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Chapter |

THE YEAR IN SUMMARY

Fiscal year 1972 saw a marked strengthening and a consolidation of Commission efforts to carry out
its Congressional mandate to protect the American public, both consumers and businessmen, against
unfairness and deception in the marketplace.

This concerted effort to ensure maximum utilization and benefit from its limited resources of dollars
and manpower has become increasingly urgent in the face of a continued rise in the number of consumer
protection matters requiring the Commission's attention under the multiple statutes it administers.

During fiscal year 1972, for example, the Commission issued a sharply increased number of
consumer protection complaints and cease and desist orders. Consumer protection complaints were up
from 208 in 1971, to 281 in 1972; cease and desist orders, from 199 in 1971, to 273 in 1972.

Complaints specifically involving deceptive advertising under Section 5 of the FTC Act increased.
During 1972, the total number of Section 5 cases was 118, compared with 73 in the previous year.

In addition, Flammable Fabrics Act complaints rose from 51 in 1971 to 56 in 1972. Truth-in-
Lending complaints reached a high of 89, compared with 29 for the year before.

Under the Commission's reorganization plan of 1970, the twelve Regional Offices were given added
authority and responsibility. Infiscal year 1972, the Regional Offices handled 189 cases, compared with
89in 1971, asharprise.
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Consumer Protection

In the general area of consumer protection activity, the Commission in fiscal year 1972 concentrated
on consolidating the gains of the year before, while at the same time making further major advances.

First, the overall planning and priority process was both enlarged and refined. Planning and
priorities are mandatory, since the Commission must closely monitor its activities to achieve the greatest
benefits from the expenditures of its limited resources.

During the year, the Commission devel oped a number of detailed program planning guides. More
arein progress.

Each guide is designed to identify and analyze a specific major consumer problem area concerning
which effective corrective action can be taken by the Commission and its staff.

The guides eval uate the major impact and consequences of the unfairness or deception under
examination. Attention is given, among other things, to the numbers and kinds of consumers affected,
the potential economic and socia loss resulting from the malpractice, its geographical dispersion, and the
probable effectiveness of a Commission order.

Development of the guides permits the Commission to make rational choices among the many
competing demands on its resources. Maximum return for each invested tax dollar can he thus assured.

Second, the Commission pressed forward with its exploration of waysin which Commission orders
can be made more meaningful with regard to maximum consumer protection. In selected cases, proposed
cease and desist orders were expanded to include the ordering of corrective advertising, the making of
refunds, disclosing of product limitations or hazards, door-to-door sales "cooling-off" requirements, and
the preserving of defenses for buyers signing negotiabl e instruments covering contracts for consumer
goods and services.



Third, the Commission devoted a major effort toward extending and developing its power to deal
effectively with widespread commercial abuses by means of Trade Regulation Rules. The effort was
thwarted, at least temporarily, by an adverse court decision. In the absence of this power, the
Commission must depend on voluntary cooperation with its Rules by industry members, supplemented
by formal complaints against those considered to be the most flagrant offenders.

Therefore, the Commission at year's end is continuing to explore ways of making its Trade
Regulation Rule proceedings effective pending appeal from the court's decision.

Fourth, during the year the Commission gave increasing attention to enforcement of its specialized
statutes. Particular emphasis was placed on the Flammable Fabrics Act. The Commission has proceeded
to enforce the recently established carpet and rug flammability standard, and the groundwork was laid for
strict enforcement of the new standard for the flammability of children's sleepwear. Where the public
safety isin issue, the Commission has used, and will continue to use, its powers to the utmost.



able, refinement and modification of the program is expected to result in increased usefulness to
consumers and competitors. At aminimum, advertisers have been encouraged to examine factual claims
carefully prior to their dissemination.

The Commission has also continued to work on planning procedures designed to allocate as
rationally as possible the resources it devotesto antitrust litigation. To aid in thistask, the Office of
Policy Planning and Evaluation, with assistance from the Bureau of Economics, constructed a prototype
model which can measure the benefits relative to the costs of alternate antitrust activities. When the
model becomes fully developed, it promisesto provide a universe of various antitrust problems across a
large number of industries so that the Commission can weigh the advantages and disadvantages of
pursuing itsinvestigations in certain areas and not in others. Since thisisthe first major attempt within
the Federal government to apply benefit-cost analysis to decision-making in the antitrust area, it
represents an important innovation which, if successful, should substantially aid the policy deliberations
and actions of the Commission.

Work on the effects of high market concentration continued during the year through both studies and
investigations. The emphasis on this structural feature arises from the proposition of economic theory,
which has been empirically confirmed, that high concentration can be a serious impediment to price
competition. Analysis of the circumstances in which dominance of the market by the few can lead to a
deterioration in overal industrial performance, not ssmply just in price behavior, isvery complex. The
Commission's effortsin the past year have increasingly sought to devel op knowledge about those areas



Chapter 11

CONSUMER PROTECTION

The Commission's activities directly relating to consumer oriented problems are entrusted to its
Bureau of Consumer Protection. The Federal Trade Commission Act is the principal source of authority
for the Bureau's work. Additional authority isfound in the more specialized textile and fur statutes, and
statutes specifically governing various aspects of consumer credit, and fair packaging and labeling of
consumer goods.

Each of the Bureau's nine divisions specialize in a particular aspect of the overall consumer
protection effort. Each Division, however, supports and closely coordinates its work with the work of
each of the othersin accordance with the policy objectives of the Commission. A unified effort on
behalf of consumer interestsis thus ensured.

Compliance

This Division enforces more than 7,500 Commission cease and desist orders issued to prevent false,
misleading and deceptive trade practices under the Federal Trade Commission Act; Truth In Lending
Act; Wool Products Labeling Act; Fur Products Labeling Act; Textile Fiber Products Identification Act;
and Flammable
Fabrics Act as amended.

Investigations by the Division to determine whether respondents are complying with the mandates of
an order start in many different ways. The Commission may have been dissatisfied with a respondent's
initial effort to demonstrate compliance, or a



respondent may not have submitted a compliance report as required by the Commission's orders.

Alleged violations are also brought to the Division's attention by consumer complaints,
Congressional inquiries, or the respondent's competitors.

During the past year, the Division initiated 147 investigations to determine the effects of orders
issued during the 1960's. One hundred investigative reports have been received and are under review.
Additional survey work has been planned for the coming year.

The Federal Trade Commission Act provides for acivil penalty of up to $5,000 for each violation of
aCommission order. When investigation of a respondent’s practices discloses violations, the Division
prepares the necessary pleadings for certification to the Attorney General, who is requested to bring suit
for the recovery of penalties. Nine cases are currently in various stages of litigation in United States
courts around the Nation, and five more are pending with the Justice Department. In the past year the
courts awarded $158,000 in civil penalty proceedings initiated by this Division.

Consumer Education

This Division developed and supervised a consumer education program designed to increase
consumer competence in the marketplace and to increase consumer understanding of marketplace
problems. Carried out primarily through the Commission's Regional Offices, the program content was
limited to subjects related to FTC jurisdiction.

FTC's consumer education program complemented its enforcement activities, with resulting variety
of emphases among the various Regional Offices. Major stress was given to the following topics: truth in
lending terms and other credit practices, common-



Place market deceptions, unordered and undelivered merchandise, and unavailable supermarket specials.
The three primary objectives of the program were:

* Preventive education; such as, how to identify and avoid deceptive business practices and
misleading ads; how to take advantage of rights afforded by the truth in lending legislation or
FTC actions, etc.

* Remedial education; such as, how and when to speak up to the retailer or to the manufacturer;
when and how to report suspected violations of Commission orders or statutes enforced by the
FTC.

* Education to increase participation of consumersin FTC Trade Regulation Rule hearings; such
as those on holder-in-due-course, and undelivered merchandise.

Seeking consumer viewpoints, several Regional Offices conducted public hearings either on
marketplace problemsin general, or on specific problems, including talent and modeling agencies, debt
collection, and used-car purchasing. Not only were consumer concerns and problems identified but
widespread mass media exposure served to warrp42 Tc-Oh TD -OroblemsuThe tc.



other governmental and community agencies or groups regularly conducting education programs.

Evaluation

The Division of Evaluation is, in many ways, the "nerve center" of the Bureau. Itstask, inlarge part,
isto develop the Bureau's policy planning. It isthus responsible for carrying out the Commission's
directive that the work of the Bureau proceed in arational, orderly and efficient manner. The "shotgun”
approach to consumer problems is thus avoided, and the Bureau is enabled, on a cost/benefit basis, to
obtain the maximum amount of consumer protection for each dollar spent.
Analytic Program Guides were developed last year for a number of fields of possible interest to the
Commission. Each of the Guides analyzes, among other things, the classes of consumers affected, the
economic impact of the practices considered, the effectivenestmtloastailbledresmedis, am 0.005800tloirorlimtloaul3 Tan
the posgceed imic impsEach of t poo iBurw (oalle Bureau's polic educatiCor



National Advertising

This Division directs its law enforcement efforts toward national advertising practices, with an



from use of an advertised product. For example, consent orders negotiated last year with the six major
domestic manufacturers of cigarettes, require that all advertisements of their cigarettes include a clear
and conspicuous disclosure of the health hazards of cigarette smoking.

The beginning of fiscal year 1972 also marked the start of the Commission's Advertising
Substantiation Program, implemented primarily by this Division. Under this program, advertisers, upon
Commission demand, are required to substantiate objectively measurable claims of safety, performance,
efficacy, and comparative price. By year's end, the Division sent "Orders to File Special Reports' to
major advertisersin the following industries: domestic and foreign automobiles, television sets, air
conditioners, electric shavers, cough and cold remedies, toothpastes and denture cleaners, soaps and
detergents, and tires. Upon receiving answers to the requests from the industries involved, the
Commission places the data on the public record so the consumer may be able to evaluate the support '
for certain claims. Complaint action has been recommended in several cases in which the substantiation
submitted appears to be inaccurate or inadequate. Additional substantiation requests are currently in
preparation for issuance to other industry groups.

The effect on the environment of commercial products continued to be amajor concern, and advertising
based on claims of beneficial product effect was scrutinized carefully throughout the year. In two cases
currently in litigation, anti-pollution claims for gasoline were challenged asfalse. Another company was
cited for misrepresentation of the hazards involved in the use of its detergent product and for

mi srepresentations of government approval and endorsement of the product as safe and non-polluting.
Other matters involving representations of environmental impact of a company's practices or products
were under consideration at the close of the fiscal year.

The Division in the past fiscal year aso organized informational hearings to explore modern
advertising practices and the
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impact of advertising - particularly television advertising. The hearings, held in the fall of 1971,
provided aforum for the presentation and discussion before the Commissioners of existing relevant
information in this area and helped to identify areas where additional research would prove useful. The
participants included experts in the behavioral and social sciences, in marketing and business
administration, in consumer research and advertising, aswell as advertising practitioners and consumers.
The tremendous volume of information gathered for and during these hearings is now being analyzed.
The ultimate goal will be to provide the Commission with a better understanding of advertising and
marketing practices so that its charge to protect the public interest by regulating unfair or deceptive
advertising can be carried out more effectively.

The Division has continued its close scrutiny of food products advertising. A joint proceeding of the
Bureaus of Competition and Consumer Protection challenged, among other things, aleged false and
misleading nutritional, health, and weight reducing advertising claims by four major manufacturers of
cereals. Another food case concerned false nutritional and health food claims made in advertising of so-
called "organic" products.

Product demonstrations on television aso continued to be of interest to the Division last year. The
advertising of four different products was challenged on the grounds that rigged television
demonstrations fal sely asserted non-existent differences between the advertised products and competing
products. Another case alleged misrepresentations in television demonstrations of the superior drying
gualities of an antiperspirant spray.

Final orders were obtained in several sweepstakes cases in which the Commission challenged various
deceptive practices in the conduct of sweepstakes and contracts, including misrepresentation of the
methods used in awarding prizes and the quantity and value of the prizes awarded.

In addition to its other activities, the Division, under the mandate of the Public Health Cigarette
Smoking Act, prepared the
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Commission's annual report to Congress on the labeling and advertising of cigarettes. The Commission
also twice reported to Congress during the last fiscal year the results of its tests to determine the tar and
nicotine content in cigarettes. Tests for the tar and nicotine content of so-called "little cigars' were
conducted and will be published early in fiscal year 1973.

General Litigation

This Division is charged with major responsibility for coping ,with those unfair or deceptive acts or
practices which are outside the purview of the Division of National Advertising.

Door-to-door sales of magazines and encyclopedias were of special concern to the Division during
the past year.

Complaints were issued against the nation's first, second, and fourth largest sellers of encyclopedias,
door-to-door and by mail.

Two types of door-to-door magazine sales practices were also dealt with by the Division: "paid-
during-service" and cash subscriptions.

"Paid-during-service" describes subscription sales made on an installment basis. Typical complaints



Again, asaresult of Commission action last year, four consent orders involving cash subscriptions
were accepted.

In another area of the Division's concern, so-called multilevel distributorship plans made
considerable demands on the Division's enforcement resources. Characteristically, such plans offer two



lines. The Commission has frequently noted the expedience and economy of dealing at once with all
firms engaged in a questionable practice, rather than singling out one violator for corrective action while
his competitors continue unfettered in the same practices for which heisbeing held liable.

The work of the Division falls primarily into two major categories: Industry Guides and Trade
Regulation Rules.

Industry Guides arc interpretations by the Commission of the laws it administers. They represent
advance statements to business as to the position likely to be taken b the Commission in the event of
litigation over the subject matter covered. Generally, Guides constitute an attempt to head off such
litigation in advance by laying down ground rules relating to practices which may result in corrective
action by the Commission. Where such action is undertaken, however, it remains the staff's obligation to
prove that the specific practice engaged in by the charged company was unfair or deceptive, since a
Guide does not constitute an advance finding of the fact but is merely an advisory interpretation.

Trade Regulation Rules, on the other hand, are legally binding upon all parties within the intended
scope of the stated principles. Issued only after full open hearings at which al interested parties are
given an opportunity to participate, a Rule is always based on afinding by the Commission that the
practices in question are inherently unfair or deceptive when engaged in contrary to the Rule's provision.

During fiscal year 1972, the Commission adopted two new Trade Regulation Rules and three new
Industry Guides. It also amended an existing Trade Regulation Rule as well as a previously adopted
Industry Guide. At the sametime, staff effort wasinvested in five new proceedings relating to proposed
Trade Regulation Rules.



Pumps* and Care Labeling of Textile Wearing Apparel. The first Rule requires that a minimum octane
number derived from aformula set forth in the Rule be posted in a conspicuous and permanent manner
on gasoline pumps.

The second new Rule requires that atag or label be affixed or attached to any article of textile
wearing apparel, disclosing instructions for the care and maintenance of such article or apparel.

In addition, the Commission amended an existing Rule on Deceptive Advertising as to Sizes of
Viewable Pictures Shown by Television Receiving Sets so as to clarify rule provisions relating to the
disclosure of picture size measurements.

Three new Industry Guides adopted by the Commission during the year were:

Guidesfor Private Vocational and Home Study Schools, which proscribe the use of unfair and
deceptive acts and practices to obtain enrollments.

Guidesfor Use of the Word "Free" and Similar Representations which require certain necessary
disclosures, and apply to all "free" and similar offers, however made, which are conditional upon the
purchase of merchandise or services.

Guides for the Decorative Wall Paneling Industry, which deal with disclosuresin advertising and
labeling that relate to the construction, composition or appearance of industry products.

The Commission also issued Guides for the Feather and Down Industry, which supersede the Trade
Practice Rules for thisindustry originally issued on April 26, 1951. The Guides deal

*(On April 4, 1972 in Civil Action No. 1180-71, National Petroleum Refiners Association v. Federal
Trade Commission, the U.S. District Court for the District of Columbia ruled that the Federal Trade
Commission did not have the authority to issue Trade Regulation Rules and that, therefore, the
Commission's rule requiring the posting of octane ratings was null and void. This decision has been
appealed and is currently pending in U.S. Court of Appeals, District of Columbia. During the year,
Congress considered making a specific grant of rulemaking authority to the Commission. This proposal
was framed principally in two pieces of legislation, S. 986 and H.R. 4809.)
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generally with disclosures, tolerances; and other representations affecting the advertising and marketing
of the industry products.

In addition to the Rules and Guides adopted by the Commission during the fiscal year, work
continued at the Division level on five important new proposed Trade Regulation Rule proceedings:

Preservation of Buyers Claims and Defensesin Consumer Installment Sales. A proposed Rule that
relates to the commercial holder-in-due-course doctrine and the problem of preserving consumers rights
against sellers when the products they buy are damaged or perform unsatisfactorily.

Disclosure Requirements and Prohibitions Concerning Franchising. A proposed Rule designed to
deal with problems of consumer deception in the soliciting of prospective franchisees.

Undelivered Mad Order Merchandise and Services. A proposed Rule that deals with the problem of
undelivered merchandise and would require those who advertise and solicit the purchase of merchandise
by mail order to deliver such merchandise within 21 days from receipt of payment or to make prompt



and the transcript of the public hearing in connection with its original proposal in this rulemaking area,
the Commission amended and revised the original proposal which had been released for written
comment. The proposed Rule provides for certain disclosures to be made in advertising in connection
with representations concerning power output, power band or frequency response, or distortion
characteristics of sound power amplification equipment.






Consumer Credit and Special Programs

This Division is charged with devel oping and coordinating the Commission's consumer protection
programsin the broad areas of consumer credit and packaging. Specifically, thisincludes the Truth-In-
Lending Act, the Fair Credit Reporting Act, and the Fair Packaging and Labeling Act.

During the year, the emphasi s began to shift away from Truth-in- Lending cases, as the impact of
prior enforcement actions continued to promote a high degree of overall compliance. During the three
years of Truth-in-Lending compliance activity (the Act's effective date was July 1, 1969), 125 formal
complaint cases have been issued by the Commission. These, coupled with staff rendered informal
advice and the correction of a substantial number of relatively minor violations (over 45,000) by informal
procedures, has permitted a shift in emphasis to other areas, such asthe Fair Credit Reporting Act.

Effective near the beginning of fiscal year 1972, the Fair Credit Reporting Act represents the first
Federal regulation of the vast "consumer reporting” industry, composed primarily of credit bureaus and
investigative reporting companies. The staff responded to hundreds of industry and consumer inquiries
and commenced several investigations which are expected to be culminated in the coming months.

During the year, the first Commission-issued formal Interpretations under this Act wereissued. This
new procedure provides a means for rendering formal legal advice by the Commission and was instituted
because of the absence of statutory authority to implement the FCRA by administrative regulations. The
first such Interpretations published for public comment in March 1972, prompted over 1,000 comments -
enough interest to warrant a public hearing, which was scheduled for July 20 and 21, 1972.

The staff's FCRA enforcement program included several surveys during the year, including one
covering al major life
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insurance companies, since they are the Nation's primary users of investigative-type consumer reports.
Another survey consisted of inquiries from consumers who had been notified that their application for
credit had been denied because of information in their credit bureau files. These surveys proved to be
extremely valuable in determining the impact of this new law and in providing a basis for the
development of recommendations for legislative improvements.

In the area of credit cards, the staff surveyed alarge number of major credit card issuersto determine
the extent of their compliance with the new amendment to the Truth In Lending Act banning unsolicited
credit cards and limiting a consumer's liability in the event of lost or stolen cards.

The Commission issued a public statement reminding all credit card issuers not to persist in stating
on the back of credit cards and on billing statements that consumers are liable for unauthorized purchases
until the card issuer is notified that the card was lost or stolen. Thefirst forma complaint and order
involving unsolicited credit cards was issued during the past year.

In related activities involving credit cards, the Commission challenged one of the Nation's largest
credit card registration services for alleged misrepresentations as to the value of its services after the
effective date of the new amendment. The company is currently appealing to the full Commission a
Hearing Examiner's finding of law violations.

Other consumer credit cases involved credit billing practices; aleged false advertising of mail order
loans; unsolicited loans by mail; advertising and sales practices in connection with the rental of television
sets in low-income areas; door-to-door magazine sales practices; and land sales practices.

With regard to packaging, the Commission issued final regulations dealing with reduced-price claims
involving "cents-off," "economy size," "introductory offers," and related claims. The staff broadened the
scope of its packaging compliance program by
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conducting a preliminary study in the area of toy packaging practices.

One special project was begun during the year, with a substantial amount of preliminary investigative
activity and planning work accomplished. Thisisastudy of the impact of creditors remedies on
consumers, with a special emphasis upon "standard” contractual provisions that are relied upon by
creditors to the detriment of low-income consumers. The coming year should see this project develop
into a full-scale program having major implications for affected segments of the marketplace.

During the year, an annual report on packaging was submitted to Congress, and on Truth in Lending
to the Federal Reserve Board.

Textiles and Furs

Approximately 90 percent of the fiscal year 1972 man-hours of the Division of Textiles and Furs was
spent on activities related to the Flammable Fabrics Act, including enforcement of formal cases,
cooperation with the Department of Commerce in the promulgation of new standards of flammability,
and investigation of burninjury cases.

Although most new cases alleging violations of the Wool Products Labeling Act, the Textile Fiber
Products Identification Act, or the Fur Products Labeling Act are being assigned to the Regional Offices,
approximately 10 percent of the Division's time continues to be spent on those matters. During the fiscal
year 1972, rulemaking proceedings were initiated under the Textile Act upon four applications by fiber
producers for generic names for textile fibers claimed not to fall within existing generic classifications.

To facilitate its enforcement of the Flammable Fabrics Act, and to answer questions being raised by
respondents, the Commission published in the Federal Register on November 10, 1971, a
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statement of its Policy for Enforcement of the Flammable Fabrics Act, setting forth the enforcement
policy, objectives and procedures. The Commission also announced that a toll-free telephone number
would be available to consumers who wished to know the names of retailers who purchased flammable
goods from respondent manufacturers or importers. The toll-free number was established on November
30, 1971, and has been used by consumers not only for information about specific formal matters but also
for general information concerning products subject to the Flammable Fabrics Act.

During the first month of the past fiscal year, the Division began its enforcement of the Standard for
the Surface Flammability of Carpets and Rugs (DOC FF 1-70). The Division inspected carpet mills, and
found that a substantial amount of carpet was being manufactured which did not conform to the Standard
as promulgated by the Department of Commerce.

Extending the inspection program to carpet mills throughout the country, the Division's efforts
resulted in over 100 formal cases involving violation of the Flammable Fabrics Act. The Division aso
engaged in extensive industry counseling and public education about the Standard.

In December 1971, the Division began enforcement of the Standards for the Surface Flammability of
Small Carpets and Rugs, (DOC FF 2-70). Here, too, a considerable amount of industry counseling and
public education was necessary. This Standard applies to carpets and rugs less than 4 ft.-by-6 ft. in size
and requires that such carpets either meet the flammability standards or bear a cautionary label warning
the consumer that they do not meet the minimum flammability requirements.

The Commission last year approved an alternative procedure for washing flame-retarded hide rugs
before testing under the carpet flammability standard. The procedure provides away to determine the
permanency of the flame-retardant treatment. The Commission also tentatively approved an alternative
washing procedure for Flokati rugs.
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The Division worked closely with the Department of Commerce and private industry concerning
problems associated with the enforcement of the Standard for the Flammability of Children's Sleepwear,
(DOC FF 3-71 became effective on July 29, 1972). Early in 1972 the Commission had issued an
enforcement policy statement relating to the Children's Sleepwear Standard.

Following publication of the Department of Commerce's Flammability Standard for Mattresses,
(DOC FF 4-72) in June 1972 (to become effective in June 1973), the Division began a detailed evaluation
of the Standard and met with many industry members affected by the Standard.

The Division continued its enforcement of Commercial Standard 191-53, the Flammability Standard
for Wearing Apparel, including matters relating to compliance with the present flammability standard by
sleepwear manufacturers and sleepwear fabric manufacturers.

The Division investigated some 79 burn injury cases brought to its attention through various sources,
including fire officials, newspaper reports, Congressional inquiries, and the burn victims themsel ves.

The Division Was a so involved in rulemaking proceedings under the Flammable Fabrics Act
regulations relative to Reasonable and Representative Tests and Recordkeeping Requirements Relating to
Carpet Guarantees under DOC FF 1-70.

The Textiles and Furs Laboratory, relocated during the year in larger quartersin the main
Commission Building, greatly increased the number of tests performed in determining the flammability
of products subject to the Flammable Fabrics Act and for which the Department of Commerce has
promulgated standards. The laboratory has also continued its testing for fiber content of fibers, yarns,
and fabrics subject to the labeling Acts enforced by the Commission. Fur products represented as
"natural” were also analyzed to ascertain whether they were dyed or color-altered.
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During fiscal year 1972, the laboratory made the following number of tests and analyses:

Wool Textile Fur Flammable Fabrics Total
71 81 75 3,503 3,730

A total of 1,752 Continuing Guaranties were filed with the Division under the Wool, Textile, Fur and
Flammable Fabrics Acts. There are now approximately 37,200 such guaranties on file and available for
inspection by the public. A confidential file, also maintained by the Division, now records over 40,000
registered identification numbers under the Wool, Fur and Textile Acts, with the



conflicts, and suggest uniformity. In addition, local programs designed to prevent trade restraints,
discriminatory trade practices, and anti-competitive methods were reviewed.

Second, regular liai son wasestablished with the President's Officefor Consumer Affairs, the Department
of Justice, the Securities and Exchange Commission, the Postal Service, and members of the Attorneys
General Committee on Consumer Affairs, on problems of general interest and methods of cooperation.

Third, work continued on the processing of a continuous flow of requests for information on consumer
protection complaints and legal research matters from state and city officials throughout the Nation.
Finally, there was increased cooperation with other Federal agencies in connection with their consumer
protection work for cities, counties, and statesthat wished to establish local units of consumer protection as
part of their official structure of government.
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APPENDIX 11-1

DIVISION OF TEXTILES AND FURS
OPERATIONS AND STATUS REPORT FOR YEAR ENDING JUNE 30,1972

(TEXT NOT AVAILABLE- SEE IMAGE)
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Hearing Aids

Concern for consumer purchasing power was amotivating force behind the Bureau's investigationsinto
the hearing aid industry. Complaints concerning the high price of hearing aids prompted investigationsinto
various distribution practices to determine whether these practices contribute to or maintain the allegedly
high prices.

Cereal Industry

Last year the Bureau, assisted by the Bureaus of Economics and Consumer Protection, devoted significant
resources to an investigation of the ready-to-cat cereal industry. The investigation resulted in a complaint,
now in adjudication, alleging that monopoly structure of the industry has been created and maintained
through various practices, including the use of deceptive advertising. The complaint is challenging the
alleged unfair and deceptive practices, as well as the resultant market structure.

Shopping Centers

Shopping centers are arelatively recent development in retail marketing and have assumed avita role
in the sale of every kind of consumer product. Their rise to economic significance has been made possible
by the growth of suburban areasaround the Nation's major citiesand the devel opment of beltways permitting
rapid movement by automobile. The Commission issued two complaints last year aleging that restrictive
provisions in shopping center cases may foreclose competition. Additional efforts arc being devoted to
developing a program to eliminate such restrictive agreements where they are found to affect competition
adversdly.
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Franchising

TheBureau'sconcernfor theindependent businessmanwasal soreflected initsactivity inthefranchising
area. Restrictionswhich allegedly limit franchisees' business decisionswere challenged in acomplaint, and
the Bureau began several investigations to learn whether franchisor restrictions upon the purchasing of
materials or supplies are unlawful restraints.

Far Trade

In keeping with its continuing interest in abuse of thefair trade exception to the antitrust law, the Bureau
of Competition, during fiscal year 1972, began acomprehensivereview of thefair trade programs of several
national manufacturers. One such investigation resulted in a complaint.

Robinson-Patman Enforcement

Potential Robinson-Patman violations often are discovered during investigations into other complaints
and industry programs. Thus, the Bureau's existing investigationsinto shopping centers, small and minority
business programs, auto parts distribution practices, and zone pricing by the petroleumindustry, all involved
simultaneous Robinson-Patman analysis.

Duringfiscal year 1972, several important casesinvolved alleged Robinson-Patmanviolations, including
store brand and national brand marketing practices. Eight cases involving Robinson-Patman matters
currently are in adjudication.
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Automobile Parts

The Commission haslong had an interest in the auto partsindustry, especially with regard to so-called
"crash parts." During the past fiscal



pliance must first be obtained and processed, followed by investigationsto seeif thereis order compliance.

Oncethe Bureau determinesthat an order has been violated, it startsacivil penalty action by certifying
the facts to the Department of justice, which in turn files a case in an appropriate district court. Although
the Bureau has been active in its compliance duties, during the past year it has also vigorously pursued civil
penalty actions.

Animportant tool for assuring complianceistheimposition of asubstantial civil penalty, and the Bureau
has been seeking this remedy on the theory that failure to divest, or forbidden acquisition with subsequent
holding, are continuing violations. The District Court in the Tenth Circuit ruled against the Commissionin
U.S. v. ITT Continental, a decision currently on appeal. The Bureau has continued its effortsin U.S. v.
Beatrice Foods, a case in which over $2 million in civil penaltiesis being sought.

USDA Liaison

To avoid unnecessary duplication of effort by the two agencies, the Bureau conducts and maintains
liaison activities for the Commission with the Packers & Stockyards Division of the, U.S. Department of
Agriculture, which has related responsibilities with respect to meat packers.

Accounting

Duringfiscal 1972, accountantsin the Bureau furnished accounting servicesin connection with 16 price
discrimination and discriminatory allowances cases, 23 anti-merger cases and 13 cases involving unfair
methods of competition and deceptive practices. Accounting serviceswere also furnished to the Bureau of
Con-



sumer Protection in connection with hearings on trade practice rules for franchising.

The Bureau accountants also compiled and prepared for publication the Report of the Federal Trade
Commissionon Rates Of Returnin Sel ected M anufacturing Industries 1961-1970, and preliminary work was
doneonthereport for 1962-1971. Thisreportisused by other government agencies, economists, universities

also



Chapter IV

ECONOMICS

Professionally competent research and advice on mattersrequiring well-reasoned economic analysisare
indispensable to the Commission's effortsin the areas of consumer protection and anti-
monopoly.

In creating the Federal Trade Commission, Congress intended that economic reporting and analysis
would be instrumental in efforts to curb monopoly power.

Economic Studies and Reports

Since its peak in 1969, the downward trend in merger activity has continued, justifying the Bureau's
increased emphasis on studies and analyses of the effects of high concentration in many industries.

Appendix 1V-1, page 44, indicates that substantial proportion of manufacturing industries is
concentrated; i.e., where four firms account for 50 percent or more of sales. A considerable body of
economic evidence showsthat pricing islikely to be less than competitive in such industries. Inthefuture,
the Bureau'sprincipal effort will bedirected towards hel ping the Commission determinewhat should bedone
about industries characterized by high concentration.
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Statistical Reports

During the past fiscal year, the Bureau issued two annual statistical reports on merger activity. Entitled
Current Trendsin Merger Activity, 1971 and Large Mergersin Manufacturing and Mining 1948-1971, they
serve as standard statistical sources for researchersin the merger fields.

As noted earlier, mergers continued their downward movement from the peak reached in 1969. In
manufacturing and mining combined, the preliminary estimate of acquisitionswas1,011in 1971, downfrom
2,307 1n 1969 and 1,351 in 1970 (Appendix 1V-2, page 45). The preliminary estimate of the dollar value of
assets acquired was $2.5 billion in 1971, in contrast to $11.4 billion and $6.3 billion in 1969 and 1970,
respectively.

The services sector, second only to manufacturing as the most important area of merger activity,
experienced the same, though more moderate, downward trend. Therefore, services' relative contribution
to overall merger activity increased to around 50 percent, up from about 33 percent in 1969.

Acquisitionsinvolving very large firms, those with over $100 million in assets, showed a continuation
of the decline begun in 1969, when 20 were recorded. In 1970, 12 large-company acquisitions were
recorded. Four of these were spin-offsfrom existing firms. 1n 1971, only fivetook place, two of these spin-
offsfrom existing firms.

The Bureau of Economics aso monitors changes in aggregate concentration, the share of total
corporation assets in the manufacturing sector held by the largest 100 and 200 manufacturing corporations.
In 1969, the respective percentages were 48.2 percent and 60.1 percent; in 1970, the respective percentages
were 48.5 percent and 60.4 percent.
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Economic Reports

In fiscal year 1972, one staff economic report was issued, entitled, Interfuel Substitutability in the
Electric Utility Sector of theU.S. Economy. Also approved for release wasastatistical report entitled Value
of Shipments Data by Product Classfor 1,000 Largest Manufacturing Companiesof 1950. Thisreport con-
tains the underlying data for the Report of the Federal Trade Commission on Industrial Concentration and
Product Diversification in the 1,000 Largest Manufacturing Companies: 1950, (January 1957).

The release of the backup data underlying the FTC's earlier report, referred to above, will provide
valuable raw material for additional studiesto be undertaken by academic scholarsinterested in the area of
industrial organization. The Commission's willingness to make avail able the basic data behind a study re-
presents a desire to broaden the participation in research, a necessary undertaking if knowledge on critical
matters affecting antitrust and consumer protection policy isto be advanced.

Concentrated Industries

The Commission has approved studiesof electrical machinery, autos, prescription drugs, and the energy
sector. In each, a particular issue is being examined. For electrical machinery, the Bureau will make an
examination of the efficacy of the antitrust litigation of 1960 in stopping the price-fixing conspiracy. Some
feel that unless there is a reduction in concentration, price coordination will continue in markets like

ofe-stoppin



theindustry. Thepolicy would, however, increase output and bring withit the attendant effects of congestion
and pollution. Therefore, the study of autoswill examinetheimpact upon theindustry of the Environmental
Protection Agency's efforts to reduce and eliminate these social costs. Such information is critical to an
intelligent determination of appropriate antitrust policy.

In the prescription drug study, the focus will be on the impact of expiring patents on sales promotion
costs. It isaleged by many students of the industry that patents are a major barrier to new entry. When
patents expire, therefore, more competition should arise, unless heavy outlays on sales promotion substitute
for the absence of patents.

In the energy area, one structural study is completed and the remaining one is near completion. The
performance studies, the effect of oil-company acquisitions of non-oil fuel producers on research and
development and pricing, are in the planning stages.

Policy Planning
Infiscal year 1972 the Bureau began intensive work to devel op amodel which will help the Commission

plan arational alocation of resourcesin itsantitrust litigation. Thiswork iswell under way, and theinitial
results indicate a potential for considerable success.

Economic Evidence

The Bureau's Economic Evidence staff during the past fiscal year was active in over

onec



The Premerger Notification Program completeditsthird full year






assets of all 200,000 manufacturing * corporations in the United States. These figures compare with 102
corporate manufacturers, each with assets exceeding $1 billion, which accounted for 48 percent of the total
assets of all manufacturing corporations two years earlier and whose total assets average $2.6 billion. (See
FTC Annual Report 1970, Table 2, p. 48.)

Profit rates (rates of return) slipped from levelsreached in the second quarter of 1971, but remained above
the low point reached in the fourth quarter of 1970. Profit rates of al manufacturing corporations on
stockholders equity and sales, both before and after taxes, for each quarter inthe 1961-1971 period, aregiven
in Appendix V-4, page 47. This appendix shows the quarter-by-quarter profit rates from the first quarter
1961 through to the second quarter 1966 peak to thefourth quarter 1970 through, and the profit ratesfor 1971
and thefirst quarter in 1972.

! The total asset figure in Appendix 1V-3, page 46, arises from n






APPENDIX V-2

MANUFACTURING AND MINING FIRMS ACQUIRED
1948-1971
EXHIBIT - TEXT NOT AVAILABLE - SEE IMAGE



APPENDIX V-1

Distribution of Manufacturing Industries by 4-Firm
Concentration - Ratio Quartiles, 1966

EXHIBIT - TEXT NOT AVAILABLE - SEE IMAGE

Note: The manufacturing sector is composed of 417 industry categories. Excluded from the above
tabulation are: 15industry categories composed of products”not el sewhereclassified" within major industry
groups; 18 local or small regional market industries; and the newspaper and periodical industries. The
Census did not publish 1966 concentration ratios for 29 industries. For these 29 industries, 1963
concentration ratios were used.

Source: Annual Survey of Manufacturers: 1966, Vaue-of Shipment Concentration Ratios by
Industry, U.S. Bureau of the Census. See also, Studies by the Staff of the Cabinet Committee on Price
Stability, January 1969, p. 57.






APPENDIX V-3

EXHIBIT - TEXT NOT AVAILABLE - SEE IMAGE
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APPENDIX 1V-4
Profit Rates of All Manufacturing Corporations 1961 - 1972

EXHIBIT - TEXT NOT AVAILABLE - SEE IMAGE
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Chapter V

REGIONAL OPERATIONS

As aFederal law enforcement agency with responsibility for regulating many types of business
activities throughout the Nation, the Commission maintains, in addition to its central headquartersin
Washington, D.C., Regional Officesin various major metropolitan areas. The Commission has 12
Regional Offices, which operate under the general supervision of the FTC Executive Director. These
Offices are located in Atlanta, Boston, Cleveland, Chicago, Dallas-New Orleans, Kansas City, Los
Angeles, New Y ork, San Francisco, Seattle and Washington, D.C. The Commission also maintains 12
smaller subordinate officesin cities located within the above regions. (See pages iii-iv.)

Responsibility for carrying out the Commission's mandate to preserve free and fair competitionis
shared by the Regional Offices and headquarters. To facilitate coordination of their respective activities,
the Commission in fiscal year 1972 established the Office of the Assistant Executive Director for Legal
Coordination. This officeisresponsible for planning, coordinating and reviewing all consumer
protection and antitrust functions of the Regional Offices.

At present, about one-third of the Commission's staff is located in Regional Offices, including
approximately 145 lawyers, 100 consumer protection speciaists, and 135 clerical personnel. Consumer
protection specialists, first used on alarge scalein fiscal 1971, have increasingly handled the bulk of the
work involved in business and consumer education, textile and fur, flammability, and Truth-in-Lending
investigations, and Federal-state coordination activities. Perhaps most importantly, they actively
participate with regional attorneys in the conduct of investigations and litigation.
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Casawork and Investigations

A major goal of the Commission isto achieve more effective participation of Regional Officesin
Commission law enforcement activities. Regional Offices have been delegated authority to initiate
preliminary investigations; to conduct investigational hearings; to issue subpoenas and accept returns; to
negotiate consent settlement agreements for the Commission's appr