efforts of persons who know not whither they lead).
Then to commercial banking will belong the uncer-
tain glory of having precipitated the transition
to a new era". (Simons, 1934: 15-16).

The five main elements of Simons' program were to
(1) eliminate private monopoly, (2) reform the mon-
etary system (3) change the tax systems' effect
upon distribution of wealth and income, (4) with-
draw subsidies from tariffs, (5) limit "the squan-
dering of our resources in advertising and selling

161

activities" (Simons, 1934: 18).

In relation to monopoly, he says, "The Federal
Trade Commission must become perhaps the most pow-
erful of our governmental agencies; and the high-
est standards must be maintained, both in the ap-
pointment of its members, and in the recruiting of
its large technical staff. In short, restraint of
trade must be treated as a major crime, and prose-
cuted unremittingly by a vigilant administrative
body" (Simons, 1934: 19).

Another of his suggestions was a "transfer to the
federal government of the exclusive power to char-
ter ordinary, private corporations, and subsequent
annulment of all charters granted by the states"
(a proposal currently ascribed to Ralph Nader).

If this piques your curiosity, I leave for your
reading his other suggestions for curbing corpo-
rate power.

I am tempted to quote more fully from Simons, this
advocate of laissez-faire, who admonishes labor
unions to promote consumer cooperatives and envis-
ages the "remarkable opportunities for extending
the range of socialized consumption (medical ser-
vices, recreation, education, music, drama, etc.)
and, especially, for extending the range of social
welfare activities" (Simons, 1934: 29). But I
wish to pay particular attention to his fifth pro-
posal introduced with a commentary on the market-
ing system: "It is a commonplace that our vaunted
efficiency in production is dissipated extrava-
gantly in the wastes of merchandising." He con-
tinues: "Profits may be obtained, either by pro-
ducing what consumers want, or by making consumers
want what one is actually producing. The possi-
bility of profitably utilizing resources to man-
ipulate demand is, perhaps, the greatest source of
diseconomy under the existing system. If present
tendencies continue, we may soon reach a situation
where most of our resources are utilized in per-
suading people to buy one thing rather thananother
and only a minor fraction actually employed in
creating things to be bought.

"Enterprises like Consumers Research, Inc., may
represent the beginnings of an almost revolution-
ary development." (Note that he was writing five
years after the founding of CR and two years before
Consumers Union.) He continues, "We may hope that
such undertakings may flourish, and that their
growth may be promoted through private endowment.
(It is hard to imagine a more worthy philanthropy).
Perhaps we shall see the establishment of endowed,
nonprofit-making institutions, of unimpeachable
disinterestedness, which will offer to manufactu-
rers (freely or with moderate charges) the use of
the institutions' certification or recommendation
in the labeling of approved products. Ultimately,
we may see the labeling of classification of the
more staple goods on the basis of Bureau of Stand-
ards specifications, so that consumers may know
(and insist on knowing) which brands of goods meet
requirements for government purchase. Perhaps we
may still hope for substantial development of con-
sumer co-operatives, organized for collective re-
search and consumer education.”

This extensive quotation from Simons should be a



reminder that criticism of advertising and mer-
chandising extravagances can be espoused as part
of a positive program for laissez-faire. And
that comes from the same University of Chicago
from which eminates "Freedom to Choose" which is
so critical of government regulation and ignores
what Simons refers to as the "enormous waste of
resources in advertising and distribution and
the awful bewilderment of consumers." And, if I
may be permitted a personal reference, I, as a
graduate student, found Professor Simons most
helpful in giving me an orientation to consumer-
ism. I had returned to graduate school from
active work in consumer cooperatives and was
searching for a broader consumer front. Simons'
rationale for standards, grades and labels pro-
vided a logical link between consumer deci-
sion-making and the economic system.

Because of my conceptualization of the free en-
terprise as learned from Simons, I have diffi-
culty with such statements as: "The free enter-
prise educator views the consumer movement as
the generator of mountains of regulatory paper-
work, etc." as reported by Professor Kent in last
summer's issue of the ACCI Forum. I would like
to believe that Professor Simons would be horri-
fied by what is being advocated in the name of
free enterprise, and that the plea for relief
from regulation suggests basic misconceptions:
that freedom to deceive, freedom to adulterate
products, freedom to withhold essential informa-
tion, freedom to conspire in price-fixing and to
control production, and freedom to confuse the
consumer are not freedoms that are essential

or even consistent with a laissez-faire, free
competitive market economy. Those who have such
distorted concepts of the free enterprise system
would have difficulty understanding the consumer
movement. But the free-thinking conservative,
such as Henry Simons, can be expected to be sup-
portive, or at least understanding, of those as-
pects of consumerism that advance consumer sover-
eignty. Special interest and dogmatic conserva-
tives can be expected to find consumerism threat-
ening, as well they might.

A contemporary conservative, former Treasury Sec-
retary William E. Simon, furnishes further evi-
dence of a conservative who readily recognized
the need for a regulation to improve the effi-
ciency of the market. He had invited some con-
sumer leaders to attend a meeting to discuss pro-
posed legislation for reform of the financial in-
stitutions which the administration had prepared.
During the morning coffee break I was able to get
his attention briefly and showed him a one-page
statement urging Truth in Savings. He read it
rapidly and responded immediately with "You pre=-
sent it; I'11 support it." And within a week the
administration bill, with a special section for
Truth in Savings, was introduced by Senators

John Tower and John Sparkman. These conserva-
tives within a span of a week identified with an
idea that some consumerists eight years later are
still pondering over (Simon, 1973 and U.S. Depart-
ment of Treasury, 1973).
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Consumerism and the Middle Class Ethic

The consumer movement can best be characterized
as reflecting the ethical virtues of thrift, sav-
ings, productivity, responsibility, waste avoid-
ance, faith in the scientific method and the ap-
plication of intelligence to problem-solving,
rationality, and faith 7in consumer sovereignty,
freedom of choice and freedom to choose, equal
justice and concern for the deceived.

Not all of these ethical virtues are unique to
the middle class; and we would Tike to believe
they characterize all good citizens regardless of
economic status. Furthermore, the middle class
is not uniformly possessed of such virtues. Mid-
dle-class leaders have tolerated white collar
crime, one-sided commercial contracts, and the
withholding of product information requisite for
sound consumer market decisions. They have per-
mitted, or at least not opposed, the offering for
sale of products not pre-tested for safety and
effectiveness, anti-competitive practices such as
market sharing and price fixing; they have toler-
ated false and misleading advertising and selling
and other injustices in the market.

Thus, the middle class per se cannot be considered
to be more virtuous than other classes. VYet it
is the above enumerated ethical virtues, particu-
larly the concern for efficiency and prudent use
of resources, that found strength in the consumer
movement and in turn have supported the consumer
movement, especially Consumers Union.

Without question, the organization which has built
and sustained the identity of the consumer move-
ment for 45 years is Consumers Union. CU has
done this through its publication, Consumer Re-
ports, and by nurturing other consumer organiza-
tions.

ACCI is but one of the progeny born and financial-
1y sustained, but never monitored, by CU. CFA
(Consumer Federation of America) has received
financial support and leadership from CU since
its founding in 1969. Furthermore, the influ-
ence of CU has been worldwide, not only in serv-
ing as the model for the British version, Con-
sumers' Association, but also in organizing I10CU
(International Organization of Consumers Union).
The central figure in orchestrating this movement
has been Dr. Colston E. Warne. He was President
of Consumers Union from 1936 to 1980. Consumers
Union's membership is predominantly middle class.
Only 9% of CU's 1978 membership had incomes of
$50,000 or over, and 5% had less than $10,000.
Members' median income was $24,100. Moreover,

CU members are well-educated; 97% have completed
high school and 35% have some graduate or profes-
sional, technical, managerial or administrative
positions. It is not surprising CU has its great-
est appeal for the better educated middle class.
Low income families are concerned with economic
survival. The wealthy can afford to make mis-
takes in their purchasing. The middle class have
both the opportunity to make choices and are com-
pelled to make wise choices to extend their not
unlimited incomes. Thus a strong case can be
made that the middle class characterizes the



mainstream of the consumer movement. The consu-
mer movement has no centers of economic power;
the annual budget, of Consumers Union is less
than four percent of that budgeted by tobacco
companies to influence the choices of smokers.
Its real power lies in its supporting role of
the middle class: its concern for efficiency,
its concern for the rights of consumers; its
recognition of the needs of consumers to act re-
sponsibly. Its power Ties in its integrity and
independence of special economic interest groups.

Since no responsible observer would predict the
fall of the middle class in the years ahead, or

a shift in the fundamental values of the middle
class, I expect that part of the consumer move-
ment which responds to middle class needs and
ethical values will survive (and possibly thrive)
during the coming conservative years.

The Fortuitous Effects of Consumerism's Opponents

Among the social movements -- the labor movement
the women's movement, civil rights -- the consumer
has not been spectacularly visible or conspicu-
ous by its actions. Sporadic picketing protest-
ing price inflation has not been sufficiently
consistent to form a pattern, and the leadership
has not endured. Instead, the notoriety of the
consumer movement has come from outside the con-
sumer leadership. Even the title of "consumeri-
sm" did not originate from the consumer Teader-
ship, but was coined by the advertising profes-
sion, intending therewith to denigrate the con-
sumer movement by name association with commu-
nism, socialism and other -isms.

So feared was the consumer movement in the early
1960's that when Sylvia Porter ran a series of
articles explaining consumer concerns and de-
scribing the status of the consumer movement, a
significant number of papers refused to run her
syndicated column. Miss Porter herself felt

she had to resign from President Kennedy's Con-
sumer Advisory Council when it became clear that
the CAC would be expected to take advisory po-
sitions on such controversial matters as Truth
in Packaging and Truth in Lending.

In 1964 President Johnson asked Esther Peterson
to be his special assistant for consumer affairs,
a newly created position, and directed her to
take the consumer presence to the people. She
held a series of fourregional meetings in

St. Louis, Salt Lake City, Atlanta and Detroit.
As Chairman of the St. Louis meeting, I know how
frightened and concerned business groups were,
particularly the National Association of Manufac-
turers and the U.S. Chamber of Commerce whose
representatives carefully followed each develop-
ment. In fact, the only copy of taped and printed
proceedings were from the NAM and the American
Meat Institute. The business groups were both
delighted and chagrined that the feared consumer
movement was more a whisper than a crushing dem-
onstration of outrage. This did not stop them
from using the consumer threat to build a strong-
er front to combat those threatening and growing
consumer forces.
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The efforts of Esther Peterson to increase public
awareness of consumer issues was sufficiently
irritating to special interest groups to cause
President Johnson to accept her resignation.

Ralph Nader emerged on the scene in 1965 with
publication of "Unsafe at Any Speed" which raised
public consciousness of auto safety. He was made
a public hero by General Motors which hired a de-
tective agency to follow him and wound up confes-
sing to their actions before Senator Rubicoff and
paying $426,000 in settlement of a damage suit.
The award funded a new consumer movement with a
legislation-regulatory-court action orientation.
Here is an excellent example of how the opponents
of the consumer movement elevated a consumer lead-
er and consumer issues into national prominence.

Changing the responsiveness of the press to con-
sumerism may be interpreted as a successful con-
version of an early opponent or an education of

the media unmindful of its public responsibility.

The press, slow to recognize rising consumer con-
sciousness, was unable or reluctant to give cov-
erage to early consumer movement events. Notonly
was the advent of Consumers Union not considered
newsworthy, but the New York Times and Herald
Tribune refused to permit paid advertisements for
Consumers Union.

The Consumer Advisory Council took positions, is-
sued press releases, and held press conferences,
but the press seemed unable to cope with this
area: it was neither front page news nor did it
conform to the type of writing of the sports, fi-
nancial, business or food departments.

Another indication of the inability of the press
to give publicity to consumers issues was demon-
strated in 1966 when CBS-TV was unable to ob-
tain a national sponsor for its documentary on
Truth in Lending. Many of the stations aired the
program without financial support of advertisers;
others refused to schedule it as a public service.
And when Truth in Lending passed, even the Wall
Street Journal failed to consider that newsworthy.

Ironically, what appeared to be significant con-
sumer setbacks brought national press advantages.
The press had a heyday with Nader vs. General
Motors. The resignation of Esther Peterson ul-
timately resulted in the appointment of

Betty Furness. Although best known for her adver-
tising performances, Furness proved to be nopatsy
for the advertisers, and her honest, direct ap-
proach to consumer issues won respect with consum-
ers and the media. She got the consumer news out
of the women's and home 1ife sections of the news
into the mainstream of current events.

By 1969 when President Nixon announced

Willie Mae Rogers of Good Housekeeping magazine

as his choice to represent the consumers' inter-
ests in the White House half-time while continuing
at Good Housekeeping, the press had come to rec-
ognize that more was to be expected of a consumer
adviser to the President and roundly ridiculed

the appointment. The appointment was withdrawn
and Virginia Knauer was appointed instead. Today



the press recognizes consumers' attempts to im-
prove the efficiency of the free market and re-
ports them as news.

Maintenance of Consumer Sovereignty

The current consumer movement can be viewed as a
maelstrom of demands for social change.

Since consuming is inescapably related to living,
the consumer movement can embrace all consumable
goods and services -- their choice, selection,
use and care -- whether purchased, self-provided
or acquired through social and government sery-
ices. The focus may be restricted to decision-
making at the individual household level within

a given environment, or the focus may be on

those external forces that bear on household de-
cisions.

It is my view that the current period will see a
gradual restricting and refocussing of the con-
sumer movement on issues that have traditionally
been held by advocates of the free market system,
consumer sovereignty and the fundamental right
of consumers to direct the allocation of produc-
tive resources with their dollar votes.

It is my thesis that there will always be a con-
sumer movement consisting of persons who through
consumer education and related social policy ad-
dress the consumers' rights as set forth by
President Kennedy (with an additional fifth one,
the right to expeditious redress of consumer in-
Jjustices.) Conditions which perpetuate a need
for a consumer movement include: (1) relative
affluence that supports a middle class of per-
sons who need to make economic choices in con-
sumer markets, (2) a mixed economy which bal-
ances competing virtues of decentralized market
capitalism against centralized government owner-
ship and control, (3) consumer desire for product
information before making choices, (4) concern
for those who experience inequality in market
bargaining power and suffer from fraud, deception,
and exploitation in the marketplace.

One need only review the first (1936) issue of
Consumer Reports to appreciate that many of the
consumer problems recognized 45 years ago persist.
Consumer issues take time and persistence: The
February, 1981 issue of Great Britian's Which
reports that after 15 years of campaigning for
open date marking of food, it may become a reali-
ty in 1983. Truth in Lending required 9 years
for its enactment, and another 8 years before ef-
fective enforcement. The FTC required 16 years
and 149 hearings to get the word "liver" out of
“"Carter's Little Liver Pills".

The ingredients of the consumer movement will per-
sist. During the present administration, some
facets of the movement may go into remission, but
they will not be eliminated. The seeds of the
consumer movement lie in the inevitable "Backward
Art of Spending Money" as described in Mitchell's
famous essay of 1912 and will grow so long as

some elements of consumer sovereignty remain.,
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UNAVAILABLE ADVERTISED SPECIALS:
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Abstract

The Federal Trade Commission has attempted to
control and prevent unavailability of advertised
food items through a 1971 regulation entitled,
Retail Food Advertising and Marketing Practices.
During the Tlast decade, research conducted to
evaluate consumer awareness and retail compliance

with this regulation indicates that majority of
supermarkets have at some time been in
noncompliance with the intent of the ruling.

Examination of the data suggests a need to revise
the existing FTC regulation to meet its original
purpose. It is also recommended that explicit
guidelines be included which will require retail
grocers to provide appropriate alternatives for
the consumer when an advertised product is not
available.

Introduction

The purchase of food is a major expense in a
family's budget, second only to housing [2, 41].
Outlays for food usually account for 15 to 20
percent of the household's expenditures, and in
some low-income families, may demand as much as
40 percent of the family's disposable income.
Beyond the readily apparent financial costs, food
purchasing also uses time, personal energy, and
transportation resources. Some consumer
purchases, for example, housing and major
appliances, occur infrequently; but, food
shopping is undertaken once or more a week by
almost 75 percent of households in the United
States [5]. Consequently, many consumers not
only seek methods to reduce the direct costs of

food purchase but also try to minimize other
resource costs as well.
The federal government has played an important

role in this quest to maximize food purchasing.
In 1967 Congress heard testimonies of consumers
calling attention to differential pricing
practices of food stores operated in Tow-income
areas in comparison to stores located in more
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affluent neighborhoods [13].
store policies included discussion
that advertised grocery items
unavailable.

Reports on various
of charges
were often

Federal Trade Commission

hearings which created an
awareness of several consumer problems with
retail grocery operations, the Federal Trade
Commission (FTC) initiated an extensive study [3]
of pricing practices used by retail food chain
retailers in major United States cities. The
report of FTC's findings [4] revealed an overall
average unavailability level of 11 percent; only
eight of 137 stores surveyed had all advertised

Shortly after these

items available when investigators visited the
stores. Substantial differences between Tow and
high dincome areas, as well as geographical

locatons, were evident.

Based primarily on the FTC investigations, the
Retail Food Store Advertising and Marketing
Practices regulation [3] was promulgated in 1971.
Directed toward retail stores of food and grocery
products, it defines the advertising of a product
without dintent to provide that item at the
specified time and price as an unfair and
deceptive act [10]. Not only must the retailer
order and stock a reasonable supply of an
advertised item, but must also have the product
"conspicuously and readily available for sale at
or below the advertised price" [10, p.216]. In
the event an item is in stock but cannot be
readily displayed, clear and adequate notice of
how the good may be obtained should be provided.

Effects of the FTC Ruling

As an outcome of this regulation, it might be
expected that the wunavailability of advertised
items is no longer prevalent; that the regulation
has alleviated shortages of advertised specials.
However, research undertaken in the decade since
the regulation became effective has not shown
this to be true [1, 5, 8, 9, 11, 14, 16]. 1In
1974, ‘three years after the ruling, Mason and
Wilkinson [8] studied 90 stores within one retail
food chain and found an average unavailability

for advertised grocery items of ten percent.
Anderson [1] reported a 1975 survey of retail
food chain stores by a public interest research

group which found an overall average of eight



percent of advertised specials unavailable.

Prevalency of unavailable advertised items has
also been approached from  the consumer
standpoint. Researchers (Table 1)  studying
consumer experiences 1in relation to grocery

shopping reported relatively high frequencies of
unavailable advertised items. Findings indicate
that a majority of consumers have experienced
incidences of unavailability in the marketplace

(5, 9, 11, 16]. Wilkinson and Mason [16]
reported 56 percent of their 187 consumer-
participants had such experiences. A 1977

national study conducted by the FTC [5] revealed

incidences where advertised items were
unavailable. A telephone survey of 200 consumers
conducted by the authors [11] 1in late 1979 found
that more than 70 percent of respondents reported
unavailability of advertised specials.

In response  to charges  of continuous
unavailability in stores, the FTC has
investigated various retail food chains to

Almost
has signed consent orders
with the FTC which required future compliance
with the Retail Food Store Advertising and
Marketing Practices rule.

evaluate validity of consumer complaints.
every major food chain

that 87 percent of consumers recalled some
Table 1. Studies Related to the Unavailability of Advertised Specials
Primary Author Warland  Meyers  WiTkinson FIC 1979 Paynter
Location National West Mid-West National Central
Methodology Telephone Mail Interview Mail Telephone
Year of Study 1972 1975 197- 1977 1979
Sample size 1215 280 187, 104 2563, 1980 200
Consumer Behavior Percent Percent Percent Percent Percent
Consumers Utilize - -- 85 -~ 88 -- 88
food advertisements
Consumers experience
unavailability of -- 75 56 -~ 87  -- 72
advertised specials
Actions taken in
response to missing
grocery specials:
Seek assistance 32 56 -~ 72 -- 18 28
from store
personnel
Utilize raincheck - 25 -- 41 -- 37 37
Utilize substitute -- -- -- 19 -- 33 5
Go to another store -- -- - -- 12 6
Purchase a non-sale
substitute -- -- -- 16 -- 27 12
Take no action 25 -- -- 17 -~ 37 24

Utilization of Food Advertisements by Consumers

The popularity of food advertisments with
consumers make such advertising an effective
method for grocery stores to attract customers
[6]. In fact, a majority of shoppers reported
(Table 1) that they consult food advertisements
prior to shopping and that plans to purchase
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items were often influenced by weekly specials.
It has been found that the use of advertised food
items can result in savings of as much as 18
percent of food expenses [17]. Wilkinson and
Mason [15] reported that the total amount spent
on advertised grocery items in a typical shopping
trip may exceed ten percent of the total food
bi11.



Consumer Store Preferences

Findings from the 1979 FTC study [5] and from a
survey by the authors [11] indicate shoppers
usually have a variety of grocery stores or

supermarkets from which to choose but, often
patronize one store for the bulk of grocery
purchases. In USDA studies [7] a majority of

respondents seldom or never shopped in more than
one store for groceries. In FTC's 1979 national
study [5] a majority of consumers rated the
amount of savings offered in advertisements and
the availability of advertised specials as very
important when selecting a store in which to
shop.  Ability to obtain a comparable substitute
for unavailable items and the store's provision
of a vraincheck policy were also considered
important by most consumers surveyed. Even
though consumers felt that the availability of
advertised goods was important in selecting a
store, there were other characteristics, such as
quality of produce and meats, which usually took
priority in their store selection. They were
unlikely to switch stores when faced with
unavailability of advertised items if other
favorable attributes were present.

Consumer Response to Unavailability of Grocery
Specials

Since many consumers are at some time confronted
with the unavailability of advertised goods, the
potential for economic Tloss exists. Consumer
related surveys (Table 1) assumed a rational food
shopper, when faced with unavailability of an
item, would take action to correct or alter the
situation thus avoiding economic loss. An
irrational consumer would take no such action.
Conclusions from the authors' survey were in
agreement with those of Meyers and Shutz and
those from the 1979 FTC survey; rational behavior
on the part of the consumer was thought to
include (1) seeking assistance or information
from store personnel, (2) requesting a
comparable, sale-priced substitute, and/or (3)
requesting a raincheck [5, 9, 11]. In 1978
Wilkinson and Mason [16] described rational
consumer behavior in a more Timited way: after
the shopper asks if more of the item is available
and is told there is none, the shopper will leave
the store and go elsewhere to shop.

A majority of respondents [5, 9, 11, 16]
described behavior which was rational in response
to unavailability of advertised specials by
indicating they would ask someone in the store
about the item and/or seek an alternative.
However, up to a third of the respondents in the
studies said they would take no additional action
when unable to Tocate an advertised item, they
would either do without it or buy a substitute
product which was not sale-priced.

The two most frequently chosen alternatives to
unavailability were requesting rainchecks and/or
comparable substitutions for the wunavailable
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advertised items. In 1977,
found that rainchecks,
opportunity to purchase the
later date, are available

FTC investigators
which offer the
advertised item at a
in most food stores

£5]. Although rainchecks are utilized by a
number of consumers (See Table 1), the use of
rainchecks involves certain costs for the
consumer. It was concluded in the FTC study

(1979) that not only is there a delay in purchase
of the item [5], but the raincheck must be
requested and the consumer must often wait while
the raincheck form is completed by a store
employee.

Substitution by the store personnel of a product
comparable in price and quality to the advertised

item is another method of resolving the
unavailability problem. This solution 1is more
desirable in that it wusually provides the

consumer with equal savings without requiring him
or her to return to the store at a Tater time.
It is usually the consumer's Tot to request such
a substitute although some store personnel do
make substitutions readily available when their
stock of an advertised product is depleted or
otherwise unavailable.

Policy Shortcomings

In summary, several weaknesses in the 1971 FTC
Regulation on advertised specials seem apparent.
Unavailability is still prevalent in grocery
stores; consumers incur economic Tlosses when
advertised goods are unavailable. While many
consumers do take some action 1in response to
unavailability of goods, their behavior is not
consistent nor are their actions certain. The
regulation does not mandate that retailers
provide alternatives for an advertised
unavailable item. Nor are grocers obligated by
federal guidelines to offer rainchecks or
substitutions. In short, the burden to seek out
and demand compensatory solutions falls primarily
on the consumer.

In the past, shoppers have wusually assumed
responsibility for many consumer problems which
occur in the marketplace. For example, a person
who was unable to Tlocate an advertised special
may have thought it was his or her fault for
waiting until near the end of the sale to shop.
Educational programs for consumers have focused
on shoppers' skills, informed decision-makers,
and complaint mechanisms; Tittle emphasis has
been given to the need for government regulation
nor has much been accomplished in dispelling
consumer's attitudes of ineptitude. When a
shopper has knowledge of several alternatives, he
or she must weigh the costs of time and effort to
be expended 1in each course of action. An
individual's rational choice may well be to do
nothing or to purchase a non-sale substitute.
With today's natural energy shortage, going to
another store to purchase only one or two items
might be impractical; switching stores may also
be nearly impossible or undesirable, especially



if the consumer s satisfied with other
characteristics of their preferred store.
(
Policy Alternatives
Two possible solutions the federal government

might utilize in attempting/ to correct the
present unavailability of grodery specials are to
(1) provide funding for consumer assertiveness
education programs or (2) mandate that businesses
take responsibiliity  for’ furnishing readily
accessible alternatives.

The financial input Hequired for consumers to
participate in a wide-spread assertiveness
training program would be massive even in
comparison with the economic costs now endured
because of the unavailability of advertised
goods. Initially, difficulties in reaching adult
audiences would have to be overcome; later
obstacles would be individual distaste for
personal confrontation and/or  demand making.
Success in this major undertaking seems dubious.

The second suggestion of putting responsibility
upon the vretail grocery stores could require
these  companies to automatically provide
alternatives when advertised items are sold out
or unavailable for some other reason. Rather
than providing rainchecks or substitutes to only
those consumers who ask, retailers could be

required to post or display these items in areas
convenient to shoppers. Store personnel might
also ask consumers if they located all the items
they wanted; the store could take the initiative
for helping dissatisifed customers.

The cost of meeting these new regulatory
requirements could be considerably less than
consumer assertiveness training. If, after

enacting this legislation, losses are encountered
by business as a result of compensating for
unavailable items, retailers could make greater
efforts to fulfill advertising claims by stocking
adequate amounts of sale items. It seems 1ikely
that consumers would also support such increased
regulations. The potential benefits to consumers
is expected to surpass the cost of regulatory
revision and business compliance [12].

An  accurate assessment of  the proposed
regulation, particularly its economic costs, will
be determined best by evaluation after the
regulation has been in effect for a period of

approximately ten years. However, the authors
predict that retail grocers who are fully
complying with the current regulation will have

1ittle, if any, 1increase in economic costs since
they already take consistent care to provide
advertised specials. In those busineses which
have been lax in providing advertised specials
there might be fewer advertised sales. The cost
of tightening internal control of purchasing and
advertising may be prohibitive for those stores
which have not been in compliance. But for those
complying with the regulation it should provide a
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competitive edge and an increased share of the
market as expected in our free enterprise system.

If there is no change 1in the regulation the
result might well be an increase in consumer
frustration. This same frustration has Tled in

part to the upswing in the growth of neighborhood
food cooperatives to help meet consumer needs.

Overall, vretail provision of alternatives to
advertised specials can be construed as a
positive step on the behalf of business to assist
the consumer in negotiating the marketplace.

Recommendation for Change

The Retail Food Store Advertising and Marketing
Practices Regulation, passed in 1971 by the FTC,
serves the consumer interest by attempting to
control unfair and deceptive practices of retail
food stores. It requires retail grocers to
provide food specials as advertised. Because we,
as professionals, encourage consumers to utilize
such food advertisements in selecting stores and
in planning purchases, concern with retail
compliance and consumer responses toward
resolving unavailability experiences continue to
be pertinent. The outcome of various research
efforts provides evidence of a general prevalence
of unavailability in regard to advertised grocery
specials, and, thereby indicates an exigency for
change of the existing regulation.

A solution to the discrepancy between actual and
desired availability of grocery  specials
recommended by the authors is to require retail
food merchants to assume the major responsibility
for the prevention of unavailability situations.
Not only should it be the grocer's duty to assure
satisfaction in regard to advertisement claims,
he or she should also be required to make
restitution to those consumers who have been
faced with unavailability of a desired sale item.
This can be accomplished by requiring retailers
to provide at least two alternatives to consumers
within the store.

The optimal alternative would be substitution of
a comparable product. Comparable substitutes

should be equivalent to the original advertised
item 1in both quality and price if possible.
However such a goal is not always feasible.

Various approaches to supplying substitutes can
be employed, two of which are identical discount
per unit or identical price per unit.

In some situations, no substitute may exist or
difference between products may make substitution
unacceptable. Some consumers may prefer a
specific brand or style of product. For these
consumers who do not wish to utilize the provided
substitute, rainchecks should also be available.

As with the original regulation regarding
unavailability of grocery specials, immediate
compliance is as unlikely as is total compliance



at any time. It is further suggested that
regulatory revisions include provision for
reimbursement by retail stores toward any loss of
time and personal resources a consumer may expend
in contacting and informing consumer protection
agencies of mistreatment or regulatory
violations.

Conclusion

A need for vrevision of the Retail Food Store

Advertising and Marketing Practices rule seems
evident. A majority of consumers experience
unavailability of advertised specials; these
experiences represent a sizable economic Toss to
consumers as a whole. In order to alleviate
these occurrences, more explicit guidelines
requiring provision of unavailability

alternatives by retail grocers are recommended.

References
1. Anderson, Joanne M., For the People: A
Consumer Action Handbook. Eeadfngf
Massachusetts: Addison-Wesley Publishing

Company, 1977.

Farrell, Kenneth R., "Food Prices in 1980."
In Family Economics Review, Spring 1980, pp.
29-32.

3. Federal Trade Commission. Trade Regulation
Rule Including a Statement of Its Basis and
Purpose:  Retail Food Store Advertising and
Marketing Practices, July 12, 19/1.

4, Federal Trade Commission. Economic Report
on Food Chain Selling Practices in the
District of Columbia and San Francisco,
Washington, ~D.C.: Government ~ Printing
Office, July 1969.

5. Federal Trade Commission Bureau of Consumer

Protection. A Study of Consumer Response to
the AvailabT1ity ~and Mispricing of
Advertised Items by Grocery Stores, July 3T,
1979.

6. Gallo, Anthony E. and William T. Boehm,
"Marketing: Newspaper Advertising in Food
Marketing." In National Food Review, Fall

1979 (NFR-8), pp. 16-19.

7. Kaitz, Evelyn F., "Consumer Research:
Getting the Most for Your Food Dollar." In
National Food Review, Winter 1979 (NFR-6),
pp. 26-29.

169

10.

135

12.

13.

14.

15.

16.

17.

Mason, J. Barry and J. B. MWilkinson, "An
Intrachain Analysis of Supermarket
Overpricing, Unavailability, and
Advertisement Composition." Journal of

Retailing, 52, (4) Winter 76-77, pp. 49-60.

Meyers, Barry M. and Howard G. Shutz,
"Consumer Attitudes Toward Unavailability

and Mispricing of Advertised Items by
Grocery  Stores." Journal of  Consumer
Affairs, 11 (1) Summer 1977, pp. 158-166.

0ffice of Federal Registrar, National
Archives and Record Services, General
Services Administration. "Retail Food Store

Advertising and Marketing Practices." Code
of Federal Regulations. Washington, D.C.:

U. ~S. Government Printing Office, 1979, 16
CFT 424.0

Paynter, Mary Ann, Robert H. Flashman, and
Gwendolyn J. Brewer, Survey of Consumer
Response to Unavailability of Advertised
Grocery Items. Unpub1i shed study,
University of Kentucky, Lexington, 1980.

Roberts, Tanya, "Perspectives: Assessing the
Benefits of Regulation." In National Food
Review, Winter 1979 (NFRO6), pp. 37-38.

U. S. House of Representatives, Government
Operations Committee. "Consumer Problems of
the Poor:  Supermarket Operations in Low-
Income Areas and the Federal Response.”
Hearings, 90-2, October 12; November 24, 25,
1967. Washington, D. C.: U. S. Government
Printing Office, 1968.

Warland, Rex. H., Robert 0. Herrmann and
Jane Willits, "Dissatisfied Consumers:  Who
Gets Upset and Who Takes Action." Journal
of Consumer Affairs, 9 (2) Winter 1975, pp.
T48-163.

Wilkinson, J. B. and J. Barry Mason, "An
Exploratory Analysis of the Behavior of
Urban Higher Income White Shoppers and Urban
and Non-Urban Lower Income Black Shoppers in

the Purchase of Food Specials." In 1973
Combined Proceedings Increasing Marketing
Productivity and Conceptua and
Methodological Foundations of Marketing,
Thomas V. Greer (ed.) Chicago:  American

Marketing Association, 1973, pp. 298-302.

Wilkinson, J. B. and J. Barry Mason,
"Unavailability and Mispricing of Advertised
Specials: The Food Shopper's Knowledge,
Experience and Response." Journal  of
Consumer Affairs, 12 (2) Winter 1978, pp.
355-363.

Wilkinson, J. B., Edward M. Smith, and J.
Barry Mason, "Number and Value of Food
Specials in Different Socioeconomic Areas."
Journal of Retailing, 49 (3) Fall 1973, pp.

34-AT T



BLACK-YHITE DIFFEREMNCES I:l COHSUNMPTIO!N
EXPENDITURE PATTERNS
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Abstract
The objectives of this study were: (1) to deter-
mine the inpact of race on consumption expendi-
ture patterns for major consumption expenditures,
controlling for income, age of head of consumer
unit, and (2) to estimate expenditure-income
elasticities for each racial group in order to
deterrine the income-expenditure responses of
black and white houscholds. The consumption
cateqories analyzed vere: food, alcoholic bev-
erages, tobacco, shelter, fuel and utilities,
household operations, house furnishinqs and
equiprent, clothing, personal care, health care,
recreation, education, and transportation. Data
for this analysis were from the 1973 Bureau of
Labor Statistics Consumer Expenditure Interview
Survey. Blacks and whites were found to differ
in consumption expenditure ratios on all 13
cateqories, however, the qreatest differences
vere in food, clothing, recreation, health care,
and transportation ratios. In the multiple
regression analysis, each of the five independ-
ent variabies influenced one or more expenditure
ratios for consunption categories. Black-white
differences in income elasticity estimates for
major consumption cateqories were found.

The Bureau of Labor Statistics Consumer Price
Index CPI) 1is widely used as a measure of chanaes
in the cost of living. Prices are collected

o a wide variety of fcod and nonfood products
to develop the CPI. These prices are multiplied
by weights designed tc reflect the purchasing
Jatterns o warious sccioeconomic and demographic
groups within the U.S. nopulation because thev
are ‘based on averane nurchasing patterns. As a
result, changes in the CPI mav not reflect the
cost of items purchased by arcups such as minor-
ity races, the elderly, and “he poor.

It is widely recognized that racial groups
differ fron the population at large in their
nurchasing and consumption (Fewman, 1966).
‘lhereas renorts concerning differences in black
and white expenditure patterns in the U.S. date
from as early as 1928 (Hegro as a Consumer, 1930;
Selling to Harlem, 1928), a series of studies
during the fifties and sixtics revealed tha*
expenditure pattern differed among racial arouns
(Mexis, 1971, Bullock, 1961; Edwards, 1932;
Friend and Kravis, 1957). Researchers reported
that with comparable incomes, blacks spent more
than vhites on clothing, personal care, household
furnishings, alcoholic beveranes, and tobacoo:
and Ta2ss than whites on medical care, food, trans-
nortation, education, and fuel and licht. Gen-

lDirector
Associate Professor and Department Head, Depart-
ment of Consumer Sciences
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erally, there were no differences in expenditures
in the consumntion categories of recrection ani
home furnishinas and equipment (Akers, 1968;
MAexis, 1959; Andreasen and Hodges, 1977; Baver
and Cunningham, 1970; Bennett, 19G67; Lerson, 1971;
Mock, 19G4; Salathe, Gallo, and Boehm, 1979; Saw-
ver, 1962).

It is qgenerally aqreed that sociodemographic vari-
ables such as income, education, aae, family size,
and place and region of residence are important
factors in determinina consumption expenditure
patterns. However, the great flaw in virtually
all research into black consumption behavio= hais
been absence of controls for sociodemocraphic
variables associated with race (Akers, 1968
Andreasen, 1975; Andreasen and Hodges, 1977; Baver
and Cunningham, 1970; Feldman and Star, 196:;
Gibson, 1973; Kielty, 1970; Roners, anc fGreen,
19735 Sawver, 1962; Stafford, Cox, and Hinain-
botham, 1968).

One of the main objectives of an analysis o fam-
ily expenditures is to derive estimates of income
elasticities of demand for various concumntion
cateqories (Harris, 1964; Liviatan, 19(4; Prais
and Houthakker, 1971). However, research con-
cerning incorme elasticities for racial grouns has
been very limited. Early rough estimates report-
ed blacks as tending to spnent additiona] doila=s
in those categories in which they had tradi=ion-
ally spent less than whites; food, education,
household operations, housing, automobiles and
medical care. Also, excent for personz1 care,
the cateaories in which blacks had tracitionally
spent more than whites were found to be ineias:ic
(Baver, and Cunninaham, 1970; Feldman, and Star,
1963; Salethe, Gallo, and Boehm, 1979; Stafiord,
Cox, and Hiagginbotham, 1963).

In view of the past findinas concernine dif’er-
ences in expenditures among racial aroups, “he
Timited canability of the CPI to respond to such
differences, the necessity of controlling for
sociodemoqraphic variables in such stucies, and
the objective of estimating income elasticizies

in analyses of family expenditures, a need
existed Tor curvent and comorenensive iesearch
into black-white consumption expenditure pasterns.

The objective of this study were: (1) to dete-~-
mine the impact of race on consumption patterns
for major consumption exnenditures, controliing
for selocted socindemnaranhic variahles, and (2)
to estimate income elasticities for each racial
aroup in order to determine if “lack and white
household exnenditure-income responses are dife-
erent. The foiiowing consumption cateaories were
analyvzed: food, alcoholic beveraaes, tobacco,
shelter, fuel and utilities, househoid operations,
house furnishinas and equipment, clothing,



personal care, health care, rccreation, education,
and transportation. A description of these cate-
aories can be found in the U.S. Denartment of
Labor's Interview Survey Detailed Public Use Tape
for the 1972-73 Consumer Expenditure Survey (U.S.
Department of Labor, 1978b).

IETHOD

Data for this analysis vere from the 1972-73

Bureav of Labor Statistics (BLS) Consumer Exnendi-

ture Inter/iew Survey (CEIS). Periodically,
since 1333, the BLS has conducted surveys of
corsumer expenditures, savings, and income.
These have been the only comprehensive sources
of detailed information on expenditures, incorme,
and changes in assets and liabilities related

to the socio-economic and dermographic character-
istics of families in the United States. The
Consurer Expenditure Survey of 1972-73, the
eighth major survey of its tyne, and the first
one since 1960-61, extended this tradition.

The 1572-73 Consumer Expenditure Survey consisted
of twc separate surveys, each with its own
questionnaire and independent sample: (1) a
quarterly nanel survey in which each consumer
unit in the sample was visited by an interviever
every three months over 15 months, and (2) a
diary or recordleening survey completed at home
bv the respondent for two consecutive one week
periods. The 1972-73 CEIS data were collected
in two separate 12 month periods. Data
collected in the second survey period were used
in this study to investigate black-white diff-
erences in consumption expenditure natterns. In
1973, 10,106 consumer units were included in the
survey (U.5. Denmartment of Labor, 1973a).

Multiple reqression models vere used to examine
the relationship between selected household
characteristics and the total expenditures of
blacks and whites for each consumption cateqgory.
The income elasticity estimates at mean values
for the 13 individual consumption cateaories,
based on Lhe 1inear regression form, were
estimated.

The sample for this study consisted of urban
consumer units in the 1973 Bureau of Labor
Statistics (BLS) Consumer Expenditure Interview
(CEIS). Only units with incomes from $2,000

to $34,999 ner year were used in this study due
to the grounina of resnondents with incomes below
$2,700 or abova £34,999 into single categories.
There were G,205 white and 736 Liack uniis in
this analysis. A frequencies distribution indi-
cates variation in black-white consumer unit
characteristics (Table 1).
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Table 1. Freauency Distribution of
Selected Characteristics of Consumer
Unit

Percent
Yhite Black

Humber
klhite Black

Characteristics

Total income

$2,000 - $4,999 1,086 215 17.3 29.2
$5,000 - $9,999 1,654 262 24.3 35.6
$10,000 - $14,299 1,414 147 2.6 20.0
$15,000 - 619,999 1,137 82 18.1 11.1
$20,070 - $24,999 623 20 18.2 2.7
$25,000 - $34,999 A50 10 7.2 1.4
Total 6,269 736 100.9 100.2
Humber of neonle
in consumer unit
flo response 63 8 1.8 1]
1 1,508 157 25.0 21.3
2 1,703 153 27.1 20.8
3 1,018 133 16.2 18.1
4 994 103 15.9 14,2
5 512 G8 8.2 8.7
6 280 51 4,5 6.9
7 or more 191 67 3:0 _ 9.1
Total 6,269 736 100.0 100.2
Age of head of
consumer unit
24 vears or
younaer 524 76 8.4 10,3
25-64 years 4,604 581 73.4 78.3
65-74 years 737 51 1.3 6.9
75 vears or
older a3 28 6.9 3.3
Total 6,269 736 100.0 100.9
Education of Head
of consumer unit
Some high school 1,922 374 30.7 50.3
High school gra-
duate 1,998 213 31.9 23.9
Some colleqge 892 70 14.2 9.5
Colleae graduate 1,177 33 18.8 4.5
No response 280 46 4.5 6.3
Total 6,269 736 100.0 100.0
Geographic region
of residence
Mortheast 1,396 143 22.3 19.4
North Central 1,038 26 17.4 3.5
South 2,254 439 36.0 66.4
Hest 1,631 78 24.4 10.6
6,269 736 100.0 100.0

Blacks in the sample had a lower mean income than
whites, a younger mean aqe of the head of the con-
sumer unit, and a higher average number of members
ner consumer unit. Blacks dominated the Tower
lovels of education achiovement while whites were
more heavily distributed in the upper Tevels. The
largest percentaqge of the sample for both racial
aroups resided in the south and the smallest number

were in the west.



FINDINGS

In this analysis each of the 13 consumption cate-
qories represented the totaled amount of expendi-
tures for all goods and services in each given
cateqaory. In order to obtain ratios for each
cateqory by race, the totaled categories were
each divided by the total amount of consumption
expenditures reported in the data for the appro-
priate racial group. The results are reported in
Table 2. 7t should be noted that the studied
categories accounted for 89.0% of black and 88.5%
of white total consumption expenditures.

Table 2. Consumption Percentages by Cateqory and
Race
Consumption category Black Yhite
Food 26.3 22.4
Alcoholic beverages .8 1.0
Tobacco 1.9 157
Shelter 19.0 191
Fuel and utilities 5.8 5.5
Household onerations 4.0 3.9
Clothing 10.8 7.4
Personal care 147 1.3
Health care 4.9 G.C
Recreation 4.2 7.4
Education 141 1.5
Transportat;ion 5.0 B2
Total* 89.0 58.5

*Total f-gures represent ameunt of consumntion
exnenditures accounted for in this studv alone,
not 100% ot all expenditures.

“hite expenditures for major consumption cate-
Jories wvere as follows, in descending order:
food, shelter, clothing and recreation, health
care, transportziion, fuel and utilities, house
furnishings and equipment, household operation,
tobacco, education, nersonal care, and alcoholic
beverages.

Blacks spent proportionately more than whites,

in descendinn order, on food, clothing, fuel

and utilities, tobaccs, and houscheld opora-
tions. Black expenditures were proportionately
less than whites, in ascending order, for shelter,
alcoholic beverages and personal care, education,
nouse furnishings and eauipment, transporation,
health care, and recreation. Expenditure diff-
erences between the two groups were greatest

for the catesories of food, clothing, and recre-
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ation and least for shelter and household opera-
tions.

INFLUENCES 0il CONSUMPTION EXPENDITURE PATTERHS

In the multiple regression analysis (Table 3) each
of the 13 expenditure category ratios wes used as
the dependent variable. Income, family size, aje
of the head of the consumer unit, education of the
consumer unit, and reaion of residence vere entered
into the regression model as independent variables.

Income vas found to be negative and statistically
significant in determining expenditure ratios on
food, tobacco, shelter, and fuel and utilities Ffor
both racial groups; and on household operations
and health care for whites alone. The effec: was
positive and statistically significant cn alcoholic
beverages, personal care, education, transporta-
tion, recreation, and household furnishings and
equipment for black and white expenditure ra:ios;
on health care for black expenditure ratios only;
and on clothing for white expenditure ratios alone.

The number of people in the consumer unit, or fam-
ily size, was found to have a nenative and s:atis-
tically significant influence ecn exnenditure ratios
for alcoholic beverages, shelter, and recreation
for both groups; and household operatiors, nersonal
care, and transportation for whites. Tre variable
has a positive and statistically significant
effect on food and fuel and utilities fcr black
and white expenditure ratios; on clothirg for
black expenditure ratios alone; and on educa®ion
and health care for white exnenditure ratios only.

Nae of the head of the consumer unit was found “o
be negatively statistically significant in deter-
mining expenditure ratios on shelter, clothing,
alcoholic beverages, household furnishirgs and
eauipment, transportation, and recreaticn for both
racial groups; and on tobacco for whites alone.
The effect was positive and statistically signi-
ficant on food, fuel and utilities, household on-
erations, health care, personal care, arnd educa-
tion for black and white consumption exrenditure
ratios.

education of the head of the consumer un’t,
difference between the expenditure ratios for
the group with less than a high school education
and the group of high school araduates vas nega-
tive and significant for household oneretions,
clothing, recreation, and education for both races:
and personal care and health care for whites. The
ditference was positive and statistically siani-
ficant on expenditure ratios for food and tobacco
for both races; and alcoholic beverages for hlacks
only.

For
the

“hen compared to the high school group, the ex-
ponditure vratics for WAth 5ome whais B
college vere found to be negative and significantly
different for food, alcoholic beverages, tobaccn,
and personal care for whites. The difference wis
nositive and statistically sianificant for ex-
penditure ratios on education, household opera-
tions, shelter, clothino, and health care for
whites; and on recreation for blacks.
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