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Let us consider government regulation. There are at least two steps 

in utilizing government regulation as a remedy: (1) the specification of 

the appropriate rules or corrective actions; (2) the allocation of re­

sources sufficient to assure that the corrective rules or actions are en­

forced with some acceptable level of probability. Let us call the first 

the "appropriateness" problem and the second the "efficiency" problem. 

We will discuss each in turn. 

The key question in the "appropriateness problem" is whether the 

proposed corrective rules or actions will achieve the desired end. As 

an example, consider ghetto dwellers' access to short-run consumer credit. 

Numerous studies suggest that the poor in general are charged higher finance 

charges or have their loan applications rejected at a higher rate than the 

non-poor [17, 18J. As a remedy, most people in the consumer movement would 

probably support legislation establishing a maximum legal finance rate. 

Existing legislation in many states already includes such limits. The 

leading variants of the Uniform Consumer Credit Code also include a limi­

tation of this sort. Enforcement problems aside, would such an enactment 

achieve its intended end? I believe not, on the grounds of the following 

simple argument. 

Common experience and common sense suggest that lending to the "poor" 

is a high cost proposition: the "bad loan" rate will be higher than for 

other groups and if loans to the poor are to be profitable to the lender, 

he must be able to cover his bad loans by charging a higher overall finance 

rate. If the legally allowable finance rate is not high enough on the average 

to enable him to recover his costs, he will not make this type of loan. Hence, 

rather than enabling the poor to obtain credit at a "reasonable" rate, legal 
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loan limits at too Iowa rate (how low?) will cut off credit to the poor 

at least from "legitimate" lenders. 

Recent, empirical evidence relevant to this cutoff phenomenon comes 

from the regulation of revolving credit in Minnesota. When a court decision 

reduced the allowable finance charge on revolving credit from 18 percent to 

12 percent -- an obviously desirable end -- BankAmericard in Minnesota 

stopped accepting new applications, evidently on the grounds that the new 

permissable rate was not profitable [15]. 

The discussion above is too cursory, probably, to be convincing. It 

is offered as an example of the proposition that the "obvious" corrective 

measure may not yield the desired objective. What is needed is careful study 

of alternative means. 

Until the "appropriateness problem" is solved for a particular policy 

matter, the "efficiency problem" remains irrelevant. If the analysis of 

the previous example is correct -- and I do not assert that the case was in 

fact "made" -- no amount of resources devoted to enforcing a maximum allowable 

finance charge will attain the desired end. 

But suppose the appropriateness problem is successfully solved, then 

the "efficiency problem" must be faced: what amount of resources is required 

to see that the corrective rules or actions are enforced with some acceptable 

level of probability? 

The author has canvassed practitioners and literatures of several social 

sciences in search of a compact set of principles relating to the "efficiency 

problem". Finding none -- perhaps due to an insufficient or inefficient 

searching -- he proposes the following set of propositions for critical 

review. 14 In general, government regulation will be more efficient when: 
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1. The number of units to be regulated is smaller. Suppose, 

for example, one wanted as a matter of public policy to 

dampen the noise output of snowmobiles. One alternative, 

adopted by a number of communities, is to enact a local 

ordinance prohibiting noise emissions above the critical 

limit. For this approach to be effective, the actions of 

millions of snowmobile owners must be monitored and, in many 

cases, corrected by hundreds of communities. A more efficient 

alternative approach would be to impose a decibel limit by 

regulation or by tax on the relatively small number (one 

hundred?) of snowmobile manufacturers. 

2. The number of actions to be monitored is smaller. It is 

more efficient for the Price Board and the Wage Board to 

monitor the prices and wages of a small number of "important" 

industries and firms than to perform the same task for all 

producers. 

3. The action being regulated is conceptually simple. It will 

be easier, and hence more efficient, for an agency to verify 

the installation of a given set of safety features in new 

automobiles than to insure that public utilities are charging 

prices which yield a "reasonable rate of return" on invest-

ment. (The latter question has given rise to an entire 

profession, complete with university courses, professional 

association, and journal.) 

4. The agency is smaller. When regulatory agencies become large, 

we would expect them to suffer from all the classical defects 

of bureaucracies. 



5. The agency is younger. Like people, government agencies 

appear to exhibit with the passing of time both the 

favorable and the unfavorable effects of aging. 

6. The agency is independently and adequately financed. 

Suppose that a state tax department were (1) authorized 

to hire additional personnel up to the point where the 

expected additional revenues of the last employee hired 

just equalled his salary. Suppose further that the depart­

ment's budget represented a first claim on tax revenues. 

We could then say that this department was independently 

and adequately financed. Under such ~onditions one would 

expect a much more vigorous and equitable enforcement of 

tax laws. Agencies whose budget is dependent upon legis­

lative appropriation are vulnerable to "starvation through 

underappropriation". A standard second line of defense for 

opponents of particular regulations or agencies is to reduce 

the agency's budgets so that it lacks the resources to per­

form its assignment effectively. 

7. The agency is armed with meaningful enforcement levers. For 

example, a $5,000 fine to a giant corporation is not a 

meaningful lever. By contrast, the requirement that ITT 

Continental Baking Company dedicate 25 percent of its ad­

vertising budget over a six-month period to the dissemination 

of the message that its product, "Profile Bread is not ef­

fective in [attaining] weight reduction", is a meaningful 

lever. I!:.> 
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The above list, probably incomplete and perhaps defective, is submitted 

as exemplifying the type of propositions which would help consumerists and 

others in forming judgments regarding the desirability and form of govern-

ment regulation in particular instances. 

The Consumption Function from 
the Consumer's Viewpoint 

It was argued earlier that economists have a responsibility to assist 

consumers in making better choices -- at a level of abstraction and reality 

which is useful to them. 

As an example, consider the consumption function. Vast efforts have 

been expended by economists seeking to develop and test theories explaining 

how consumers do in fact divide their income between consumption and saving. 

But turn the question around and you have a subject which is almost un-

touched: What fraction of its income should a family save, year in and 

year out? Specify that the household wishes to save for (1) the children's 

college education, and (2) retirement income, and, with careful specification, 

you have a researchable problem. The pro-consumer viewpoint produces a new 

and interesting question. If the results are successfully communicated on 

a wide scale, they should prove helpful to consumers. 

A second example concerns life insurance. It is an interesting socio-

economic question to ask whether families purchase enough (or too much) life 

insurance to provide the level of after-death income for survivors which 

the husband-wife really want. If they fail to do so, they suffer from a 

life insurance "deficit". A research problem on which the author has already 

conducted a pilot study [12], is to ascertain the size, distribution, and 

determinants of the life insurance deficits of American households. 



A "Truth Tax" to Finance a "Consumer 

Information Corporation" 
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Research on behalf of consumers can also involve the development and 

refinement of policies and institutions designed to improve the functioning 

of markets from the viewpoint of consumers. The proposal for a "Consumer 

Information Corporation" (CIC) is an example. 

In 1970, according to estimates made by Professor Ivan Ross of the 

University of Minnesota, businesses devoted $67 billion to informing and 

persuading consumers. It was distributed as follows: 

Advertising $21 billion 

Sales promotion 
Including direct mailings 

Personal selling 
(the information and 
persuasion efforts of 
all sales personnel) 

Public relations 

Total • 

7 
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3 

$67 billion 

By contrast, consumer organizations spent but $13 million for the same 

purposes. 1G 

The business expenditures on consumer information and persuasion were 

financed by what is, in essence, a 10.9 percent "sales tax" on consumer 

spending. That is, prices on the $616 billion of aggregate consumption 

expenditures were set high enough to enable the businesses involved to 

recover the $67 billion they expended on consumer information. 

Is this arrangement, sanctioned by long usage, in the best interest of 

consumers? I think not. We know, from both vivid personal experience and 
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from ~ priori argument based on the self-interest of sellers that the price­

quality information provided by businesses is biased by exaggeration or 

omission. Nonetheless, business-provided price-quality information might be 

acceptable if we could be reasonably sure that consumers could "see through" 

the distortions and omissions. Unfortunately, they cannot, due to the 

technical complexity of products and other factors cited in earlier sections 

of this paper. 

For consumers to obtain accurate price-quality information, it follows 

that some information-providing resources should be shifted from business 

to consumer control. How might this be achieved? Perhaps by levying a tax 

a "Truth Tax" if you will on business promotion expenses (the four 

categories listed above) and transferring the proceeds to a consumer con­

trolled Consumer Information Corporation (CIC). 

Such a corporation might in the near future (1) conduct product tests, 

(2) collect data on consumer satisfaction with providers of services (plumbers, 

lawyers, doctors, automobile repair agencies), (3) use the mass media as well 

as the printed word to disser"inate such information, (4) append comparative 

rating labels to products marketed. In the more distant future, CIC might 

investigate new technologies for performing its role, for example, the use 

of cable television or the telephone to provide consumers with two-way access 

to computer information "banks". 

The foregoing represents examples of pro-consumer research. It is my hope 

that they will inspire our several professions to undertake more research from 

this viewpoint. 



FOOTNOTES 

** For 1971-72, Visiting Professor of Economics, University of 
California, San Diego. 

1. Colston Warne, President of Consumers Union, speaks succinctly of 
efforts to develop a "national consumer consciousness" [20]. 
Presumably this represents his definition of consumerism. 

Virginia Knauer, President Nixon's Special Adviser on Consumer 
Affairs, offers a more detailed definition. 

"Consumerism is nothing more and nothing less than a 
challenge to business to live up to its full potential 
-- to give consumers what is promised, to be honest, to 
give people a product that will work, and that is 
reasonably safe, to respond effectively to legitimate 
co~plaints, to provide information concerning the relevant 
quality characteristics of a product, to take into con­
sideration the ecological and environmental ramifications 
of a company decision, and to return to the basic principle 
upon which so much of our nation's business was structured 
-- 'satisfaction guaranteed, or your money back. '" 

From a speech by Mrs. Knauer in Indianapolis on January 14, 1972. 

Finally, Aaker and Day [1] define consumerism as "the organized 
efforts of consumers seeking redress, restitution, and remedy for 
dissatisfaction they may have accumulated in the acquisitio~ of 
their standard of living." 
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2. Lest the reader be misled, let me state at the outset that this paper 
does not essay a comprehensive assessment of the effectiveness of 
markets. Instead, it focuses on those aspects of market failure w~ich, 
in the author's judgmer:t, account for the rise of consumerism. 

3. For example, he must be willing to assume that the future path of policy 
dividends will closely resemble the past pattern. 

4. These points were suggested to me by John Hancs, Director of Marketing 
Information for Consumers Union. 

5. Data were obtained by Letha Phelan. a graduate student in Ho~e Economics 
at the University of Minnesota from ~ set of seven insurance companies 
thoughc::; include both :ow' and high-priced companies. When the data 
were detlated roughly to take account of quality, the range increased 
somewhat from $198 to $348. 
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6. We will usually use the term grievance rather than complaint. In 
our usage grievances are instances of consumer dissatisfaction, 
whether communicated to other persons or not. We reserve the 
term complaint to those grievances where the dissatisfaction has 
been communicated to someone else. 

7. Source: Sears 1969 Annual Report, page 10, and letter from William 
P. Zabler, National Manager of Service for Sears, dated December 6, 
1971. 

8. For two graphic examples of consumers' difficulties in using the 
law to seek redress, consider [18, 17]. 

9. The students were Susan Clausen, Patricia Gangelhoff, Letha Phelan, 
and Ruth M. Sargent. 

10. In 1971 Consumers Union collected some information regarding consumer 
complaints in its Annual Questionnaire. About 55 percent of respon­
dents reported making a complaint. Of those reporting complaints, 
about 41 percent were satisfied with the disposition as against 59 
percent who were dissatisfied. (The 14 percent who did not answer 
the satisfaction question are excluded.) 

The CU data, though helpful, are of limited use since subscribers 
to Consumer Reports differ greatly from the average American consumer 
and respondents to cuts Annual Questionnaire differ from nonrespondents. 

11. Though only a relatively small number of close friends knew of it, the 
venerable Survey of Consumer Finances (SCF), for 24 years a fixture 
in the research establishment, passed away last year. More accurately, 
the 1971 Survey of Consumer Finances will be the last of the annual 
reports updating series on consumer income, durables spending, debt, 
liquid assets, etc. Henceforth, it is expected that comparable data 
will be collected and pUblished on a biannual or triannual basis. 

The Survey Research Center will continue the quarterly series of 
surveys on which its Index of Consumer Sentiment is based. 

It might be an apt turn of events if the late SCF were to be succeeded 
by SCG, the Survey of Consumer Grievances. The Survey Research Center 
which conducted SCF for so many years is admirably equipped to under­
take a SCG. A continuance of the SCF basic data series, via a SCG, 
would be a welcome byproduct for the research community. 
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12. For an analysis showing the consumer how to locate payoffs from the 
search, see [11]. 

13. The questionnaire is attached as Appendix A. The study has not been 
written up. 

14. For the reader interested, however, in a searching review of govern­
ment procedures for evaluating alternative socioeconomic policies, 
see Alice Rivlin's little book [14]. 

15. At about the time this statement was written, it was proved wrong, a 
victim of the "appropriateness" problem. More specifically, the 
author failed to take account of two factors: (1) the psychological 
principle cited by Gwen Bymers that individuals do not differentiate 
carefully between negative and positive messages, and (2) the ingenuity 
of advertising copywriters in perverting a negative message. 

This is the negative advertising message televised on behalf of Profile 
Bread: 

I'm Julia Meade for Profile bread. And like all mothers 
I'm concerned about nutrition and balanced meals. So, I'd 
like to clear up any misunderstandings you may have about 
Profile bread from its advertising or even its name. Does 
Profile have fewer calories than other breads? No, Profile 
has about the same per ounce as other breads. To be exact 
Profile has about seven fewer calories per slice. That's 
because it's sliced thinner. But eating Profile will not 
cause you to lose weight. A reduction of seven calories is 
insignifcant. It's total calories and balanced nutrition 
that count. And Profile can help you achieve a balanced 
meal. Because it provides protein and B vitamins as well 
as other nutrients. 

How does my family feel about Profile? My children love 
Profile sandwiches. My husband likes Profile toast. And 
I prefer Profile to any other bread. At our house delicious 
taste makes Profile a family affair. 

Quoted in Consumer Reports, February, 1972, page 64. 

Consumer Reports quoted an official of ITT Continental as stating that 
this advertisement ''has not proved detrimental" to the company. 

16. As noted in the text, I am indebted to Professor Ivan Ross for this 
estimate of business expenditures for consumer information purposes. 

Sources and assumptions were as follows: 



a) Advertising -- $21 billion. From S. Banks, R. Reisman, and 
C. Y. Yang. Advertising Age, June 7, 1971, page 27. 

b) Sales promotion -- $7 billion. From A. W. Frey and J. C. 
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Halterman, Advertising. Fo~rth Edition (New York: Ronald Press, 
1970), page 40. 

c) Personal selling -- $36 billion. There exists no satisfactory 
estimate of expenditures on personal selling. However, Brink 
aad Kelley are qJoted in Boyd a~d Levy as asserting the existing 
of a 3-to-l or 4-to-1 relationship between expenditures for 
personal selling versus advertising. Splitting the difference 
and applying the 3 l/2-to-l ratio in 1970, we estimate total 
personal selling expenditures at $72.8 billion. Assuming 
arbitrarily that one-half of the efforts of sales personnel 
are devoted to informing and persuading, we arrive at the $36 
billion estimate ( = 1/2 x $72.8 billion). Cf. Harper W. Boyd, 
Jr., and Sidney J. Levy, Promotion: A Behavioral View, 
(Englewood Cliffs, New Jersey: Prentice-Hall, 1970), page 10. 

d) Public relations -- $3 billion. The estimate for public 
relations expenditures is even cruder than those for other 
components. Ross accepts a forecast by Kalman Druck (Business 
Week, July 2, 1960, page 42) that public relations expenditures, 
estimated at $2 billion in 1950, would be $6 billio~ in 1969. 
He assumes, again arbitrarily, that one-half of public relations 
expenditures activities are directed toward consumers. 

e) Aggregate personal consumption expenditures 
From Survey of Current Business, July, 1971. 

$616 billion. 



REFERENCES 

[1] David A. Aaker and George S. Day. "A Guide to Consumerism." 
Journal of Marketing, October, 1970. 

[2] Joseph M. Belth. The Retail Price Structure of Life Insurance. 
(Bloomington, Indiana: Bureau of Business Research, Indiana 
University, 1966.) 

[3] Richard H. Buskirk and James T. Rothe. "Consumerism, An Inter­
pretation." Journal of Marketing, October, 1970. 

42 

[4] Stuart Chase and Frederick J. Schlink. Your Money's Worth. (New 
York: MacMillan, 1927.) 

[5] Ronald H. Coase. "The Problem of Social Cost." Journal of Law 
and Economics, October, 1960. 

[6] Robert O. Hermann. "Consumerism: Its Goals, Organizations and 
Future." Journal of Marketing, October, 1970. 

[7] Richard H. Holton. "Business and Government." Daedalus, Winter, 
1969. 

[8] David Kaplovitz. The P .... ·or Pay More. (New York: The Free Press, 
1963.) 

[9] K. W. Kapp. The Social Costs of Private Enterprise. (Cambridge, 
Massachusetts: Harvard University Press, 1950.) 

[10] Staffan B. Linder. The Harried Leisure Class. (New York: Columbia 
University Press, 1970.) 

[11] E.. Scott Maynes. "The Payoff for Intelligent Consumer Decision­
Making." Journal of Home Economics, February, 1969. 

[12J E. Scott Maynes and Loren V. Geistfeld. 
of American Families: A Pilot Study." 

"The Life Insurance Deficit 
Manuscript submitted, 1972. 



[13] A. C. Pigou. The Economics of Welfare, Fourth Edition. (New 
York: Saint Martin's, 1960 [1931].) 

[14J Alice M. Riv1in. Systematic Thinking for Social Action. 
(Washington, D. C.: The Brookings Institution, 1971.) 

43 

[15J Irwin Ross. "The Credit Card's Painful Coming-of-Age." Fortune, 
October, 1971. 

[16J Philip G. Schrag. "Consumer Rights." Columbia Forum, Surmner, 1970. 

[17] "Bleak House 1968: A Report on Consumer Test 
Litigation." New York University Law Review, March, 1969. 

[18J "Translating Sympathy for Deceived Consumers into Effective Programs 
for Protection." University of Pennsylvania Law Review, January, 
1966. 

[19 J Peter Vanderwicken. "Toward the Socialization of Injury." Fortune, 
November, 1971. 

[20J Colston E. Warne. "The Impact of Consumerism on the Market." The 
San Diego Law Review, February, 1971. 



Economics 20 
Consumer Economics 

APPENDIX A 

E. Scott Maynes Spring, 1965 

Automobile Insurance: The Payoff for the Search 

Class Research Project 

To ascertain: 
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(1) The payoff, in terms of lower prices, achieved through additional 
"searches" • 

(2) The factors which influence initial choice of "agents". 

(3) The factors influencing initial choice of companies. 

II. Instructions 

1. Simulate an actual insurance purchase. Do what you would do if you 
were actually planning to purchase insurance and were not simply 
participating in a class research project. (In fact, most of you 
-- either yourselves or through your parents -- are purchasers of 
automobile insurance and hence have an interest in the price and 
quality of the auto insurance you purchase.) 

2. Obtain quotes for the following coverages -- or as close to this 
as possible: 

a. Property liability: $10,000 

b. Personal liability: Maximums of $25,000 liability for each 
person affected, $50,000 for each accident. 

3. If you own a car, price insurance for this car. If you have 
access to a car, e.g., your parents', price insurance for this 
car. If you neither own nor have access to a car, price the in­
surance with res?ect to a hypothetical car you plan to buy (and 
perhaps a driver's :i.icense you plan to take out). 

4. Obtain price quotatio.:ls from three different companies. The 
sequence of contacts should be that which you would follow in an 
ordinary purchase o~ this sort. 

5. Im~e~at~lY ~ftE~ each search-- a~d before contacting another 
se1.:.e-: -- answer the questions regarding the first contact.:'his 
sn<)ui..d elim1nate the second-guessing prof'lem. 
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6. You may get qJotations on additional insurance coverage in which 
you are interested, but be sure to get separate quotations for 
the coverages mentioned above. 

III. For Each Seller Contacted, Obtain and Record: 

1. Name and address of agent. 

2. Name and address of company (if different). 

3. Why did you contact this agent (compa~y) first? 

4. ~lat was the source of your information about this agent (compa~y)? 

5. Was information obtained by personal interview or telephone? 

6. Price? 

a. Any dividends? 

b. Any membership fees or special first-year costs which 
do not recur? 

c. Any nonstandard prov~s~ons in policy which could not 
be priced separately? 

7. If this were not a class exercise, would you buy from this seller, 
or would you seek further price quotations? 

For Second or Third Sellers Contacted: 

8. Did you "bargair!'? How'; Witt. what effect? Record pre- and 
post-bargaining prices. 

9. Did you inform seller of previous price quotations? 
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