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I.	Introduction 	

T h e primar y role of the Bureau of Economics is suppor t i n g the Federa l Trade Commi ssi o n ’ s 

(FTC) dual missi o n s of promo t i n g compe t i t i o n (a ntitr u s t) and protect i n g consu me r s. On the 

antitru s t front, the past year was marked by two cases seeking the breakup of consumma t e d 

merge r s, 1 and major invest i g a t i o n s of two merg ers among bra nde d consume r goods produc e r s. 2 

On the consu me r prote ct i o n side , the FTC battled an assort me n t of fraud u l en t produ c t s, like weigh t-

loss device s, and decept i v e fi nancial practi c e s cas es, includi n g decept i ve lendin g, injurio u s mo rtga g e loan 

servi c i n g, decept i v e credi t couns e l i n g, and py rami d scheme s disgu i s e d as busin e s s oppor t u n i t ie s. 3 

In merger cas es, FTC econ o mi s t s develo p theori e s to descri b e how a partic u l a r tr ansa c t i o n affe ct s market 

power, and then devel o p evide n c e ( documen t a r y and/or empiri c a l) to test these theori e s. Consumer 

prote c t i o n inves t i g a t i o n s often fo cus on evalu a t i n g how consu me r s and firms resp o n d to info rma t i o n. 

                                                 
1 An admin istra tiv e law judg e ruled in fav or of the FT C that the acq u isition of the Water Division and the 

Engineered Constru ctio n Divisio n of Pitt-Des Moin es Inc. (man¬u factu r ers of specialized sto r ag e tank s) violated 
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Economis t s also esti ma t e consu me r injur y from decep t i v e pract i c e s, often leadi n g to subst a n t i a l monet ar y 

settlem e n t s. 4
 

Economi s t s ofte n find, howeve r, that indivi d u a l cases raise mor e quest i o n s than they can answe r based on 

curren t theory and resear c h. This year’ s crop of cases is no excepti o n. For the consumm a t ed merger case s, 

rathe r than try in g to predi ct wheth e r a propo s e d merge r will be antic o m p e t i t i v e, we inste a d had to 

determi n e wh ethe r a consum m a t e d merger was an tic o mp et i t i v e. The brand e d goods merge r s raise d 

meth o d o l o g i cal ques t i o n s abou t how  comp e t i t i o n among upstr e a m produ c e r s manif e s t s itsel f in data 
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in cases invol v i n g retai l distr i b u t i o n chann e l s. The im p o r t a n c e of the retai l chann e l in under s t a n d i n g 

manufa c t u r e r merger s is rel ativ e l y unstu d i e d, but poten t i a l l y quit e impo r t a n t. 

II. 	Consumer 	Protection 	

1.	ADVERTISING	HEALTH	CLAIMS	

M a r k e t s general l y work better when consume r s have better infor ma t i o n about goods and 

service s. Whether, and how cons um e r s receiv e such informa t i o n is often dictat e d by govern me n t 

police s invoke d in the name of consume r pr otecti o n. The FTC’s consum e r protec t i o n missio n, 

which is based on the agency’s broad mandate to pr ohib i t “unfai r or decept i ve acts or practi c e s,” 

provid e s fertil e ground for anyone intere s t e d in  the economi c s of infor ma t i o n. FTC economi s t s 

have estima t e d the effects of food, cigarett e, and dietary supple me n t adverti s i n g. They have 

evaluat e d the effects of disclo s u r e s in experime n t a l settin g s  and conduct e d econome t r i c studie s 

of credit discri mi n a t i o n and predato r y lendi ng. They have conduct e d surveys of industr y 

practic e s (McKernan et al., 2003), assessed priv acy policie s, and examine d how changes in 

market instit u t i o n s, such as so -calle d “neg a t i v e option” plans, 5 
would affect consume r s. Some of 

this work is conduct e d as part of case investi g a t i o n s or litigat i o n s. While  all of these activi t i e s 

are import a n t to the develo p me n t of sound consume r protec t i o n polici e s, in this articl e we 

highlig h t the role of researc h on the regulat i o n of health claims and mortga g e disclo s u r e s 

becau s e this resea r c h illus t r a t e s the poten t i a l effect of informa t i o n researc h on recent policy 

outc o me s. 

Today, info rma t i o n on the heal t h cons e q u e n c e s of vario u s dieta r y choic e s can be found on many food 

label s. The back panel of a box of Honey Nut Cheerios e x p l a i n s, for exa mp l e, that too much chole s t e r o l 

“ ... c a n put you at risk of heart disea s e ” and that “lowe r i n g chole s t e r o l can have a big impac t on healt h.” 

The panel furth e r expla i n s that “Solu b l e fiber from wh ole grain oat foods, like Honey Nut Cheerios, has 

the irres i s t i b le taste of golde n honey and nuts AND solubl e fiber to help keep your heart healt hy.” Food 

label s can provi d e valua b l e infor m a t i o n to consu m e r s, partic u l a r l y  youn g cons u m e r s who may not know 

                                                 
5 A negativ e optio n is a market i n g progr a m that requir e s c onsumers actively to refuse to  receive future products. 
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much about the link betwe e n diet and healt h. Twent y years ago, howev e r, the Food and Drug 

Administ r a t i o n (FDA) prohib i t e d such infor m a t i o n on food label s. Only after decad e s of debat e and 

resea r c h has the gover n me n t adopt e d polic i e s that  allow any explici t heal t h advi c e on food label s. 

Economis t s at the FTC play ed a sign ifi cant role in the policy chang e. 

To appre c i a t e the magni t u de of the shift in healt h cl aim polic y it is helpf u l to recou n t the history of the 

healt h claim s debat e. In 1984 the Kello gg Comp any challe n g e d the FDA’s restri c t i o n s on health 

info r ma t i o n in marke t i n g by incor p o r a t in g diet a r y recom m e n d a t i o n s fro m the Natio n a l Cancer Insti t u t e 

(NCI) into its label i n g and adve rt i s i n g for All-Bran cereal. 6 FDA staff repor t e d ly respo n d e d to the 

camp a i g n by stati n g that “ ... t h e claims make the produ c t a drug and in any event are misle a d i n g ” (Calfee 
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Recogn i z i n g the poten t i a l impor t a n c e of the healt h clai m debat e for consu m e r s, the Bureau of Economic s 

conduc t e d a body of resear c h on this topic. Two studie s wer e relea s e d in 1989. One study advoc a t e d a 

bene fit-cost stand a r d for healt h clai ms (Calfee and Pa ppa l a r d o, 1989). The autho r s argue d that the FDA 

should evalu at e healt h clai m s about poten t i a l l y uncer t a i n relat i o n s h i p s betwe e n diet and disea s e using a 

flexible expec t e d value rule balan c i n g the poten t i a l harm fro m allo w i n g too much infor ma t i o n agai n s t the 

harm fro m allow i n g too littl e. A case-stu dy of evid e n c e for clai ms abou t fats, serum chol e s t e r o l, and hear t 

disea s e illus t r at e d how the rule could be imple m e n t e d and showe d that longs t a n d i n g regul a t i o n s likel y 

harme d cons u m e r s. The seco n d repo r t estima t e d how the sales of high fiber cerea l s and breads had 

respo n d e d to chang e s in healt h claim reg u l a t i o n s (Ip poli t o and Mathi o s, 1989). Despite growi n g evide n c e 

of a link betwe e n high fiber diets and reducti o n s in cancer risks, a sh ift toward high fiber cereal s was not 

detec t e d until healt h clai ms linki n g fiber to cancer appea r e d in advert i s e me n t s. 9 The resear c h al so showed 

that advert i s i n g was especi a l l y effect i v e at provid i n g heal t h info r m a t i o n to nonwh i t e wome n and women 

in femal e-heade d hous e h o ld s. 

While the FDA debate d how to respo n d to 500 form al co mme n t s it recei v e d in refer e n c e to the 1987 

proposa l, Congress passed the Nutrit i o n Educatio n and Label i n g Act of 1990 (NLEA). Under the 

regul a t i o n s imple m e n t i n g the NLEA some healt h clai ms woul d be allo w e d, altho u g h many clai ms abou t 

promi s i n g scie n t i fic finding s would be prohi b i t e d, even when the downs i d e risk from consu mi n g food s 

based on the clai ms was neglig i b l e and the manuf ac t u r e r accura t el y portray e d the level of scienti fic 

suppo r t for the clai m s. 

                                                                                                                                                             
FTC staff filed numerous advocacy comments on ev olving regulatory proposals. In th e past year, health informa t i o n 

commen ts were filed on pres cr ip tion drug adve r tis ing, health claims for food and dieta r y supp lemen ts, and the 

poss ib le link s betw e en obes ity. (see “Ful fillin g the Orig in al Vision: The FTC at 90”, Federal Trad e Commiss io n ”, 

April 2004, pp. 31–33 and 36–37, http://www.ftc.gov/os/2004/04/040402aba final.pdf). 

8 FTC Staff (1987). The commen t that was vote d out 3–2 with Commiss io n e r s Bailey and Stre n io diss e n tin g. 

Accord ing to the docu me n t “Commiss io n e rs Bailey and Stre n io do not disa pp ro v e of FDA’s prop ose d rule but wish 

to disasso ciate themselv es from the reaso n ing set forth in the Commissio n staff’s comme n t”. 

9 The auth or s did not find a shift toward high- fiber cere a l durin g 1978–1984, despite public a tio n of a numb e r of 

scienti fic stud ies link in g fi ber and canc e r and the reco mme n d a tion s of public health of ficials that consumer s increase 

their fiber consu mp tio n. Durin g the period when fiber-cancer claims began to appe ar in the mark etin g of food 

prod u cts (1985–1987), however, the fi ber content of cereals increased by 7%. 
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The Bureau conti n u e d to condu c t resea r c h follo w i n g imple m e n t a t i o n of the NLEA. In 1996 the Bureau 

relea s e d a stu dy showi ng that consu mp t i o n of unhea l thy fats fell faster when health infor ma t i o n was 

relati v e l y easy for manufa c t u r e r s to convey (betwee n 1985 and 1990) than durin g prio r years when 

regul a t i o n s were more restr i c t i v e (betwe e n 1977  and 1984) (Ippol ito and Math i os, 1996). In 1998 the 

FTC issued a study testi n g the effec t s of vario u s adve r t i s i n g clai ms on cons u me r unde r s t a n d i ng usin g 

advert i s i n g copy-tests. 10
10 

In one set of tests the autho r s exami n e d wh eth e r respo n d e n t s could disti n g u i s h 

amon g heal t h clai ms supp or t e d by diffe ren t clai m e d leve l s of scien t i fic proof – an issue centra l to the 

debate over the value of allowi n g claim s about promi s i n g scien t i fic findings. The autho r s found that 

discl a i m e r s could effec t i v e l y commu n i c a t e that the under ly i n g scien c e was mo der a t e l y uncer t a i n and that 

so me differ e n t i a t i o n betwee n differ e n t levels of scien t i fic substa n t i a t i o n was possi b l e. In additi o n, the 

study demons t r a t e s that res ear c h is often needed to test wheth e r infor m a t i o n prob l e ms exist and wheth e r 

remed i e s will work as inten d e d. 

The Bureau also suppo r t e d resea r c h to exami n e how regula t i o n affect s advert i s i n g conten t. One study 

inves t i g a t e d the relat i o n s h i p betwe e n infor m a t i o n re gu l a t i o n s and food adve r t i s in g cont e n t prio r to the 

NLEA (Pap pala r d o and Ringo l d, 2000). The autho r s colle c t e d 40 years of data on the scien c e on fats and 

heart diseas e, popula r press covera g e of this relati o n s h i p, and the conte n t of adver t i s i n g for marga r i n e and 

cooki n g oil prior to the NLEA. The autho r s found that FDA regula t i o n s sti fled the fl ow of healt h 

infor ma t i o n to consu me r s while si mil a r infor ma t i o n appea r e d in adver t i s i n g to docto r s and nutri t i o n i s t s 

(those in the best positi o n to judge the advert i s i n g ’ s validi t y). In 2002 the Bureau release d a broader study 

of adver t i s i n g conte n t (Ippoli t o and Pappa l a r d o, 2002 ). The author s analy z e d 11,647 food advert i s e m e n t s 

that appea r e d in tanti ]3()-8(la()-24stisnth a t1blTJ tandu n d d [(NLEA iEc 0.5eo0.0003 Tcs0005th )LEA 7nti–19)4(97.h )LThe data also showe d that the NLEA 

resulte d in signi fi

example, hea rt and serum choles t e r o l cl ai ms appear e d in 58 % 

i mp l e me n t a t i o n of the NLEA. Overall, the conte n t analy                                                 

10

 See Murp h y et al. (1998). Canti]y-tests 
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a genera l signal of qualit y – food ad ver t i s e me n t s have been a sourc e of exten s i v e infor ma t i o n for decad e s 

and, if allow e d, food manu f a c t u r e r s wou l d comp et e on the basis of diet and health. 

Has the FTC rese arch affe c t e d policy? The FDA conti nu e s to assess its informa t i o n polici e s, and is slowly 

movin g towar d a policy that puts more weigh t on the pote n t i a l harm from proh i b i t i n g clai m s that coul d 

bene fit consum e r s. At least two signal s sugge s t that Bur eau resear c h may have contri b u t e d to this positi v e 

move m e n t. The first signa l appea r s in a distri c t court opini on. The secon d appea r s in an FDA policy 

state me n t. The FDA’s post-NLEA regulati o n s were chall e n g e d in court by dieta r y supp l e men t 

manuf a c t u r e r s, who belie v e d that the FDA’s health clai m regula t i o n s violat e d the First Amendmen t. 11 

Although the distr i c t court ruled in favor of the FDA in 1998, the U.S. Court of Appeals for the D.C. 

Circuit revers e d the lower court in 1999. More speci fically, “The appeal s court held that, on the 
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certain t y of settl e m e n t cost estima t e s. FTC comment s suppo r t e d mo st of the propo s e d chang e s but raise d 

conce r n s about a propo s e d discl o s u r e of pay me n t s from lende r s to broke r s for loans with above-par 

intere s t rate s. One concer n was that the new disclo s u r e would inapp ro p r i a t e l y focus consu m e r atten t i o n 

away from the botto m line: confus i n g consu m e r s about  the relat i v e price s of diffe r e n t loans. Another 

concer n arose becaus e the new disclo s u r e would be re qui r e d for mortg a g e broke r s, but not for direc t 

lende r s. 

In early 2004 the Bureau releas e d a report descr i b i n g a contr o l l e d exper i men t with mor e than 500 recent 

mortg a g e custo m e r s that was desig n e d to test  HUD’s propo s e d comp e n s a t i o n discl o s u r e (Lacko and 

Pappa l a r d o, 2004). Partic i pa n t s were sho wn cost di scl o s u r e forms for two loans – one from a broker and 

one from a direc t lende r – and asked which was less expen s i v e. The findings were strik i n g. When the 

broker loan was less expens i v e than  the lende r loan, appro x i mat e l y 90 % o f respo n d e n t s in the contr o l 

group s (who did not view the new discl o s u r e) correc t l y ident i fied the less expensi v e loan. In contras t, 

when respo n de n t s were sho wn the new discl o s u r e, onl y about two-third s of consu m e r s corr e c t l y iden t i fied 
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III.	 Antitrust	 Retrospectives 	

1.	ENFORCEMENT	DATA	

I n contra s t to other areas where th e governme n t interv e n e s in markets, 15 
there is relat i v el y littl e 

retros p e c t i ve analysi s of U. S. merge r polic y. With the except i o n of the sma ll minori t y of merger s 

that were litiga t e d, until earlie r this year, an tit r u s t expe r t s did not have infor ma t i o n suf ficient to deter mi n e 

the level s of marke t conce n t r a t i o n of propo s e d merg e r s inve s t i g a t e d by the FTC. In part, this dearth of 

rese arc h can be explain e d by a lack of publicl y availa b l e data. 16
  
In an attemp t to fill the resear c h gap, 

since the earl y 1980s the FTC has devoted signi ficant resourc e s to the analy si s of horizon t a l merger 
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antico mp e t i t i v e in any relev a n t marke t ”. 21 
It is extra o r d i n ar i l y dif ficult for the agenci e s to 

determi n e how big and whethe r ef ficiencies claime d by merging partie s are credib l e and merger 

speci fic. 22
  
In contra s t, it is relati v e l y strai g h t f o r w a r d to deter mi n e wheth e r two mergi n g firms are 

import a n t comp et i t o r s wit h each other. By study in g consum m a t e d merger s, we hope to devel o p a bette r 

unde r s t a n di n g of merg e r ef ficiencie s and how to includ e them in a prospe c t i v e merger analy si s. FTC 

economi s t Denis Breen’s (2004) work ing paper, “The Union Paci fic/Southe r n Pacifi c Rail Merger: A 

Retros p e c t i v e on Merge r Bene fits,” provide s a car eful analy si s of the effi cienci es resultin g from a major 

rail merger. The Union Paci fic/Southe r n Paci fic (consum m a t e d in Septe mb e r 1996) merger was 

controv e r s i a l, largely beca us e of severe proble ms ass oc i a t e d with integ r a t i n g the two railr o a d s and a 

numbe r of major servi c e disru p t i o n s that occur r e d in mid-1997 to 1998. Breen finds, howev er, that many 

of the ef ficiencies cl ai med by the merging parties wer e rea liz e d. Furthe r, his analy si s sugges t s that the 

ef ficienci e s gener a t e d by integ r a t i n g the dupli c a t i v e parts of the comp e t i n g rail netwo r k s would not have 

occurr e d but for the merg e r. While only a single cas e study, 23
23 

Breen’ s paper suggests that the effi ciency 

bene fits of merger s can be substa n t i a l and that alte rna t i v e mechani s m s short of a merger, such as a 

contr a c t or joint vent u r e, would be un likel y to generat e si mila r cost savings. 

A recent paper by FTC staff economi st s, Tay lor and Hosken (2004), esti mat e s the price effect s of a major 

conso l i d a t i o n in the re fi
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gover n men t. 24 
 
In fact, the chang e in conce n t r a t i o n resul t i n g from the MAP joint ventu r e in the Midwe s t 

was larger t h a n that for many petro l e u m merge r s sub se q u e n t ly chall e n g e d by the gover n men t. Using 

whole s a l e quant i t y data for all gasoli n e sold in the state of Kentuc k y, the market conce n t r a t i o n, as 

mea su r e d by the HHI, increa s e d by about 800 points to 2263 followi n g the mer g e r. 25 The study exa min e s 

the retail and wholes a l e (rack) prices of gasoli n e in th e market arguabl y most likely to experie n c e a price 

incre a s e follo w i n g the merge r: Louisv i l le, Kentuc k y. Louisv i l l e appea r e d to be a good candid a t e for a 

post-merger antic o mp e t i t i v e price incre a s e becau s e Mara t h o n and Ashland were both major mark e t 

parti c i p a n t s, the marke t was conce n t r a t e d, and th e Louisv i l l e metrop o l i t a n area used a so me wh a t unique 

“refo r mu l a t e d ” gasol i n e not used by nearb y regio n s. Thus, re finers and distr i b u t o r s opera t i n g nearb y 

(selli n g conv e n t i o n a l, not refo r mu l a t e d, gasol i n e) may not have been able to disci p l i n e an antic o mp e t i t i v e 

price increa s e in Louisv i l l e. 

< insert Figure 2 here > 

Figure 2 graphica l l y summar i z e s the results of the study. It is a plot of the diffe r e n c e in Louis v i l l e ’ s and 

Chicago’ s rack (wholes a l e) and retai l gasol i n e price s (and impli e d retai l margi n) pre-and post-merger. 26 

Tay lor and Hosken find no chang e in retai l price s follo w i n g the tran s a c t i o n. Rough l y 15 months 

follo w i n g the joint ventu r e, howeve r, the relat i v e whole s a l e (rack) price of gasoli n e incre a s e d rough ly 

three to five cents a gallon in Louisv i l l e. The wholes a l e pr ice increa s e appear e d to be the result of a 

supply shock for the produ c t i o n of the refor mu l a t e d g asol i n e consu m e d in Louis v i l l e rathe r than of the 

                                                 
24 MAP was consu mma ted on Janu ar y 1, 1998. Accordin g to indu s tr y public a tio n s, the joint ventu r e was revie w ed 

by the FTC; howev er, the FTC took no action to mod ify th e tran saction (see Taylo r and Hosken, 2004, pp. 7–10 for 

a descrip tion of the transaction). 

25 Ideally, concen tration wou ld be measu r ed usin g retail and wholesale market share data for the regio n bein g 

stu d ied, Louisv ille, Kentu cky. Unfo rtu n ately, the Departmen t of Energy’s, Energy Informatio n Admini stratio n only 

has quan tity data to calcu late HHIs at the state lev el for who lesale (prime supp lier) sales of all gaso lin e 
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joint ventu r e. 27  Interest i n g l y, the wholesa l e price incr e a s e was not passe d throu g h at retai l: gaso li n e 

retail e r s pay ing the rack price absorb e d mo st of the price increa s e in the form of lower retail margin s. 

Rack-suppl i e d stati o n s were proba b l y unabl e to pass throu g h their w holesale pri ce increa se becaus e they 

co mp et e d wit h other stati o n s in Louisv i ll e that did not experi e n c e a wholes a l e pri ce incre a s e (roughly 

30% o f gasol in e sold in Louis v i l l e was sold by comp a n y-owned stati o n s that paid a “deal e r t a n k-wagon ” 

wholes a l e pri ce that did not increa s e) and with sta ti o n s in the Indian a subur b s of Louis v i l l e selli n g 

conve n t i o n a l gasol i n e (that did not experi e n c e a whol es a l e price increa s e). This study illust r a t e s the 

impor t a n c e of exa mi n i n g both whole s a l e and retai l pr ices in esti mat i n g the price effect s of gasolin e 

merg e r s. An exami n a t i o n of only whol es a l e pric e s woul d have sugge s t e d that the merge r rais e d consu m e r 

prices. More genera l l y, the paper shows the import a n c e of incor p o r a t i n g insti t u t i o n a l factor s into studie s 

analy zi n g the co mp et i t i v e effect s of merger s. 

IV.	The	Role	of	the 	Retail 	Sector	

M e r g e r inves t i g at i o n s must be compl e t e d withi n



 

16 

 



 

17 

 

pricing behavi o r of multi-produc t retail e r s that  sell two types of goods: goods for which price 

discri mi n a t i o n over time is feasib l e (goods that ca n be stored for future consump t i o n), and goods 

that must be consume d in the curren t period.  Their model con firms so me of the intui t io n of exist i n g 

paper s, but also bette r descr i b e s real-world prici n g behav i o r. 

Recent empir i c a l work sugges t s that retail price s chang e  much more freque n t ly than can be explai n e d by 

funda men t a l shif t s in cost or long-run chang e s in deman d. 29 
 
The reaso n s for large persi s t e n t chang e s in 

retail prices are likely endogenous, in way s that comp l i c a t e deman d est im a t i o n. As noted above, retai l e r s 

(and manuf a c t u r e r s) face incen t i v e s to price discr i mi n a t e  over ti me for those produc t s that consu me r s can 

store, and recent empir i c a l evide n c e sugge s t s consu me r  inve n t o ry beha v i o r is impor t a n t for such good s. 30  

This fi nding sugge s t s that stati c deman d model s likel y overe s t i ma t e deman d elast i c i t i e s. 31  In addit i o n, 

retai l e r s disco u n t more popul a r produ c t s (those in mo r e consu me r s ’ bundl e s) mor e often than less popul a r 

items. This li kel y resul t s becau s e low price s on popula r items are mor e likely to bring consum e r s into the 

store (so calle d “loss-leader s ”). Relat ed l y, product s are more like l y to go on sale duri n g peri o d s of peak 

deman d when the stand a r d stati c m odel predi c t s price s shoul d increa s e. 32
 

Taken toget h e r, these empi r i c a l and theor e t i c a l resul t s sugge s t that co mpet i t i o n betwe e n retai l e r s is much 

more subt l e and comp l e x than can be captu r e d with simp l e price-setti n g model s of comp e t i t i o n. 

Superm a r k e t s co mp et e for consum e r s by offeri n g disc o u n t e d price s on a bundle of produc t s, where the set 

of prices discou n t e d change s fro m week to week. Consu mers gener al l y purcha s e bundle s of produc t s at a 

single store (to economi z e on shopp i n g costs). In  addit i o n, becau s e consu m e r s shop for bundle s of 

                                                 
29 See, e.g., MacDonald (2000), Chevalier et al . (2003), and Hosken and Reiff en (2004a, b). 

30 Hende l and Nevo (2002) and Pesen do rf e r (2002) find strong empirical evidence th at consu mer s buy pro du cts on 

“sale” and take them into consume r invent o r y. 

31 When prices are lower than they are expected to be in the futu re, consumers may purch ase for both current and 

futu r e consu mp tio n. The stand a rd deman d mode l meas u r es a purc h as ing elas ticit y (how purch a s e s respo nd given a 

change in relative prices) rather than a consumption elastic ity (how consume r cons u mp tio n respo nd s to a chan g e in 

relativ e prices). The consu mp tio n elasticity is  what is relevan t to welfare analysis. 

32 This finding is supported by recent empirical resear ch, (see Ch evalier et al., 2003; Hosk en and Reiffen, 2004b). 
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roduct s, estim a t i n g dema n d for any singl e prod u c t may be omit t i n g impo r t a n t mult i-produ c t 

consi d e r a t i o n s. 

2.	
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Bargaini n g betwe e n manuf a c t u r e r s a nd retai l e r s and the exist e n c e of non-linear contr a c t s furth e r 

co mp l i c a t e s the probl e m of drawi n g infer e n c e s about  the effec t s of upstr e a m manuf a c t u r i n g merge r s. A 

recent Bureau worki n g paper, O’Brien and Sha ffe r (forthco mi n g), exa mine s a merger betwe e n 

manuf a c t u r e r s selli n g co mpe t i n g diffe r e n t i a t e d produc t s to a monop o ly retai l e r. In their model they find 

that if manuf a c t u r e r s can offer retai l e r s non-linea r contr a c t s and bundl e the mergi n g firms’ produ c t s, the 

merger leads to lower retail e r pro fits while havin g no effect o n consum e r welf ar e. The only effect of the 

merge r is to trans f e r rents from retai l e r s to manuf a c t u r e r s. Their paper is partic u l a r l y intere s t i n g in that it 

shows that an upstr e a m manuf a c t u r i n g merge r can harm retai l e r s witho u t harmi n g cons u me r s. While thei r 
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model s. For exa mp l e, the Bureau’ s work on healt h  claims emph as i z e s the role of advert i s i n g as 

infor ma t i o n. Yet, there are many quest i o n s about th e role that strate g i c choice s of price, quanti t y of 

marke t i n g, type of mark e t i n g (in-store promo t i o n, natio n a l adve r t i s i n g camp a i g n, promo t i o n s in local 

newsp a p e r s, new labels), and market i n g mes sa g e (pric e  message, taste mess age, health mes sa g e, reminder 

mess a g e) play in deman d esti m a t i o n and merge r pred i c t i o n. For examp l e, much adve r t i s i n g for cons u me r 

produ c t s takes place while items are bei ng offer e d at a low-price. Post merger, if retaile r s raise t h e i r 

price s, will this lead to a change in adver t i si n g or promo t i o n a l level s (Froeb et al., 2004). 

V.	Conclusion 	

Economi c resear c h on matter s aff ect i n g antitr u s t and consum e r pr ote ct i o n polic y is essen t i al to 

effecti v e govern me n t policy. Researc h by Bureau economi s t s has played a crucial role in 

impro v i n g gover n me n t polic y. Fiftee n years ago the American Bar Associat i o n recomme n d e d 

that the FTC devote “ ...m o r e resour c e s to basic resear c h on consume r protec t i o n issues ” (ABA 

Reprint, 1989, p. 435) and recognized that 

It is import a n t for economi s t s at the FTC to learn how retail market s for consu me r goods 
actually work. It is also im port a n t for consume r protec t i o n attorney s to learn, or be 
remi nd e d, how seemin g l y sensi b l e reme d i e s in these marke t s may have unexpe c t e d costs 
and drawbacks. 
 
Properl y harnes s e d, economi c analys i s has the potent i a l to shape consume r protec t i o n 
polic y in much the same fashi o n as it has in fluenced antitrust. (ABA Reprint, 1989, p. 
435). 

 
Did the FTC succeed in conduc t i n g the resear c h n eces s a r y to move consu me r prote c t i o n polic y 

forward during the intervening years? In the case of at least one area – the regulat i o n of health 

informa t i o n in food marketi n g – we believe that the answer is “yes ”. And we have evidence that 

our early resear c h on mo rtga g e disclo s u r e s is al so shaping policy outcomes. However, resources 

are limite d, and there are many more questi o n s than FTC economi s t s can answer – such as, the 

potenti a l bene fits of health claims for foods that do not meet the FDA’s “good food” thresh o l d s 

to qualif y for such claims, and the possib l e role of advertising on obesit y. We invite inquir i e s 

from acade mi c resea r c he r s who are looki n g fo r resear c h topics releva n t to policy. 
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The contri b u t i o n s of economi c resear c h to the antitr u s t missi o n are more subtle. Rather than 

affectin g broad new rules, Bureau research aids  economi s t s and lawyer s in conduc t i n g antitr u s t 

investig a t i o n s. For example, c onsistent with the ABA’s recomme
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