that description has usually been thought of as a
non-supporter. Thus, non-traditional approaches
to support for consumerism such as those of
Schooler and Jarvis? have not been encompassed by
the ideology of the movement.

In addition to stated conceptual differences
toward support of consumerism by different authors,
a smattering of research has likewise suggested
consistent and diverse approaches to consumerism.
Thorelli's study of the readership of Consumer
Reports, for instance, identifies an important
group of non-traditional supporters, He

contends that they are a distinct group not only
as far as their purchase behavior is concerned
but also in regard to their views toward consumer
policy issues. He summarizes his results with
the following profile of an "information seeker":

"He is something of a consumer activist, showing
an interest in increased activity over a broad
range of consumer help measures both by govern-
ment and private initiative. 1In keeping with
his information sensitive nature, he has the
greatest enthusiasm for measures which would
bring him additional information (testing,
labeling, product quality standards) or more
truthful information (preventing misleading
advertising) and least enthusiastic for measures
which would bring him help from outside sources
(protection, help with complaints, etc.)..."
(Thorelli, 1975).

The consumer described above is a supporter of
the movement in the sense that he perceives the
need for a power transfer from business to con-
sumers. However, unlike traditional consumer-
ists who have emphasized benefit rights in the
form of mandated standards, information seekers
prefer an opportunity rights (i.e., free choice,
more information) approach to consumer problems.
Furthermore, Thorelli speculates that information
seekers "...may well be the first wave of a size-
able new breed..."

The Model and Its Implications

The authors have argued that various aspects of
the consumer movement have recently been ascending
while certain traditional elements have been
waning. However, the attempt here has not only
been to identify recent trends but to expand on
the traditional conception of the movement which
fails to encompass them. Table 1 summarizes im-
portant characteristics of traditional consumerism
while presenting corresponding conceptual alter-
natives which incorporate the new trends. The
proposed (new) rationale is also presented in the
following definitional form:

Consumerism is a social movement precipitated and
advanced by those who perceive a societal power

3That is, anti-tax advocate Howard Jarvis who is
often referred to in the press as a "consumerist"
but who would not 1ikely be recognized as such by
traditional consumerists.
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normative issues.

imbalance between consumer roles (i.e., non-
producer, personal economic roles) and any others
which may conflict with them (e.g., producer and
government roles). Greater balance is sought
through advocating improved opportunity and/or
benefit rights for consumers while acknowledging
some mix of personal and/or social consumer res-
ponsibilities.

The authors believe that the model presented above
has heuristic value in generating important ques-
tions based on the noted distinctions. For
instance, concerning consumer antagonist groups:
What are the historical precedents for consumer
movements whose major antagonist group is not
business? Is traditional consumerism's preoccupa-
tion with business abuses a Twentieth Century
phenomena spawned by Timited government and grow-
ing private sector monopoly power? If the power
of government continues to grow vis a vis big
business, will the former increasingly become a
target of consumer frustrations?

Likewise, questions concerning issue type prefer-
ences include: Do non-economic issues (e.g.,
safety issues) gain in importance during periods
of rising incomes and expectations? Do economic
issues (e.g., tax issues) become more important
in periods of declining incomes and expectations?

Examples of questions concerning approach prefer-
ences: Is the approach type which is preferred
(i.e., benefit vs. opportunity rights approach)
largely dependent on issue type (e.g., safety vs.
quality)? Does preference for benefit rights
solutions grow during periods of unexpected income
growth and/or periods of growing compassion for
disadvantaged groups?

Some questions concerning consumer types who
exhibit consistent approaches to consumerism
issues: Do many people tend to have consistent
attitudes toward the movement? How consistent are
they? What issue types are most Tikely to lead to
inconsistency? What demographics can be associated
with different supporter types? What psychosocial
variables can help explain consistent orientations
toward the movement?

The questions posed above concern positive issues
of possible interest to consumer scientists, edu-
cators, and advocates. However, educators and
advocates must also ultimately be concerned with
In the case of consumer educa-
tors, relevant questions implied by the analysis
presented here include: should more emphasis be
placed on alerting consumers to potential conflict
with marketplace participants other than business
(e.g., government, labor, farmers, professional
groups and foreign resource suppliers)? Should
more emphasis be placed on educating consumers in
macro-economic policy issues (i.e., fiscal and
monetary policy)? Should educators spend more
time discussing costs as well as the benefits of

4

The authors are currently in the process of an

empirical investigation of some hypotheses based
on this last group of questions.



various solutions to consumer problems?

In the case of traditional consumer advocates,
normative questions of interest generated here may

include:

to what extent, if any, should the

movements' leadership and organizations adjust to
trends in consumer sentiment toward perceived
antagonist groups, opportunity or benefit rights

approaches, and issues of interest?

Can a more

generic approach to the movement help stabilize
and expand support as external conditions cause
certain of its traditional elements to wane in

popularity while related elements gain?

(Support

for the traditionally conceived movement, of
course, has historically been cyclical or inter-

mittent.)

And finally, regardless of changing

economic and social conditions, should an attempt
be made to encompass latent supporter groups into
the mainstream of the movement by the adoption of
a more comprehensive ideology as suggested here?

TABLE 1.

Traditional Consumerism

The New Consumerism

The New Consumerism

primarily concerned with
conflict of interests
between consumers and
business

primarily concerned with
non-economic issues (such
as product safety and
quality of health care)
as opposed to economic
issues (such as taxes and
inflation)

emphasizes benefit rights
(i.e., protection) ap-
proaches to consumer pro-
blems as opposed to
opportunity rights (i.e.,
choice) approaches

views supporters of
consumerism as a
monolithic group

concerned with conflict
of interests between
consumers and any other
economic system par-
ticipant including
business, government,
unions, professional
groups, and farmers

concerned with both non-
economic and economic
issues depending upon
their relative impor-
tance at a given point
in time

recognizes the advan-
tages and disadvantages
of both benefit and
opportunity rights
approaches depending on
the issue and the groups
affected

views support for the
movement as coming

from groups with over-
Tapping yet distin-
guishable approaches
some of which have not
been encompassed by the
traditional ideology
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CONSUMER EDUCATION:

PRIVATE OR SOCIETAL DECISION MAKING?

Frederick W. Langrehr, Marquette University

Consumers must improve their ability to make deci-
sions. Most will agree with this statement. The
divirgence of opinion probably occurs when the dis-
cussion turns to the specific decisions consumers
need to make. This paper seeks to address the topic
of the emphasis and priorities of consumer educa-
tors. The thesis is that consumers need to make

two types of decisions. One type relates to deci-
sions which have a personal and household impact --
private or micro decision making. However, consum-
ers are also being encouraged to help make deci-
sions which will affect all of society - societal or
macro decision making.

The objectives of consumer education will be pre-
sented before we move into a specific discussion of
these two types of decisions.

Objectives of Consumer Education

In the past few years a lot of time, thought, and
money have been spent in trying to define and clar-
ify the objectives which should guide consumer edu-
cation. A frequently cited [5,10] example of this
effort was the pyramid of objectives developed by
the National Consumers League [11, p. 57].

Participating

// Conserving \\
/// Questioning \\\
/// Understanding \SL
//_ Coping 25

Each of the objectives will be discussed in turn,
starting at the bottom of the pyramid. The use of
consumer credit will be used to illustrate the type
of decision at each level.

Coping

This objective covers the most fundamental skills
for consumer survival. People must learn to eval-
uate two things. What do they want out of life?
What is the best way to obtain satisfaction for
thase life goals? Fundamentally, this area concerns
value definition, buying versus not buying and buy-
manship skills and techniques.

Using the credit example, consumers must first de-
cide if they want to spend tomorrow's earnings to-

day. If they choose to do this, they then need to
shop for the best source of credit.

Understanding

At this level, consumers need to perceive how their
individual decisions have an impact on society as
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well as on themselves. Consumers must understand

basic economics.

By using credit, consumers need to know that they
may be adding to demand-push inflation. The de-
mands on productive capacity may exceed the market-
places' ability to supply goods and services.
Therefore, rising prices and shortages may be one
result of increased demand.

Questioning

Consumers need to speculate as to whether they are
achieving the most satisfaction from the market-
place. 1Is the current system the best? Are con-
sumers having problems with current methods of mar-
ketplace operation?

The credit market before the Truth-In-Lending leg-
islation is a good example. It was difficult, if
not impossible, for some consumers to judge their
true cost of credit before Truth-In-Lending. As
people experience this problem in comparison shop-
ping, they should have seriously questioned the
rules or lack of rules governing how creditors
stated their interest charges.

Conserving

Some resources are or will be in short supply.
Consumers have a responsibility to make informed
decisions as to the use of dwindling resources.
They must first anticipate shortages and then lay
plans to avoid or reduce the impact of these
shortages.

Consumers must compete with business and govern-—
ment for part of the credit pool. As business and
governments' needs increase, the availability of
credit to consumers will decrease and the cost will
increase. Before the credit crunch happens, peo-
ple need to have plans which enable them to reduce
or eliminate the use of borrowed money. In fact,
they may find a strategy of delayed consumption —-
savings; preferable to a plan of accelerated con-
sumption —-- use of debt.

Participating

As problems in the marketplace are experienced,
consumers must be active in governmental and busi-
ness decision making. Their first step is to make
sure their needs and demands are heard. They need
to make decision makers in the other two sectors
aware of consumer problems.

The current turmoil in the mortgage lending market
is certainly one area where consumers must be
heard. Serious potential problems exist for home
buyers who must finance with a 2 to 3 year rollover
type mortgage. What happens to these borrowers if
interest rates jump so high in the short-term they



can't afford their house? The concerns of informed
consumers must be presented to financial institu-
tion executives as well as to state and federal
banking regulators.

Influencing

Not only should consumers be heard, they must also
present their alternative solutions to problems.
Acceptance of all or part of these solutions is the
final step in this consumer education hierarchy.

Again, when considering the current mortgage market,
consumers should be developing and proposing alter-
natives to the short-term rollover mortgage. The
obvious problem here, as with most problems, is

that there is no ideal solution. However, consum-—
ers must insure that the solutions that are devel-
oped are in their interest as well as the interest
of the financial institutions.

For the purposes of the following discussion, I
would like to switch two elements of this hierarchy.
I believe that conserving comes before questioning.
The revised pyramid then becomes:

Questioning \\
Conserving

// Understanding

ya

[ N\

The rationale for this switch is that attempts at
conserving may lead to questioning the current econ-—
omic or marketplace systems. Credit is now largely
allocated on the basis of price - interest rate
fluctuations. This has lead to a serious impact on
the housing market. Due to the high interest rates,
consumers are being required to conserve on housing
demands or in other parts of their household budget.
Perhaps this is not the best way to allocate or con-
serve credit.

Coping

The basic thesis of the remainder of the paper is
that consumers need to be able to make private de-
cisions before they make societal decisions. To an
extent, conserving like understanding and coping,
is part of this private decision making framework.
This idea will be developed in the next section.

Private Vs Societal Decisionmaking

Consumer decisions can be categorized two ways.
First, people make personal or household decisions.
When to buy, how to buy, should they buy, are ex-
amples of the general headings of decisions in this
area. Of course, these micro-consumer decisions
have an impact on societal decisions. However, the
intent of consumers is to obtain satisfaction for

themselves or for a close group of family or friends.

Second, consumers make decisions which have a so-
cietal or public impact. The intent of these de-
cisions is to satisfy a general group of fellow con-
sumers. Again, personal satisfaction is also a
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goal, but it is secondary to making the market—
place more responsive to consumer needs.

When applying the above decision making dicotomy
to the consumer education objectives hierarchy;
coping, understanding, conserving and the begin-
ning of questioning make up private decision mak-
ing. Public decision making is composed of ques-
tioning, participating and influencing. TFew, cer—
tainly none in the consumer movement, would disa-
gree with the proposition that consumers should be
actively involved in participating and influencing
public decisions which will affect them in the
marketplace. My concern is with the sequence and
priorities assigned to the two types of decisions.

My belief is that consumers must first know how to
make effective personal decisions before they can
attempt to shape public decision making. Consum—
ers must first evaluate and understand their own
values and needs. Next, they need to decide if
these needs are best served by participating in
the marketplace. TIf the marketplace is the source
of satisfaction, they need to know how to obtain
the greatest economic benefits. As consumers are
frustrated in completing this process, they should
become active in shaping public decision making.
If consumers are not knowledgeable about their per—
sonal decision making, how can they have the know-
ledge to participate in and influence public de-—
cisions?

Why do I take this position? Because I believe
that fundamentally our economic system works. This
system is based on the belief that a series of
private decisions will best shape the direction of
the economy. The rebuttal is that big business,
big labor, big government and maybe big consumer
groups do not allow this independent allocation
system to work. I agree these distortions do oc-
cur. Consumers must then become active in public
decision making. But at what point do we deter-
mine that consumers are being frustrated by out-
side forces or by their own inability to function
in the marketplace?

If we can assume that most consumers know how to
make effective private decisions and if these peo-
ple still are not obtaining satisfaction, the im-—
plication is that they must now become active in
societal decision making. The barriers to their
private decision making must be removed. The ques-
tion then is: Have we as educators prepared con-
sumers for private decision making? Unfortunate-
ly, the answer is no. '"Many, if not most, of
these (consumer) problems could have been avoided
if consumers were better equipped with coping
skills." [11, p. 54] This lack of basic consumer
economics or personal financial knowledge is not
limited to the disadvantaged or poorly educated.
While working on a research project, two of my
best students asked me what the difference was be-
tween endowment, whole life, and term insurance.
Each of us can cite similar examples where we were
surprised by the lack of knowledge of our friends,
family and students. The general public also
feels they are inadequately prepared as consumers.,
In fact, they overwhelmingly believe consumer ed-
ucation should be a required secondary school
course. [7]



Priorities

Consumer educators' first priority should be devel-
opment of personal decision making abilities. Con-
sumers must first crawl before they walk; walk be-
fore they run. People must first understand what
they want in life and the best way to obtain it. As
they discover that they are not satisfied, and they
all will sooner or later, they must then begin to
question, participate and influence.

This means that the first course in consumer educa-
tion should cover personal decision making. This
does not mean teaching buymanship -- at least not
totally. Students must learn to define goals, the
necessity and ways to conserve, and the places to
obtain information about and redress related to con-
sumer problems. Of course, secondary teachers can
say they are doing this educating already. But is
it effective?

The reports are somewhat mixed, but generally it ap-
pears students are not learning consumer economics
and personal finance [3] even in states which re-
quire consumer education of all students [8]. Even
if students may learn it in school, it appears they
forget it rapidly and do not use it when they grad-
vate [2]. Of course, some researchers have found
students do learn [4,1], but these findings are lim-—
ited and it should not be construed to mean students
are ready to move on to learning about public deci-
sion making.

Does the preceeding discussion mean consumer public
decision making should be limited to college level
students? No. Remy presents a case that societal
decision making can be taught in secondary school
civics classes [6]. Students can learn consumer
participation and influencing skills as a part of
these classes. Certainly one beneficial applica-
tion of public decision making in a civics class
could be applied to consumer problems.

Should college students start their consumer course
work in public decision making? Again, the answer
is negative. Remember, many of our students take
consumer courses so they can be better consumers.
Frequently they come from states which do not re-
quire consumer education. Therefore, college stu-
dents also need course work in private decision mak-
ing. Also, some of the students will graduate and
work in cooperative extension and secondary educa-
tion. They need a strong background in private de-
cision making so they can teach their entry level
consumers.

Just as all students in high school need consumer
education, all college students also need to study
this area. I am not sure if all college students
should be required to take a course in consumer ed-
ucation in their basic education core, but no stu-
dent should be denied the opportunity to take the
course work. Some schools, notably business schools,
prohibit their majors from taking personal finance
and in some cases, consumer education courses. This
is very myoptic. Many of my students need these
courses, but are denied access because we mistaken-—
ly believe they learn these principles in their
business courses.

103

A final point to consider in the debate over per-—
sonal versus public decision making is the role of
government regulation during the remainder of this
century. The mood of the country, and consumers
are certainly part of this country, is swinging
towards less government regulation. People are
becoming more conservative. They want to empha-
size personal rights and freedom. They seem to
want less government regulation and control of
their lives. If this is the case, we need to edu-
cate consumers to protect themselves. We may be
heading to an era where we will require the market-
place to provide all the information necessary for
personal decision making. Nutrition labeling and
truth-in-lending are examples. [9]. However,
once the information is provided, it is the con-
sumer's responsibility to make their own informed
choice. The role of consumer educators is to
first make sure consumers know what they want and
how to use the available resources to achieve
their goals. We must teach consumers how to effi-
ciently operate in the marketplace. Because if
government reduces its role as a protector; con=
sumers must be prepared to protect themselves.

CONCLUSTONS

There are six objectives of consumer education.
Consumers need to learn to cope, understand, con-
serve, question, participate and influence. These
objectives can be divided into two types of deci-
sion making. The first three concern private de-
cision making. The second three relate to societ-
al decision making.

Consumers must first be taught personal decision
making skills. They need to know how to manage
and direct their own lives before they do these
activities for other consumers. At both the sec-
ondary and college level, the first course in con-
sumer education should deal with private decision
making. TFor secondary school students, public de-
cisions making can be a second course or part of

a course in civics. At the college level, later
courses in consumer education must address the
topics of societal decision making.
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THE AUTOMOBILE SHARED !MARKET:

RECENT DEVELOPVENTS

J. Finley Lee, University of North Carolina

o Abstract

The automo>ile insurance shared market should be
viewed as a long-term entity. Vhile there have
been recent declines in the size of the shared
market, cyzlical decreases have occurred before.
This paper considers these issues: (1) future
size, (2) the demographics, and (3) recent mech-
anism developments of the shared market.

Introduction

The automobile insurance shared market occupies
a Tocal position in the property-liability in-
dustry. The automobile insurance industry in
19¢0 had a combined underwriting Toss of
$8€0,000,070. However, the overall property-
liability insurance industry was nrofitable
because of investment income. HNevertheless, the
sizeable amounts of investment income have been
sufficient to cause underwriting standards to be
lovered as evidenced by substantial price de-
creases in selected markets and a general de-
crease in the size of the shared market (for
automcbile insurance).

"hile the shared market has experienced a de-
cline during 1967, as illustrated by Exhibit 1,
it cortinues to occupy a position of extreme
sionificance for the industry and for consumers.
The significance is due, in part, to the Tosses
which continue to be sustained by the shared
market and the very real spectre of a sizeable
increase in this market if interest rates should
decline during the upcoming months and if insur-
ers fcllow the declines in interest rates by in-
creasing selectivity, and thereby potentially
increasing the size of the shared market.

Assumina that the cyclical nature of the shared
market will nct underago sianiTicant change, sev-
eral issues become of great importance to con-
panies, requlators and consumers. The ‘nitial
jssue that should be considered is that of the
future size of the shared market. !hen future
developments in a market (or any other factor) are
forecasted, it is generally recoanized “hat there
is substantial risk of error. However, reaard to
long-range planning reauirements for individual
companies and for companies operating in a shared
market, it is important to determine what products
and markets will exist, what customers will be
purchasing the product, what will be the basic
determinants of demand and what significant trends
vwill develop. These questions are posed in a
following part of this paner, which presents data
developed through a recent Delphi research project
produced by this writer.

The second issue that should be considered is that
of the general population of the shared markzat.
There has been, during recent years, considerable
controversy over what types of drivers have been
nlaced through the shared market. From this con-
troversy has developed a form of conventional wis-
dom as to the groups insured through this market.
However, as indicated in a subsequent section of
this paper, the conventional wisdom has not ilways
been accurate.

A third issue which should be discussed and ana-
lyzed concerns recent changes in the approacnes
through which the automobile insurance shared
market is serviced. Several jurisdictions have
recently underqone channes in approach and it is
important to understand the reasons for. the na-
ture of, and the possible impacts of such changs.

Exhibit 1
Size of Shared lMarket*

Date Liability Applications** Commercial Liability Total Physical Damage
1977 $2,949,871 - ---

1978 3,000,443 $157,145 $726,243

1979 2,674,275 162,540 718,760

1930 2,634,992 156,083 767,547
*Sgurce: NIC Circular #NIC 81-4 (January 19, 1981)

**[Does not inciude Alternative Pian states:

Fiorida, Hawaii, iiaryiand, iiassachu-

setts, liissouri, New Hampshire, North Carolina, South Carolina

The automobile shared market should be viewed as
a lonc term entity. While there have been de-
clires in tho size of that market in 1080, thig
is not a new phenomenon as there have been other
shert-term declines. Nevertheiess, tnhe short-
term declines have been consistently followed by
increases in the market, and durina the 19/0's,
the decrcase have been followed ccnsistently by
increases which placed the proporiionate size of
the shared rarket at a higher level than occurred
in the previous peak of ihe cycie.

Forecasting Chanqes in the Residual llarket

Forecasting the size of the chared market in the
future is a perilous activity. Because of the
central nature of the shared market, there are a
number of significant factors which are very
likely to influence, over time, the size of such
markets. One such factor is the underwriting
cycle which is said to exist in automobile in-
surance. Accordina to a recent speech by Hr. F.



Dean Fildebrandt, Jr., entitled "Cycles in Auto-
mokile Insurance," the underwriting results for
automebile insurance in 1980 were shown to be
similar to those in 1979. That is, there was a
continuation of the rather poor Toss results in
underwriting that began in automobile insurance
in early 1978, and is a manifestation of one of
the five underwriting cycles which have existed
in the United States since Morld Yar II. These
cycles have ranged in length from five to seven
years. Some analysts believe that the under-
writing cycle will result in a peak in the com-
bined Toss ratio occurring in 1981 or 1982. If
this, in fact, occurs, there should be a rather
substantial increase in the rates for automobile
insurance and a corresponding subsequent increase
in the size of the shared market. If the

growth in the size of the shared market is con-
sistent with previous cycles, the net result
should be an increase in the proportion of risks
going into the shared market which is higher
than that of the preceding cycle. Thus, in
terms of a secular trend, the size of the shared
market would be increasing. Since the cycles of
the shared market lag behind the undervriting
cycle by about two years, the peak in the shared
market should be reached sometime during 1983-
1985.

A second factor which may significantly influ-
ence the size of the shared market in the future
is a reduction in the number of underwriting
variakles which are allowed insurers. That is,
there has been in recent years a relatively
strona movement toward disallowing the use of
variables such as age and sex in the classifica-
tion of automobile insurance risks. If the
trend toward homogenization in the number anc
types of factors continues, it is probable that
the size of the shared market will increase as
insurance companies attempt to remain reasonahly
profitable by moving larger numbers of relative-
1y undesired risks into the shared market.

A third factor that may influence the size of

the residual market over time is the general in-
crease in regulatory authority and activity.

There has been, in recent vears, significant ac-
tivity in states such as Massachusetts and North
Carolina which has had the impact of substantially
homogenizing rates. This homogenization has had
the impact of creating significant subsidies in
the market nlace and also has been associated with
rather substantial increases in the size of the
shared marlket. For example, in 1981, it is esti-
mated that the current proportionate size of the
shared market in lassaciusetts is approximatels
38-42 percent and in North Carolina approximately
30 percent. These two states exceed the national
average by a vide margin. If such activity
expands to other states, it can be expected that,
over the lona run, the size of the shared market
should increase significantly.

Two other factors which may influence the size of
the shared market in the near future are the
greater damageabiiity of automobiies and increasing
theft rates. The freauency of automobile Tosses
has declined since the inception of the oil and
energy crisis. After the oil embargo and the

energy crisis which can be said to have beaun

in the early 1970's, accident frequency declined.
A good portion of the increase or the decrease may
be attributed to the Tegislation of a 55 mile an
hour speed Timit. The energy crisis has, however,
caused a new variable to enter the loss statistics
of insurance companies. That is, while the fre-
quency has declined, severity has bequn to in-
crease and will probably continue to increase as
automobiles become liaghter and thus less resistent
to damage from accidents. If insurance rates do
not keep abreast of chanaes in the severity rates
of automobile accidents, it is probable that
insurers will attempt to reduce the quantity of
their voluntary writings and to place more risk
units into the shared market.

An additional factor which may cause the size of
the residual market to increase, particularly in
certain areas, is the incidence of increasing
thefts. Thefts have recently become a najor
problem in certain metropolitan areas, such as
Boston and New York. In those areas, and others,
the rates for comprehensive insurance have in-
creased. Nevertheless, the portion of “he auto-
mobile insurance rate which is allocated to thefts
will be increasingly more inadequate if theft
losses continue to increase at current rates. To
offset the financial impact of these increasing
thefts, it is possible that insurers wiil attempt
to increase rates or will be required to under-
vrite more restrictively in theft areas. Should
this underwriting and rate activity not be success-
ful, it is highly probable that the size of the
shared market will increase as insurers becone
unwilling to write such business voluntarily.

One factor which may cause the size of the sharad
market to decline during the next few vears is
inflation. Uhile inflation does signif.cantly
harm many groups of persons in our society, it is
clearly beneficial to those who have sianificant
debt and is also beneficial to persons vhe have
high cash flow and who can invest such cash flow
into high yielding securities that acconpany in-
flation. The automobile insurance industry is no
excention. During 1979, 1980, and into 1981,
interest rates have been at historically high
levels. Insurance companies have been able to
receive cash flow from actively writing insurance
and have been able to invest those funds at his-
torically high rates. As a result, the industry,
while unprofitable from an underwriting stanipoint
in the automobile insurance area, has been pro-
fitable on an investment return basis. It is
clear that many insurers today are underwriting
compeiitively in order L0 increase casi flow for
the investment return. This is true even in the
automobile insurance area; this factor may causs
the proportion of voluntary writings to increase
with an associated decrement in the size of the
shared market. The most important question is
how Tong the hiah interest rates will continue to
influence the size of the shared market.

As is evident from prior discussion, many factors

will infiuence the size of the shared market. The
overall impact is not clear. However, one recent

study suqcests the following:



Considerina only insurance written through
the private insurance market, the nanel for
casts that 83% will be written through the
voluntary market while 17% will be written
throujh the shared or residual market. The
enticipated increase in the size of the
shared market is siqnificant. Currently
less than G% of the automobile insurance
market is shared; other coverane areas have
significantly lower nercentages covered
throuih the shared markets.

Presumably the increases in the shared mar-
ket proportions are expected to be concen-
trated in the personal Tines (and probably
in automobile and perhans residential fire
insurance lines).

The above nuotation was taken from a study en-
titled "Entering the 21st Century...An Insur-
ance Forecast" nublished in 1980. The nublica-
ticn is a oJroduct of a Delphi nroject which
attempted to utilize the opinions and forecasts
of mary insurance experts. The fact that the
consensus of the panel of which the Delphi was
corposed was that 17 percent of the entire pri-
vate insurance market would be shared is a
stronc indication of the potential sianificance
of this ma-ket.

Population Characteristics

The demoaranhic and driving characteristics of
various groups of insureds are currently topics
of concern and study. Discussions of this sub-
ject often have been controversial and have been
subjected “o limitations resultina from a lack
of data, especially with resnect to insureds
whese coverane has been placed through the
shared market.

Conventional 'Jisdom

Critics of the shared market, both within and
outside of the insurance industry, have asserted
that the shared market is disproportionately
vopulated by a number of identifiable aroups:

2. vouthful drivers
3.
5

1. c ean risks
males

. s=udents and military personnel
s ngle persons (not married)

a
6. vresidents of urban areas

Definitions

#1 Anplication only

#2 MR only

#3 AnnTication and MR

#4 Application and MVR and
no inexnerienced onerator

#5 Application and !VR and
no inexperienced operator
and nrior insurance

#6 Surcharae vs. MHon-Surcharged

e_

In the past two years, several studies have been
undertaken by the Mational Industry Comnittee to
determine the validity of the conventional wiscom
relative to the shared market. These studies to
date have been made in four states: Virginia,
Florida, Kansas and California. The shared market
of a fifth state, Pennsylvania, is currantly beinc
analvzed. Data from these studies clearly illus-
trate that much of the conventional wisdom is in-
accurate.

Insureds in the Shared llarket

Perhans the most serious charne levied on the
shared market, aenerally by external critics, is
that the market is comnosed of a significant ma-
jority of risks which can be considered to be
clean. This alleqation raises two particularly
sianificant questions: (1) the definition of a
clean risk, and (2) the actual vroportion of clean
risks in the shared market.

The subject of clean risks cannot be treated with
a sinale definition. In fact, there are many
definitions that could be used includina the foll-
owina which were presented in the National Indus-
try Committee studies indicated previously:

Clean/not-clean based on application only.
Clean/not-clean based on VR only.
Clean/not-clean based on application and
[VR.

4. Clean/not-clean based on application and
motor vehicle renort and no operator
licensed under three years.
Clean/not-clean based on application and
IMVR, and no operator lTicensed under three
vears and the apnlicant has had prior
insurance.

6. Clean/not-clean based on surcharae versuc
non-surcharge risks.

W ro—

(2]

The results of the analyses in the four statzs
mentioned previously establish that the propartion:
of clean risks vary by definitions, but illustrate
that the pronortion of clean risis by the most
annronriate undervritina definitions, i.e., b
(from a risk nosture) fall far below the estimates
of market critics. The data are illustrated in
Exhibit 2. Additionally, the evidence that the
number of surcharqed nolicies are significantly
below the proportions of non-clean risks (as de-
fined by other bases) sunports an arqument that
the surcharae systems are unable to identify non-
clean risks on an adequate level and, further, the

Exitibii 2
Pronortion of Clean/!lot-Clean Risk Annlications
By Various Definitions

Virginia Florida Kansas California

107

40.8% 67.9% 58.5% 35.8%
37.9% 33.6% 33.4% 23.3%
37.3% 36, 0% 32,0% 21.09%
27.9% 20.4% 24.,0% 13.5%
12.6% 6. 4% 11.4% 5.7%
AG.8% 54.1% C4.4% 27.6%



amcunts of surcharges are inadequate to deliver
an appropriate amount of overall nremiums to
insurers. In another sense, some risks are not
being charjed premiums that are commensurate
with the risk and are, thereby, being subsidized
to whet is perhaps a significant extent by other
drivers in the marketplace.

The issue of youthful drivers being placed in

the shared market in largely disporportionate
nurbers was also analyzed by the recent National
Incustry Committee studies. The evidence supnorts
the ccntention that the young drivers are, in
fact, somewhat over-represented in that market.

Much cf this over-representation can be attrib-
uted to the inexperience of these young drivers.
Inexperience, defined as less than three vears
of driving experience, is considered to be a
major factor influencing automobile insurance
losses. And, as miaht be exnected, the data
from the four states illustrate that age and
driving experience are highly interrelated.

The sex issue has also concerned a number of
analysts. The data illustrates that males are
relatively over-represented in the states for
which analyses have been undertaken. !lhen total
operators ‘included on the applications were ana-
lyzed, the proportions of males generally were
above aeneral population proportions. However,
the differences are relatively small and probably
relate rather closely to automobile ownership,
use, and the proportions of reqistered operators.

represented only 3.7 percent of the entire sample.
Retired persons accounted for 7.5 percent of the
entire qroup sampled and those unemployed repre-
sented 4.0 percent. I!Mhen these data were compared
to the approximate proportion of Kansas citizens
classified as students, unemployed and retired in
1978, based on data developed from 1970 census and
the Kansas Statistical Abstract - 1978, no pro-
nounced differences were found. 1In fac:, unemploy-
ed and retired persons were under-represented in
the sample relative to the ponulation, while there
was almost equal representation in the student
classification. This tyne of result surfaced in
each of the states analyzed.

The automobile insurance shared market has, on
occasion, been described as an urban operation.
From the data gathered in the four states ana-
lyzed, it is clear that this market is not an
urban problem. For example, California is qgen-
erally considered to be fairly urban. The geo-
graphical distribution by zip codes of <nsurads in
the California Plan was obtained through the samp-
Tina process. To compare insureds in the samnple
with other California citizens, a standard was
required, preferably the proportions of licensed
drivers residing in each zip code Tocat.on. How-
ever, these data are unavailable, and other data
published by the United States Government were
utilized. The data along with the resuits of the
sample are illustrated in Exhibit 3.

The slight differences in urban proportions result
from the use of two different definitions. For

Exhibit 3
Urban/Non-Urban Proportions - California
(U.S. Government Census Date)

California Plan

Year Central City Areas Hon-Central City Areas Urban don-Urban
1960 35.2% 64..3% e ---
1970 36.4% 65.6% - ---
2980 (Est.) 38.0% Ge. 0% 41.7% 53.3%

The application process in all of the states
studied also permitted the group of applicants
to be analyzed by occupation. Of the applicants
included in the four samples, approximately two
out of three indicated that their occupation was
one which wvas not included in the survey except
in the cateqory "A11 Other." Upon analysis of
the data developed through the sample, however,
it can be said that occupation does not play an
important or even a relatively meaningful role
in the distribution of operators in the shared

market on & country-wide hagig,

The groups that are aenerally thought to domin-
ate a shared market plan, regardless of the
nechanism, simply do not appear in disproportion-
ate numbers in any of the four states studied.
For example, it has been asserted in the past
that the shared market is over-represented in the
categories of students, military personnel and
unenployed persons. MNone of these groups, how-
avey, appear to dominate in any plan. Tor
example, Kansas, the student catenory represents
3.7 percent of the entire plan while the military
jrouping (both officers and enlisted personnel)
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example, the Census data utilizes the concept of
central cities or heavily populated areas to
classify persons living in an urban arez. This
study, on the other hand, used zip code data for
definitional purposes.

The zip code data in California were categorized
as "urban" and "non-urban," urban beinq defined as
any single area (city or municipality) having

three or more zip codes. As Exhibit 3 illustrates,
only 41.7 percent of the applicants sampled were
found to veside in arcas dofined as urban while
58.3 percent were included as residents of non-
urban regions.

Thus, the data are similar to the "central city"
concept. According to the Census, 35.2 percent of
the California nonulation was defined as being in
central cities in 1960. In 1970, the percentage
was 36.4 nercent. These urban data approximate
very closely the 1980 results found for the Calif-
ornia Plan. Since Lhe central cicy proporiions
can be expected to chanqe very slowly, it is con-
cluded that the data developed in the 1930 study
are quite comparable to the current central city

nonylation.



In surmary, from an analysis of the data in the
four states studied, it is evident that there are
some elements in the nopulation that are overs
represented in the shared market. These are:

(1) younqg drivers, (2) inexperienced drivers, and
(3) single persons. However, many qgrouns appear
to be reasonably represented or underrepresented.
Sore of these groups are: (1) clean risks, (2)
students and military persons, and (3) urban
residents.

Recent lechanism Changes

There have been, during the past two years, sev-
eral changes in shared market mechanisms. While
there are relatively few changes in the funda-
mental concept of dealing with the shared market,
the technical change and implications are siqni-
ficant. The following changes in mechanisms have
occurred in the following states:

(A) Virginia - from an Automobile Insurance Plan
to a L mited Assignment Distribution for
private passenger cars (1981)

(B) Rhode island - to a Service Center operating
within an Automobile Insurance Plan (1978)

(C) Michigan - from an Automobile Insurance Plan
to a Joint Underwriting Association (Essential
Insurance 1980-1981).

Virginia - The Limited Assignment Distribution

The basic concept of the Limited Assignment Dis-
tribution (L.A.D.) program recently introduced

in Virginia is, first, to incorporate the qene-
rally accepted characteristics of the Automobile
Insurance Plan (no pooling-assiqgnment of risks)
and then to reduce, to a manaaeable or more rea-
sonable extent, the number of insurance companies
operatina “n the shared market and to continue to
nake indiv.dual insurers fully responsible on a
financial basis for their claims handling. As is
well known. the distribution of risks written in
all states including Virginia prior to the L.A.D.
is highly skewed with approximately ten to twenty-
five companies (depending on the state) writina
approximately three-fourths of the total business
and the renaining business being distributed over
the remaining one hundred or more companies.

fssumptions Underlying the L.A.D. Approach. The
-.A.D. system is predicated on several fundamen-
tal or basic assumptions:

(a) that a smaller number of carriers will pro-
vide superior service to the market than
will a Targe number of carriers;

(b)

that pooling of shared market losses is
costly, inefficient, nonerally not desived
and potentially leads toward a larger ag-
gregate insured loss;

that insuring organizations that do not
operate within the shared market will incur

as a result of an L.A.D. measurable cost sav-
ings and no associated inequities or ineffici-
encies;
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(d) that companies not participating in the
shared market should pay a fee for their
absence of participation;

(e) that utilization in the shared market of a
reasonably sized sub-set of the industry is
conceptually simple, efficient and flexible.

Implementation of an L.A.D. The L.A.D. program in
Virginia was implemented utilizing the following
general provisions:

(a) Subsequent to the implementation, there are
two groups of companies. First, there are
servicina companies that onerate in the shared
market. These companies vere specified accord-
ing to size for eligibility purposes. It was
determined that, to qualify as a serviciag
carrier, the company would have previously
been writing at least 1.0 percent of the vol-
untary market. In Virginia, on January 1,
1931, there were fifteen companies viriting as
much as 1 percent of the automobile insurance
market. Of the fifteen companies, six have
elected status as servicing carriers. The
second type of company is one that vould not
onerate in the Virginia shared market. That
is, these insurers have no responsibility for
servicing, in any manner, shared market bus-
iness. Because the lack of servicing residual
market business should result in a reduction
in underwriting such business, compenies not
servicing shared market risks are expected to
compensate the servicing companies eccordinily.

(b) The program was implemented on a voluntary

basis. That is, companies in Virginia were

allowed to determine whether or not they would
become servicing carriers or whether thev would
remain outside of the shared market.

The charaes made to a non-servicing company was
found to be a difficult, but not insurmountable
problem. The charge (which was developed by
AIPSO which is a rate making orocanization waich
serves the shared market) was predicated on the
expense savings of the non-servicinc company
plus the differential loss costs expected tn

be incurred by the servicing company.

The advantages of the L.A.D. program in Virginia
appear to be substantial. Interviews with insur-
ance managements and officials of the L.A.D. pro-
gram indicate that consumer complaints have aenar-
ally declined or at least not increased. producers
are apparently satisfied, and processinc appears
simpier. O course, al tne time Lhis articie is
being written, the program has been in effec: only
five weeks. Thus, it is nossible that some nroh-
lems may appear in the future. Some of these prob-
lems or limitations as well as some selected advan-
tages are illustrated in Exhibit 4.

The Service Center

The Service Center is a second shared market an-
proach wihich has been recently introduced. 1h1s
apnroach, currently used in Rhode Island, incor-
norates the general characteristics of an Auto-

mobile Insurance Plan. There is no risk pooling



Exhibit 4

Alleged Advantages and Limitations of the L.A.D.

Potential Advantages

Potential Limitations

1. Reduce fraud by encouraging
companies to exercise be:ter

loss control.

2. Improved service and more
uniform service by having
fewer companies in shared

market.

3. Improved service to agent-
producers by having fewer

companies in shared market.

1. Insurers, both servicing
companies and non-servicing
companies, may be unwilling
to participate in voluntary
proqram.

2. Level of fee paid and
received may be questioned
as to equity.

3. MNMay not reduce the size of
the shared market.

4. Potential ability to develop
data more quickly and more

efficiently.

and insureds are assigned to companies on the
basis of proportionate insurance volume. There
is, however, an entity which is positioned be-
tween the consumer and insurers; this is termed
the Service Center. Under the Rhode Island
Service Center approach, an organization, which
is adrinistered by A.1.P.S.0., has been devel-
oped to handle some or all of the "front-end"
operations of the shared market. Thus, the
Service Center has become a single organization
for servicing the shared market. ‘'hile business
enters the insurance system through the traditional
aaent-producer, all rating, underwriting, policy
writing, premium collectiens, distributions to
the insurers are undertaken by the Service Center,
The companies (insurers) perform or relate to
the nublic in only one fundamental situation,
i.e., in the claims function. In all other
operations (except investments), the function is
handled on behalf of insurers by the Service
Center.

Advantaaes and Disadvantages of the Service Cen-
ter. One of the alleged advantages of the Rhode
IsTand Service Center is the centralization and
standardization of operations and procedures.
Standardization developed by operating from a
central entity has the potential to improve the
guality of service to insureds and to producers
functioning within the shared market. Since one
of the alleccd Jisadvantages or Timiations of
all shared markets has been the quality of serv-
ice, this advantage would be assumed to be an
imnortant one.

The quality of service has been maintained
through the Rhode Island Service Center by peri-
adic audits of boih companies and produces, as
well as the Service Center itself. Performance
standards have been established for the Service
Center and for producers.

There are also several disadvantages or limita-
tions that have been discussed with regara to
the Service Center. One important disadvantage
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or potential disadvantage of the Service Center
oneration is the potential duplication and dial
tracking of records by the Service Center and the
insurance companies as well. The problem associ-
ated with duplication generally concerns the fact
that while the Rhode Island Service Center does
all billing, it is still necessary that individual
records be established within the insurence comoany
for each insured. Consequently, separale recoris
must be established each month in every company
unon receipt of the monthly transmittal from th=z
Service Center. Additionally, there must be
senarate and dual record keeping concerning claim
verification, statistical conversion (dealing with
the statistical agents) and for any other data re-
quirements that an insurance company micht have.

Finally, a possible disadvantage of the service
center concerns the size of operation (particularly
the number of employees) that has been requi-ed to
establish and maintain such a center. lowever, it
is equitable to recoanize that the exnenses of the
Rhode Island Service Center have been modest in
amount; this would tend to diminish the "personael'
and "organizational size" criticisms.

The Michigan Plan (Essential Insurance)

The Essential Insurance Program recently develojed
in flichigan presents a distinctive plan of insur-
ance for the personal lines (automobile and resi-
dential insurance). The program has been derised
to provide almost unlimited availability of ‘insur-
ance for those lines of covered defined as nece-
ssary for minimal financial security.

The Michigan program first prescribes a "take-all-
comers" provision. By iegisiation, every insur-
ance company operating in the state of lichigan is
reauired to sell automobile and residential cover-
aae (assumina that the carrier sells those products)
to each customer who meets the legal standards of
an "eligible person." These standards are defined
by the Teqgislation.



The "take-all-comers" provision is hardly new to
these companies writing automobile insurance.

Many states, such as Florida, Morth Carolina,
Massachuse:ts and others currently have such laws.
It is highly unlikely that any problems developed
out of this part of the legislation will be unan-
ticipated by insurers operatina in the state.

A seccnd, and perhaps more sianificant, part of
the tichigan program concerns required reforms
and many restrictions on the ratina of personal
lines insu—ance. For example, in the automobile
insurance area, insurers are required to use only
those factors which were termed "objective" under
the legislation. For example, an insured's place
of residence can only be used to a Timited ex-
tent for the rating of either automobile or resi-
dential coverage. The factors that can not be
used include:

) ane and/or driving experience;

) principal or secondary drivership;

) use of the vehicle (for example, farm
versus business uses);

) type of vehicle;

) mileage driven;

) number of automobiles in the household,
and

) amount of insurance.

The akove factors are used for liability coverage.
In adéition to the above factors, the costs of
repair or ~eplacement of the automobile are also
used in the rating of physical damane coverage.

In no case can either onerator sex or martial
status be utilized as a rating variable.

Territorial distinctions are naenerally an imnor-
tant rart of the rating nrocess in automobile
insurance. Such is not the case in ilichigan
after nassage of the recent lenislation. For ex-
ample, the bill has mandated that a maximum of
tventy different territorial base rates can be
utilized. loreover, an insurer is not alloved

to use a territorial base rate less than 45 per-
cent c¢f the highest territorial base rate for

the same policy and cannot use a rate in any
territory which is Tess than 90 percent of the
base rate used in any adjacent territory for the
sare type of policv. This process is certain to
cause a cross territory subsidy as it severely
restricts the ability of the industry to base
their rates on the differential costs between and
ameng territories.

The acvantages and disadvantaaes of the !ichigan
Plan should be similar to those of the Virainia
Plan. That is, the Plan calls for a limited
nurber of insurers to handle the shared market.
Ad¢iticnally, the !lichigan Plan has further in-
treduced a number of rating factors that can be
used and others that are prohibited. Perhaps the
most quostionable porticn of the nrogram deals
with the territorial factors. It is clear that
the leqislation has mandated a homoaenization of
territorial base rates. As a consequence, it is
possible that the size of the liichigan shared mar-
ket will increase. This has been the case in
llassachusetts where similar homogenization has
occurred.

Consumer Satisfaction in the Shared liarket

The auestion of how consurers view the shared mar-
ket and more broadly, the aéneral autorwbile insur-
ance market has been investigated by a number of
researchers. One study entitled Servicina the
Shared Automobile Insurance !larket atternmnted to
determine directly how insureds perceived the mar-
ket.

Based unon the consumer returns in the Servicina
study, it wvas relatively clear that consumers do
not view automobile insurance in a favorable mann-
er. Almost 50 percent of the respondenis indicat-
ed that they were not satisfied with the automo-
bile insurance situation in their state. [leadless
to sav, a rate of dissatisfaction to this degres
should be disquieting to other consumers, persons
in the insurance industry, and of course, rejula-
tors.

The level of aeneral dissatisfaction was tested
agqainst several other variables. For example,
consumers were questioned about availability of
insurance. [lanv of the respondents, approxinately
one-half, had no knowledge concerning whether or
not automobile insurance was freely available in
their state. An even areater oronortion werzs un-
sure as to whether or not insurance was immediate-
1v available upon reauest. Only 20 percent of
consumers auestioned knew if they could buy large
amounts of coverage in the shared market. Further,
almost 60 percent were unaware of nricing relation-
ships.

From a more positive nosition, a substantial ma-
jority of insureds who exnerienced an automobile
accident were favorably impressed with “he soeed
of service and with the qeneral fairness of set-
tlements. Thus, nersons who actually came into
contact with the most significant nart of the
insurance process, e.d., claims, tended to be
highly satisfied.

The contrast in satisfaction between persons who
were involved in automobile accidents (:hose ac-
tuallv using their insurance) and the general
nopulation is difficult to comprehend. Hovever,
based upon further research in the Servicing study,
it is rather conclusive that the aenerai consum-
er's basic complaint was cost. That is, the con-
sumer does not appear to be concerned over the
types or amounts of coverage or the process
through which coveranes are delivered. Service,
for those who use it, appears satisfactory. How-
ever, the cost factor, as conceived by insurads,
is excessive and is the major dissatisfaction.
Since insurers in the automobile insurance field,
and most particularly in the shared market have
consistently suffered underwriting losses (for
exammle, automobile insurers in the alternative
plan states lost $333,250,334 for the twelve
monthe ending Sentember 30, 1020), 4t ic unlikely
that premiums will decline. Until the factors
which cause losses to increase (accidents, costs
of automobile renair, excessive jury awards and
significant administrative-leqal costs) are con-
trolled, there will most Tikely be increasing nre-
miums and Towered satisfaction.




CONSUMER ISSUES OF THE 80'S

Stewart M. Lee, Geneva Coﬂege'I

Abstract

The 1960's and 1970's saw much activity in the
consumer movement at all levels including private
consumer organizations, consumer education and
government consumer action. Many consumer issues
have been attended to in those two decades. This
paper presents one person's thoughts on the con-
sumer issues that will confront consumers in the
decade of the 80's.

A basic question in determining the consumer is-
sues of the 1980's is whether the consumer issues
of the 80's will really be significantly differ-
ent than the consumer issues of the 70's, the
60's? The late President Kennedy stated these
issues as the rights of the consumer in the
first consumer message ever presented to a Unit-
ed States Congress, in 1962. These rights have
been quoted many, many times, and I would Tike

to quote them again (Kennedy, 1962):

*The right to safety - to be protected
against the marketing of goods that
are hazardous to health or life.

*The right to be informed - to be pro-
tected against fraudulent, deceitful,
or grossly misleading information,
advertising, labeling, or other prac-
tices, and to be given the facts
needed to make informed choices.

*The right to choose - to be assured,
wherever possible, access to a vari-
ety of products and services at com-
petitive prices; and in those indus-
tries in which competition is not
workable and government regulation
is substituted, an assurance of satis-
factory quality and service at fair
prices.

*The right to be heard - to be assured
that consumer interests will receive
full and sympathetic consideration in
the formulation of government policy
and fair and expeditious treatment in
the government's administrative tri-
bunals.

President Johnson sent a message on consumer in-
terests to Congress in which he reiterated the
four consumer rights enunciated by President Ken-
nedy. President Nixon sent a message to Congress
in which he added the consumers' right to regis-
ter dissatisfaction and have their complaints
heard and weighed (Nixon, 1969). In 1975 Presi-
dent Ford stated that consumers should also have

]Chairman, Department of Economics and Business
Administration and Editor, Newsletter, American
Council on Consumer Interests

the right to consumer education (Ford, 1975). And,
in 1977 President Carter appointed many consumer
activists to key positions in the Federal govern-
ment.

The 60's and early 70's saw a wave of consumer leg-
islation passed by Congress: Truth in Lending Act,
Fair Packaging and Labeling Act, Wholesome Meat
Act, Consumer Product Safety Act, and the Magnuson-
Moss Warranty Act to mention the key ones. During
the past few years there has been a marked slow
down in consumer legislation for two reasons: One
reason is that many significant needs of consumers
have been met in whole or in part by the legisla-
tion that has been passed; and second, and in some
respects more importantly, that there has been a
growing resentment on the part of many people a-
gainst more and more government regulations. This
second point I believe is one that will be most
significant in terms of what will be done in the
area of government action for consumers in the
80's,

[ think it is unfortunate that we are seeing today
a "knee-jerk" reaction by many against government
regulations with Tittle or no thought as to the
need or desirability of the regulation being con-
sidered. I would 1ike to quote from a speech given
by Harold M. Williams, chairman of the United
States Securities and Exchange Commission, who I
believe comes to grips in a very balanced way con-
cerning government regulations (Williams, 1980).

My theme today is not that we need more
regulation to ensure a more just so-

ciety - or less to guarantee a more pro-
ductive one. Rather, it is a warning

that we Tack a well developed philosophy
within which to evaluate the interaction
between a free market economic system

and the increasing governmental and po-
litical involvement in that system.
Whether under the banner of regulatory
reform or some other, we need to develop

a coherent set of principles aimed at
creating an equilibrium between the ener-
gies of a free, private economy and the
meliorating effects of regulation. That
equilibrium must not fetter the private
sector and prevent it from continuing to
provide us with the wealth necessary to
attain our national aspirations. Similar-
1y, however, we must take care not to
denigrate government's role in satisfy-
ing the deep-rooted belief that private
economic power must be accountable to the
public good. Reforms - regulatory or
otherwise - which fail to strike a rea-
soned balance between these precepts will,
in my judgment, prove inherently unstable.

What we have seen developing is an antagonizism a-
gainst government regulation by individuals and



businesses because there have been some gross,
stupid and costly regulations perpetrated or the
public which are indefensible. For exampe, in
spite of much good that has been done by the Oc-
cupational Safety and Health Administration
(OSHA), it has been its picyunish, petty regu-
lations that have gotten the attention of the
media. For example: OSHA regulators have done
some knit-picking that has been both costly and
non-productive in terms of reducing injuries or
saving lives. OSHA regulators required that
guard rails around dangerous areas must be raised
or lowered a few inches to meet the precision of
the regulations, that fire extinguishers must be
raised or lowered, again to meet-the precise re-
quirements of some bureaucratic regulator's un-
reasonable decision. A brochure was put out by
OSHA warning farm workers to be careful in walk-
ing around the barn because manure is slippery
and they might fall. A regulation required that
toilet facilities should be within close proxim-
ity to farm hands, which almost made it necessary
to have a "port-a-john" toted around. It is un-
fortunate that similar attention has not been
given by the news media to actions that have been
taken by 0SHA that have been successful in reduc-
1qg the number of injuries and which have saved
ives.

A similar situation exists with regard to the
Consumer Product Safety Commission (CPSC). CPSC
was ridiculed onthe Public Broadcasting System-
TV series by Milton and Rose Friedman "Free to
Choose," because CPSC tested the noise level of
play guns for children. What the Friedmans did
not say or know was how many children have had
their hearing impaired by play guns that made
too much noise.

A few examples will illustrate that there is some
good)from "good" government regulations (Pittle,
1978).

Consider a few examples of the bene-
fits resulting from some of today's
health and safety regulations:

*In the regulated products groups, safe-
ty packaging requirements have produced
a 40 percent drop in ingestions of poi-
sons by children over a four-year peri-
od, There are children who would not
be alive today but for those regula-
tions.

*Since the safety standard for cribs
became effective in 1974, deaths by
strangulation in cribs have fallen by
half and injuries by 45 percent.

*According to a Government Accounting
0ffice report, 28,000 1ives were

saved between 1966 and 1974 because

of Federal motor vehicle safety regu-
lations. The same report showed that

in one state where a detailed analysis
was conducted there was also a sub-
stantial reduction in the frequency and
severity of injuries. With auto acci-
dents the number one cause of paraplegia

in the United States, these figures
are quite significant.

*The Shriners Burn Institute in Boston
reported that in 1971 - prior to the
children's sleepwear standards - 34
percent of its flame-burn injuries in-
volved sleepwear. In 1977, the figure
was 0.

Peter Drucker, probably the most famous management
consultant in the country, wrote an article a num-
ber of years ago in which he called, "Consumerism

the shame of marketing" (Drucker, 1969). He stat-
ed that if the marketing community had been doing

its job right, consumerism would have never devel-
oped. Recent years have shown us that the market-
ing community has not done all it should, so there
is still much to be done and the decade of the 80's
is not too soon to accomplish more for consumers.

The issues that confronted consumers in 1776 con-
tinue to be somewhat similar to the issues facing
consumers in the 1980's. This is substantiated in
the famous quotation of Adam Smith, which is just
as applicable today as it was when he wrote it in
1776 in his magnum opus, An Inquirty into the Na-
ture)and Causes of the Wealth of Nations (Smith,
1776):

Consumption is the sole end purpose of
all production; and the interest of the
producer ought to be attended to, only
so far as it may be necessary for pro-
moting that of the consumer. The maxim
is so perfectly self-evident, that it
would be absurd to attempt to prove it.
But in the mercantile system, the in-
terest of the consumer is almost con-
stantly sacrificed to that of the producer;
and it seems to consider production, and
not consumption, as the ultimate end and
object of all industry and commerce.

Another area of concern and a continuing consumer
issue in the safety area deals with automobiles.
Congress passes legislation mandating a maximum
speed Timit of 55 miles per hour, not to save lives,
but to save gasoline. Pressure has been building
in Congress to postpone the implementation of pas-
sive restraint systems in automobiles, and at the
present time the consumer who is concerned with
safety does not even have the option to buy an
automobile equipped with an airbag. In our disre-
gard for safety, are we going to be remembered as
the generation that saved the whales and saved the
trees, but ignored our own kind?

A number of consumer issues have been mentioned.
Two of the most important consumer issues of the
1980's I will only mention in passing. Each could
be a lecture in and of itself - inflation and ener-
gy. Does anyone really need to be told that these
are and will continue to be major consumer issues?
But, there are other consumer issues, not of such
magnitude, but still deserving of attention.

A very present concern is whether much of the gain
that has been accomplished in the last two decades
is to be dismembered in the 80's by budget cuts.
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How serious will the budget cutting of consumer
programs actually be? What programs will be re-
duced and what programs will be eliminated? Just
a few examples illustrate the potential budget
cuts that will have effects on consumers. Cuts
have been budgeted for the U. S. Office of Con-
sumer Affairs, the Consumer Product Safety Com-
mission, and the Federal Trade Commission. Bud-
get cuts would eliminate the National Consumer
Cooperative Bank, the Legal Services Corporation,
and the U. S. 0ffice of Consumers' Education.
These are consumer concerns.

sional Voting Record until a week be-
fore the election.

Esther Peterson, Special Assistant for Consumer
Affairs to both Presidents Johnson and Carter, pre-
sented some very forceful comments on consumer is-
sues for the 80's, which are deserving of careful
attention (Cohen, 1981). She believes that con-
sumerism has to nourish its grass roots before it
will regain ground Tost in the 1980 election. This
opinion is supported by the Consumer Federation of
America that plans to work more diligently on or-
ganizing local consumer groups and doing less in
Problem areas which raise questions about the the area of lobbying for specific consumer legisla-
direction and strength of the consumer movement tion. Mrs, Peterson, concerning the 1980 election,
have been well detailed by Arthur E. Rowse in stated, "I think people did not vote away the regu-

Con$umer New$weekly (Rowse, 1980):

*Failure of Congress to approve a sep-
arate consumer agency or pass any

major piece of consumer legislation

for several years, plus its severe
restrictions on the Federal Trade Com-
mission, the nation's chief agency of
consumer protection in the marketplace.
Voting records compiled by the Consumer
Federation of America show the 96th
Congress as the worst in many years.

*Loss of key consumer leaders, culminat-
ing in Tast week's resignation of Ralph
Nader, the patron saint of the con-
sumer movement, from active control of
Public Citizen Inc., the organizational
base of his lobbying work. Although he
will sti11 run the Center for Study of
Responsive Law and other groups, the
change marks a much lower profile for
Nader as he turns over the administra-
tive duties to Dr. Sidney Wolfe, long-
time head of Nader's Health Research
Group. Earlier this year, Mark Green
resigned as head of Nader's Congress
Watch, a further blow to consumer for-
tunes on Capitol Hi1l. After the elec-
tion, Esther Peterson is expected to
end a career as chief consumer advocate
in government dating back to 1964. The
consumer movement has never recovered
from the loss of many leaders to govern-
ment duties in the early days of the
Carter Administration.

*Disorganization of consumer organiza-
tions, examples of which incTude The
Toss of $1,469,000 on the latest year's
operations by Consumers Union, leaving
a deficit of $3,344,000 for the organi-
zation that funds many other consumer
groups; the takeover of Consumers' Re-
search Magazine by Stanton Evans, a well
known Tecturer and writer for conserva-
tive causes, whose first issue featured
pro-nuclear and anti-air bag articles;
the inability of the National Consumers
League to find any more active consumer
champions for its "Trumpeter" award than
Averell Harriman and the late Lyndon B.
Johnson; and the failure of the Consumer
Federation to issue its 1980 Congres-

lation of safety. They did not vote to take away
information on food. They did not vote to take a-
way the kind of controls we have in medicine."

Another major concern of Mrs. Peterson is the ris-
ing support of labor for protection from foreign
competition. She sees the need for a new coali-
tion emerging that will bring together consumer-
ists, environmentalists, "socially accountable
businesses," church groups and others. "People
are writing me and saying, 'Well, Esther, we can't
rely on government anymore. We have got to begin
to do this ourselves.'"

In talking about consumer issues of the 80's, I
would Tike to digress a bit, but in reality it is
not a digression., It is discussion about an area
that should be of concern to all consumers who are
in the Tabor force, and a concern which is all too
frequently overlooked by consumerists. This area
of concern was discussed by A. Edward Miller, pres-
ident of Berlitz Schools of Languages, who empha-
sized, "Consumerism's Other Half" (A. Edward Mil-
ler, 1972).

This focus on consumerism has been a
valid first step, it falls short of
building a totally effective consumer
movement; for it paints a picture of
the consumer as victim, helpless except
through the negative means of protest
to control the quality of his Tife.
Producerism, I believe is capable of
injecting the necessary element of pos-
itivism into the consumer movement. It
is hard to say just when pride in ac-
complishment as a widespread concept
came to an end - but it did. We must
regenerate that sense of pleasure in
accomplishment, motivate consumers to
aim for high quality in their producer
roles.

If we are to have an effective consumer
revolution, we must effect such a pro-
ducer revolution. Almost every consum-
ing unit in our population is also a
producing unit, capable through greater
care and efficiency, of influencing the
quality and price of a product or service.

Along similar Tines, since we have been talking
about consumers' responsibilities when they are
producers, there is another pressing need to



emphasize - the consumers' responsibility to help
in raising the level of morality of consumers.
Consumers want business to be honest. Well, con-
sumers should be honest and fair in dealing with
business. It won't do too much good if during
the 80's we see improvements in the level of
business morality, but consumers continue to
steal literally billions of dollars from re-
tailers; damage and soil merchandise in the store;
fail to pay off debts; and, so forth. America
badly needs a higher Tevel of morality on the
part of both business and consumers, if we wish
to avoid having the marketplace become a place
where everybody is "ripping off" everybody.

Going back to the consumer issues as enumerated
by President Kennedy, I think it is all too fre-
quent that we still see lacking in the market-
place the implementation of certain consumer
rights which would give consumers the informa-
tion they have a right to, which in turn would
prove beneficial to those businesses wanting to
do right by the consumer, and in turn would make
the marketplace much more honest and productive.
These are consumer rights for which we have been
fighting now for decades. We still do not have
a Federal Truth in Saving Act. There needs to
be continued stress on informative and truthful
advertising. We still do not have adequate nu-
tritional labeling on most food products. We
still do not have adequate open-dating informa-
tion. We still do not have adequate ingredient
labeling on food products. We still do not have
percentage ingredient labeling on food products.
We still do not have adequate drained weight Ta-
beling for canned food products. MWe still cannot
buy most food products by understandable grades
based on adequate standards. We still do not

have products packaged in even weights. We still
do not have universal unit pricing. We are slow-
ly seeing item pricing being eliminated. We

still do not have the right to know who makes the
products we buy at all times.  Yes, we do have
the right to know either the name of the manu-
facturer or the distributor, but not the name

of the manufacturer if the distributor's name is
given.

Have you ever given much thought as to how sig-
nificant it is for producers to persuade consum-
ers that products are different. Much of Ameri-
can marketing is based upon product differentia-
tion (otherwise known as monopolistic competi-
tion). With standards and grade labeling, more
selling would have to focus on competition

based upon price, quality, and service, all of
which benefit the consumer, instead of promo-
tional competition which adds no value to the
product, but adds to cost. Wouldn't this real-
1y change the marketplace.

For example, a canner is processing canned corn.
A label of one distributor or retailer is put on
the cans. Then the assembly Tine is stopped and
a different label is placed on the next batch of
cans going through. The attempt here is to dif-
ferentiate in the mind of the consumer between
identical products. The same is true with ap-
pliances and a variety of other products.

What would the marketplace be Tike if consumers
were able to make comparisons between products
strictly on the basis of quality, and not have to
be dependent upon brand names, advertising and in-
adequate labeling? The marketplace would truly be
a different place serving the best interests of
consumers and rewarding those businesses doing the
best job.

The right to consumer redress continues to be a
consumer issue. Progress is being made in this
area with more and more companies establishing
consumer complaint offices; with CAPS (Consumer
Action Panels) being established in many areas of
the country; and, with better business bureaus in
many areas setting up arbitration panels. More
needs to be done. For example, consideration I
think should be given to whether a consumer should
not only get redress for a defective product, but
whether he or she should get restitution for time
expended and costs involved in getting a problem
corrected, when it is not the consumer's fault.
For example, I purchased three smoke detectors
from Sears. I took them home and only two worked
properly when I tested them. Sears is a twenty-
mile round trip for me. How much is my time worth
and how much are transportation costs? Is just a
replacement enough for time, extra costs, and ag-
gravation? I think not.

Another troublesome area to consumers and a most
controversial subject deals with the steel and au-
tomobile industries' request for more government
regulation in the international trade field.
Should the freedom to choose of a possible 500,000
consumers, at a cost of hundreds of millions of
dollars to automobile buyers in general, be re-
stricted by 1imiting the number of Japanese cars
permitted to be imported?

I have enumerated a variety of consumer issues. I
am sure each one of you could add to this Tist.

American consumers have been blessed with a most
productive, relatively free enterprise system that
serves us remarkably well, but it does not repre-
sent perfection, and a significant consumer issue
of the 80's is to see that the marketplace serves
the consumer better. Paraphrasing Adam Smith,
"Consumption should be the sole end and purpose of
all production, and the interest of the producer
ought to be attended to, only so far as it may be
necessary for promoting that of the consumer."

There are many consumer issues for the 80's. What

are you going to do about them?
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PROFESS IONAL DEVELOPMENT :
STATISTICAL ASSOCIATION FOR IMPLICATIONS FOR ACCI

EXPLORING THE AMERICAN

Carole J. Makela, Colorado State University

Abstract

The American Statistical Association is involved
in co-sponsored activities with other profession-
al associations and government agencies. Continu-
ing education includes pre- and post-conference
tutorials, regional conferences, and other co-
sponsored activities. Publications, fellowship
and award programs, and efforts to impact public
policy and practice are other activities. ACCI
may want to explore these for professional de-
velopment potential.

The American Statistical Association (ASA) has
more than 140 years of experience and a member-
ship of over 14,000 to provide the basis of ifs
programs. |t includes a network of 64 chapters
(in the United States, Canada, and Puerto Rico)
with a diversity of individual, corporate and in-
stitutional members.

|ts governance structure includes nearly 50 com-
mittees that deal with association administration
(e.g., constitution, elections), policy concerns
(e.g., energy statistics, privacy and confiden-
tiality), professional development (e.g., short
courses, minorities in statistics), development of
the discipline (preservation of documents of dis-
tinguished statisticians, curriculum in statis-
tics and probability) and interaction with other
groups (e.g., presidents of statistical societies,
international relations).

Members have the option to identify with one or
more of the ten subject sections or subsections in
addition to a geographic chapter (region, state or
city depending on concentration of members). An-
nual individual dues are 32 dollars.

Publications

Three regular publications are provided to the
membership--ten issues annually of "Amstat News"
(a lengthy newsletter), quarterly issues of the
Journal of the American Statistical Association
(JASA) and the American Statistician (five issues
annually). These three publications include paid
advertising with the majority of it in the news-
letter. The JASA is developing a special appli-
cations section with guest editors in lieu of de-
veloping new specialized journals.

Other publications include newsletters and pro-
ceedings (from the annual conference) by subject
matter section, bibliographies on educational top-
ics (as audio-visual materials, etc.), quarterly
tables on the survey of national economic condi-
tions, a membership directory, a Current Index to
Statistics and specialized items. Two included in
the latter group include "Careers in Statistics"
and "What Is A Survey." This last publication may
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be of interest to ACC| members.both as an ex-
ample of what another organization has done and
aiso as a Tool in research efforts. It is a
concise presentation of the fine points impor-
tant in the development and implementation of
qual ity survey research. ASA's purpose in doing
this publication was to make it available to a
'wide readership' of 'nonspecialists'. The
achievement of this has been facilitated by mak-
ing copies available on request, and allowing re-
production by others who find its content of in-
terest. '"What Is A Survey" has been translated
intfo Spanish and plans are for six other trans-
lations. It is an example of a professional or-
ganization's intent to educate others on a topic
where there is a lack of general understanding.

Professional Development Activities

Cooperative efforts or co-sponsorship character-
ize many of ASA's professional development activ-
ities. These, which could be termed continuing
education, include national and regional pre- and
post-conference tutorials and workshops, video-
tapes of individual lectures of noted profession-
als and of two-day short courses. Proposals are
sought from the membership fo conduct the futor-
ials and the videotapes of the short courses are
available at a fee to members and other groups.
Continuing education efforts are for members and
non-members, statisticians and nonstatisticians.
Currently ASA does not provide continuing educa-
tion credits (CEU's). The 198! budget included
the addition of a full-time Director of Continu-
ing Education and appropriate staff.

Fellowship and traineeship programs are co-spon-
sored with Census Research, USDA Statistical Sur-
vey Institute and the Environmental Protection
Agency. Annual conferences are also part of some
of these contractual agreements.

Implications for ACCI

Viewing other organizations provides ideas that
ACCl may want to explore for the professional de-
velopment of members. The experience of other
organizations may not indicate whether ACCI should
take on a given activity nor is their success ex-
perience indicative of what ACCI should expect.
Membership composition, needs and other variables
make exploration and evaluation of the ideas gen-
erated essential to implementation.

These specific implications are seen.

1. Professional development activities require
the time of individuals and committees. With
ACCI's staff resources and member commitment, is a
major professional development effort feasible?



2. Subject matter sections and chapters with
programs and activities including selected pub-
lications may indicate that membership needs are
more varied than ACC| has fostered. Yet, how
many members or potential members are needed to
optimize overall organizational as well as sub-
unit purposes?

3. Professional development activities of ASA
range from those which may serve most members
(publications) to those that serve more global
purposes ("What I|s A Survey" and government agen-
cy inferaction). Where in this range should

ACCl maximize its service to members and/or its
impact on the broader picture of 'consumer in-
terests!'?

4. Continuing education efforts whether pre- or
post-conference or regional must be self-support-
ing (including provision of resources to meet
demands placed on staff). Do ACCI members and
others constitute a large enough pool with iden=
tifiable common interests to make continuing ed-
ucation efforts feasible?

5. The ASA and/or its sections have identified
liaisons with other organizations and agencies
where the common denominator is statistics. Do
'consumer interests' agencies and organizations
have a similar unfilled need for cooperative ac-
tivities and efforts? What should ACCl's role
be in this?

These implications can only be responded to by
answering the question of whether ACC| should
have an expanded professional development pro-
gram and the determination of the purpose of
that program.

Specific Suggestions

It is exciting to see what other organizations
have done and are doing. From this exploration,
| would like to recommend that ACCI| give consid-
eration to selected professional development ac-
tivities. After study of compatibility with the
organization's purposes, the cost-benefits and
available resources, the feasibility of one or
more of these may be explored.

I. Pre- or post-conference continuing education
workshops related to research, program develop-
ment and/or evaluation c¥ policy analysis.

2. Specialized publications with appeal to pro-
fessionals (ACC| members and non-members) in posi-=
tions related to the consumer interest.

3, Use of small, dedicated committees to devel-
op and implement professional development activ-
ities subject to Board review.
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ALLOCATION OF TIME--AN ALTERNATIVE:

Julia Marlowe, University of Arizona

o Abstract

With increased value placed upon time, it may be
advantageous to engage in production of more than
one output with the same time input. This paper
outlines a model of household production which
includes the possibility of joint home production.
Joint home production may bring with it increased
stress and decreased quality of commodities, how-
ever, when time costs increase, there is a point
when joint production becomes more advantageous
than single production.

Introduction

Because American society tends to be time oriented,
it is not surprising that the decreasing amount of
time spent in home production should attract atten-
tion. llhen more time is allocated to work in the
market, less time is available for home production
and Teisure. Trends toward labor-saving appli-
ances and eating away from home are examples of
decreased home production. Numerous studies have
been devoted to these trends, but related phenome-
non, the performance of simultaneous activities,
has attracted little study {Gronau, 1977; Robinson,
1977; Strober & VWeinberg, 1980; Walker, 1973).

That is, one may conserve time by performing several
home nroduction tasks at the same time, or in con-
junction with Teisure activities. The performance
of simultaneous activities can be treated as joint
nroduction. Because time allocation patterns and
denand for joint production are related, the pur-
pose of this study was to develop and test a time
allocation model for the joint nroduction case.

In the joint production case, two outputs are pro-
ducted simultaneously, as in the case of cooking
while watching children. Under increasing time
nressures, households may engage in increased
amounts of joint production, even though certain
additional costs are involved. With joint produc-
tion, stress levels are Tikely to increase and
auality of product decrease (Nolan & Tuttle, 1959;
Zussman). However, these additional costs may be
acceptcable if they are less than the savings in
tine. \Vhen time is Timited, it may be preferable to
obzain two less desirable commodities through a
joint production process rather than accent one,
preferred, singly produced commodity.

The Model

Although the bulk of labor economic analysis has
been on work in the market, Becker said more empha-

1Assistant Professor, Consumer Studies

2Production—c0nsumption, combining Teisure and home
production, is a closelv related idea (e.g., watch-
ing television while washing dishes.) It was
treated and discussed as part of joint production.

THE JOINT PRODUCTION CASE
1

sis should be given to non-market time because more
time is devoted to non-market activity. He empha-
sized the improtance of time costs, developing the
idea of commodities as combinations which provide
satisfaction, according to Becker (1965).

Time enters the analysis at two levels. First,
time is required to obtain the goods inputs, either
directly through home nroduction or indirectly
through work in the market. Secondly, consumption
or enjoyment itself takes time (Becker, 1965;
Leibowitz, 1974; Moore, 1963). Becker developed a
household production function which viewed families
as producing units, where satisfaction is a func-
tion of commodities obtained by using inputs both
of goods and time (1965).

Extensions of Becker's model have been developed to
include distinction among work at home, leisure and
environmental variables (Gronau, 1977; Michael,
1972). The household production function is by now
an established part of economic theory (Bloch,
1973; Ghez & Becker, 1975; Gramm, 1974; Grossman.
1971). Previous models have assumed no joint pro-
duction for simplicity sake; thus joint production
has received little attention in the literature.
Pollak and Wachter stated that the household pro-
duction function approach is not useful in the
joint production case. However, they viewed joint
production as production-consumption (1975). In
this sense, joint production means doing both home
nroduction and consumption in the same activity,
rather than producina two outobuts with the same
time input. Borsodi realized that more than one
activity could be done simultaneously. He also
recognized production-consumption, however, he did
not develop an economic model of either (1933).
Steidl also investigated joint production in house-
hold work, but did not use an economic model. She
documented the existence of home joint production
but did not identify which variables affected joint
production (1963).

A model of joint production must relate the produc-
tion of at least two commodities using the same in-
put or inputs. Uith singly produced goods, one
selects the least costly input combination in pro-
ducing a desired output (or commodity). In the
case of joint production, an individual produces
more than one output from a common input; thus, in
addition to input combinations, the proportions of
commodities to be produced must be considered (Fer-
guson 1975; Grossman, 1971; Henderson & Quandt,
1971). That is the analysis must include the rate
at which one commoditv must be sacrified to obtain
more of another. For sinagly produced commodities
equilibrium occurs when the ratio of the marginal
nroductivities or innuts enuals the nrice ratio of
those innuts. With joint production, equilibirium
requires that the rate of product transformation
must be equal to the marginal productivity of the
common input in the production of one commodity to
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the marginal productivity of that same input in the
production of the other commodity.

The following model was developed with utility (sat
isfaction) defined as a function of four commodi-
ties: 77, Zp, Z3 and Z4, and consumption time, L.
In the model commodities are produced using both
goods inputs, xi and time inputs, hj, where i =

25 A,
(1) U = U(Zy425,2442,L)
(2) 7, = f(x}5hy)

(3) 7, = g(x,5h,)

(4) 23,2, = F(xg:hy)

A family faces both time and budget constraints.
The budget constraint was written as follows:

1,

(5) VHNw > P (x4 +x,+x i=1,2,3

172 3)
where pi is the price of each goods input, N is the
time spent working in the market, w is the market
wage rate and V is non-earned income.3 The time
constraint was written as follows:

(6) T > N+L+H,

where T represents total time, L is the time de-

voted to leisure activities and H is the time de-
voted to home production in the production of Z's
In this model, only four commodities can be pro-

duced with the amount of H, therefore:

(&) H & h]+h +h

23
thus equation (6) becomes:
(6.2) T > NtL+(h,+h,*h,)
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It was assumed that Z3 is a substitute for Z7, and
Zg is a substitute for Zp. An individual would
produce either Zy or proéuce Jointly Z3 and Zg
during a given time period. That is, the indivi-
dual would do either joint production or production
of a single commodity at one time, but not both.

Z7 and Zo are preferred to Z3 and Zy because, as
noted earlier, the latter have the negative fea-
tures (Tower quality and stress) associated with
joint production.

Utility is maximized subject to the time and budget
constraints and the production functions. For
maximization the following equation is formulated
from equations (1) through (6.2).

(7) ¢ = U {f(xq,hy)5 g(x,,h,), F(x3,h3), L} + 3

{V+Nw-p(x1+x2+x3)} t 2 {T—N—L—(h]+h2+h3)}
[f the price of producing Z, plus the price of pro-
ducing Zp is less than or e&ua] to the price of
jointly producing (23,24), then one would always

3Re1at1ve prices of goods were not crucial to this
analysis. It was assumed that price X equals
price of xp equals price x3,

produce 77 and Zp singly, because the commodities
singly produced are preferred. However, prices are
not always equal. More time is required to singly
produce Z7 and Zp than is required to jointly pro-
duce 73 and Zy. Thus Zy and Zp possess greater
time costs relative to Z3 and Zg. Certain factors,
such as employment status and market wage rate, may
cause time costs to increase or decrease. As time
becomes more and more exnensive, there will be some
point where an individual shifts from single nro-
duction of Z] or Zp to joint production of Z3 and
Z4. If the ratio of marginal utilities to price

is greater for (Z3,Z4) than for Z7 plus Zp, then
one will choose to do joint production. The fol-
lowing relationship indicates that situation:

(8)

MU MU,

#las H+

P P P
23,24 Z]

z

Empirical Testing of the Model

The model was used to identify a set of hypotheses
about the degree to which households engaged in
joint production. It was hypothesized that in-
creases in the following variables increase joint
production: market wage rate, education, number of
children, hours worked in the market, unearned in-
come and size of house. Furthermore, women were
expected to engage in more joint production than
men because historically women have done much more
production than men (Blake, 1974; Handbook of Labor
Statistics, 1976; Ryder, 1974). Ages of children
were also analyzed to determine their effect upon
the amount of time devoted to joint production.
was expected that families with younger children
would engage in more joint production than families
with older children, because younger children re-
quire more care.

It

Tests of the model were undertaken with time-budget
data from the Survey Research Center, Institute for
Social Research of the University of Michigan. The
national probability sample consisted of 1,519 re-
spondents interviewed in 1975 and 1976. Only the
603 married respondents were considered in this
analysis. Each respondent filled out a time-use
diary. One column in the diary was used for re-
porting the amount of time devoted to a primary
activity, and another column was for reporting any
secondary activities. A secondary activity was
defined to be one which was done in conjunction
with something else. It was the secondary time use
which this study addressed.

Results of a T-test showed that there was no signi-
ficant difference in educational level between men
and women. However, there were significant dif-
ferences between males and females for hours worked
per week in the market, wage earned per hour and
time spent in joint production. Men worked in the
market more than twice as many hours per week as
women and earned almost twice as much money per
hour. Uomen devoted more time to joint production
than men. MNote Table 1.
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TABLE 1. Descriptive Statistics and T-values For Selected Variables:
Married Respondents from National Probability Sample of

Time Use
Sample Standard Degrees of

Variable Size Mean Deviation t-values Freedom Probability
Education
number of years

Males-- 289 12.6 2.:38

Females- 313 12.2 2.49 1.59 527 13
Hours worked
per week in
market

Males-- 287 37.2 2127

Females- 309 15.6 19.45 12.91 Ak =000
Wage/hour

Males-- 174 $6.73 4.80

Females- 113 $3.43 2.48 7.64 273 -000
Average total
secondary time,
minutes

Males-- 290 380.6 150.90

Females- 313 413.9 142.81 =2 601 -005

Regression programs were used to test the effects
of the independent variables (education, wage rate,
housrs worked in market, unearned income, size of
house, and number of children) on the time spent

on joint production (the dependent variable).
Results with significant variables are summarized

in Table 2.
TABLE 2. Results for Average Total Secondary Time: Married Respondents
from National Probably Sample of American's Time Use
Variable Sample Regression R2 Significance
Size Coefficient

Education; Number of Years

Males 289 9.79 0.048 0.000

Females 33 8.05 0.020 0.013
Unearned Income

Males 207 0.00 0.002 0.280

Females 252 0.02 0.031 0.005
Hours Worked Per Week in the Market

Males 287 2.08 0.086 0.000

Females 309 0.43 0.004 0.301
Number of Children in Household

Males 290 7:50 0.006 0.099

Females 313 7.51 0.005 0.194
Four variables were significant: education, un- those with higher education are more likely to

earned income, hours worked in the market and number perform joint production. One reason is that in-
of children. The hypotheses were supported with all creased education is associated with increased

four, in that increases in the variabies were as- productivity, not oniy in the market but aiso in
sociated with increased joint production. Educa- the home; hence joint production would increase
tion emerged as the most significant independent because that is one way of increasing productivity
variable. There are two primary reasons why (Michael, 1972). The other reason is that people
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with higher educations generally earn higher wages
and work more hours in the market and those factors
also may lead to increased joint production.

Unearned income was defined to be all income not
earned by the respondent; thus, it included earnings
of the spouse. This definition is consistent with
previous research interpretations (Gronou, 1977).
High unearned income may be associated with more
hours worked in the market by the spouse, and higher
educational levels which also affect amount of time
devoted to joint production. Also, the higher the
unearned income, the more ability the family has to
purchase time-saving appliances which lead to a
decrease in home production time, but also may
allow more joint production.

Simple Tinear regression with one independent vari-
able showed that number of children and number of
hours worked in the market were significant when

the entire sample was analyzed, but not significant
when only females were included in the analyses.

The fact that number of children and hours worked

in the market were not significant when only females
were included may be due to the fact that home pro-
duction is generally the women's function. In other
words, women may have to do so much joint production
anyway that the above variables do not significantly
alter the amount of joint production time. However,
when all four significant variables (education, un-
earned income, hours worked/week and number of
children) were entered into the regression equation,
all four variables were significant for the entire
sample, for males alone and for females alone. Thus
number of children and hours worked in the market
were significant for females, as well as the entire
sample. As the number of children increase there

is a greater demand for joint production because
child care is often done in conjunction with other
activities. Hours worked in the market are also
directly associated with joint production, in that
the more hours worked in the market, the less time
for home production and hence a greater demand for
joint production.

Respondents with children Tess than five years old
did the most joint production, and respondents with-
out children or with teenagers did the least amount
of joint production. An analysis of variance test
showed that there were significant difference

among respondents grouped according to children's
ages.

Because the effect of children was suspected to be
an important variable, the presence of children was
controlled, and work in the market was analyzed
using analysis of variance to see if there were
significant differences in joint production be-
tween employed and non-employed women. When em-
ployed women without children were compared to non-
employed women who had no children, there were
significant differences in the amount of joint pro-
duction time. Women who worked in the market
devoted more time to joint production than women
who did not work in the market. However, when
looking at women with children there were no
significant differences in amount of time devoted
to joint production between those who worked in the
market and those who did not. Employed women with
children did do more joint production than non-
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employed women with children, but the differ-

ence was not significant. An explanation may -be
that the presence of children places such great
demands upon joint production that working in the
market makes Tittle difference; i.e., joint produc-
tion must be performed whether one works in the
market or not.

Summary and Implications

This study supports the notion that increasec la-
bor force participation does increase the demand

for joint production, especially when the incivi-
dual has a high educational level. However, the

increased demand for joint production is signifi-
cant when children are not present in the house-

hold.

The reader should note that there are some inter-
actions among the independent variables. For in-
stance, higher educational levels are associated
with higher wages which are associated with an in-
crease in hours worked per week., Thus it is dif-
ficult to fully determine the effects of a particu-
lar variable upon the demand for joint production.
However, the author concludes that with womer's
educations increasing and more women entering the
labor force and the corresponding decrease in
family size, there will be less time allocated to
home production but more time allocated to joint
production. The data did not permit identification
of the kinds of joint production tasks; thus that
was a limitation of the study.

ImpTications of this study can also be extended to
single parents. If individuals who work in the
market engage in more joint production than those
who do not work in the market, and more hours
worked in the market are associated with increased
amounts of joint production, then single-parent
households may not have much choice, but to do
joint production. The reason for this is that with
single parent households there is less choice over
whether to work in the market or not. For that
reason, only married respondents were included in
this analysis. With the increase in number of
single parent families and increases with women
entering the labor force, then the demand for
Jjoint production will increase.

Increased amounts of joint production have also
been tied to increased stress (Nolan & Tuttle,
1959; Zussman). There may be an emerging need to
help families deal with additional stress related
to joint production, given decreasing amounts of
time available for home production.

Home management literature in the past which fo-
cused on dovetailing of tasks (doing more than one
task within the same time period) may be even more
useful today than in the past (Steidl, 1963). An
effort to update this type of Titerature could be
advantageous in helping families cope with the need
for increased joint production.

Time use, especially time devoted to joint nroduc-
tion, is difficult to measure, as reportina tends
to be less than absolutely accurate. Oftentimes
an individual may be engaging in more than one
activity, such as child care along with some other



task but not realize that he/she is performing two
functions. This study demonstrated that there is
some increase in joint production as a result of
increasing time pressures and a decrease in time
allocated to home production.

References

"A Theory of the Allocation of
September 1965,

Becker, Gary S.
Time," The Economic Journal.
pp. 493-517.

Blake, Judith. "The Changing Status of Women in
Developed Countries," Scientific American,
September 1974, pp. 137-147.

Bloch, Farrel. The Allocation of Time to Market
and Mon-Market Work Within a Family Unit.
Technical Report #114, The Economic Series,
Stanford, California: Stanford University,
November 1973.

Borsodi, Ralph. Flight from the City. New York:
Harper & Row, 1933.

Ferguson, E.E. & Gould, J.P.
4th ed. Homewood, I11inois:

Microeconomic Theory,
1975,

Chez, Gilbert R. & Becker, Gary S.
of Time and Goods Over the Life Cycle.
Bureau of Economic Research, New York:
University Press, 1975.

The Allocation
National
Columbia

Gramm, Wendy L. "The Demand for the llife's Non-
market Time," Southern Economic Journal XVI, 1.
July 1974, pp. 124-133.

Gronau, Reuben. "Leisure, Home Production, and
lork--the Theory of the Allocation of Time Revisit-
ed," Journal of Polictical Economy, vol. 85 #6.
1977.

Grossman, Michael. The Economics of Joint Produc-
tion in the Household. Unpublished Paper, Pre-
sented at 1971 meeting of Econometric Society,

New Orleans, Louisiana, December 1971.

United States
u.s.

Handbook of Labor Statistics 1976.
Department of Labor, Vashington, D.C.:
Government Printing Office.

Henderson, James M. & Quandt, Richard E.
Microeconomic Theory: A Mathematical Approach.
New York: McGraw-Hill, 1971.

"Education and Home Production,
May 1974.

Leibowitz, Arleen.
American Economic Review, LXIV, 2.
pp. 243-256.

Michael, Robert. "The Effect of Education on
Efficiency in Consumption." National Bureau of
Economic Research Occasional Paper #116, 1972.

Moore, Wilbert E. Man, Time and Society.
New York: John Wiley and Sons, 1963.

123

Nolan, Francino L. & Tuttle, Dawn H. Certain
Practices, Satisfactions and Difficulties in
Families with Employed Homemakers. University
Park, Pennsylvania: Pennsylvania State Univer-
sity, College of Agriculture, August 1959.

Pollak, Robert A. & lachter, Michael L. "The
Relevance of the Household Production Function
and Its Implications for the Allocation of
Time," Journal of Political Economy, 83. #2,
April 1975, pp. 255-277.

Robinson, John P. How Americans Use Time.
New York: Praeger Publishers, 1977.

"The Family in Developed

Ryder, Normal B.
September 1974,

Countries," Scientific American.
pp. 123-132.

Steidl, Rose E. Continuity of Household Work,
Memoir 383. Ithaca, New York: Cornell Univer-
sity, Agricultural Experiment Station, New

York State College of Home Economics, June 1963.

Strober, Myra & Weinberg, Chalres. "Strategies
Used by Working and Non-working Wives to Reduce
Time Pressures," Journal of Consumer Research,
vol. 6, March 1980, pp. 338-348.

Walker, Kathryn. "Household Work Time: Implica-
tion for Family Decisions," Journal of Home
Economics, vol. 65, #7. October 1973, pn. 7-15.

Zussman, John. "The Overloaded Parent: Results
and Reasons in Family Size Effects on Parenting,"
in Rollins (ed.) Family Structure and Process in
the Socialization of Children. Provo: BYU Press,
in press.






