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PART I

THE GOAL: A Vigorous and Honest Free Market

The FTC's congressional mandate - a legacy from Theodore Roosevelt, Woodrow Wilson and
Louis Brandeis, among other great Americans - is to root out abuses of market power and enhance
the role of competition and the sovereign informed consumer as regulators of the marketplace. This
mandate embodies a strong faith in the ability of the marketplace to allocate goods and services
efficiently, and a determination that the market mechanism must not be distorted by those whowould
prefer to control markets to their own ends, whether under the protective umbrella of government
regulation or by private regulation through price-fixing, collusion, or other anticompetitive restraints.
Today, as inflation takes an increasingly heavy toll on our economy, this mandate acquires
renewed force. The Commission has thus concentrated its activities on those 00 rgo00 0.0000 cmO 0.00



Fighting over-regulation. The FTC seeks to enhance the free market, not supplant it. It
consistently challenges regulations that stifle competition by protecting industries and professions
from market forces. And rather than protect consumers by making purchasing decisions for them,
the FTC empowers them to make comparative choices for themselves, by ensuring that they get the
product information they need. Competition and product information help restore consumer
sovereignty, and eliminate much of the need for direct regulation of the market.



PART Il

THE STRATEGY:: Keeping Down Costs in Critical Consumer Sectors

While the Commission's operations are structured around its three principal missions
(competition, economics, and consumer protection), our strategies have been integrated to focus on
the consumer sections most affected by inflation: health care, food, housing, transportation, energy,
and clothing. The activities described below are just some examples of recent FTC actions; they
were all initiated or carried on36 FjBaV ¥Y.6at 200 § il 3301 ek ive reoel 00 64PPe DI p2Ovides1frO gTf(38 10
a more detailed description of each FTC action taken in FY 1978.)

A. Health Care takes 14 cents of every consumer dollar. Key FTC initiatives in this area:

. of arule removing restrictions on price advertising of eyeglasses, contact lenses, and
eye exams and requiring that eye doctors provide consumers with prescriptions (thereby letting
consumers comparison shop).



* issuance of a consent order barring the Indiana Dental Association from inducing its
members not to cooperate with health insurers' cost containment programs.

These health care matters are still in progress:

* an investigation of physician control of Blue Shield plans, which may tend to increase
physician fee levels.

» arulemaking proceeding to determine whether manufacturers of hearing aids should provide
more information to consumers.

 litigation inwhich an FTC administrative law judge's initial decision - which is subject to full
Commission review - held that the American Medical Association has unlawfully limited advertising
by physicians (Nov. 1978).

» arulemaking proceeding to determine whether advertising aimed at children is unfair, and
whether it adversely affects their health.

B. Food takes 20 cents of every consumer dollar. Key FTC initiatives:

» hearings on a proposed rule which the Commission’s staff contends would eliminate false or
deceptive advertised claims for energy, natural/organic, health, fat and cholesterol attributes of food
products.

» final staff recommendations on a proposed rule which would, if adopted by the Commission,
require that protein supplement products carry disclosures concerning normal dietary need for such
products.

» continuation of litigation against major cereal manufacturers, involving monopolization
issues.

» issuance of final orders to end exclusive territorial franchises for soft drink distribution (Coca
Cola and Pepsico, Inc.).



C. Housing takes 29 cents of every consumer dollar. Key FTC initiatives:

» issuance of decisions and orders barring anticompetitive acquisitions involving asphalt and
tar roofing Jim Walter Corporation) and fiberglass-reinforced plastic panels (Reichhold Chemicals).

» issuance of a decision and order barring anticompetitive pricing practices in the plywood
industry (Boise Cascade).

» acceptance of aconsent agreement requiring divestiture by the Louisiana-Pacific Corporation
of an acquired plant that manufacturers medium density fiberboard.

» acceptance of a consent agreement providing for payment of $7 million to redress the injury
suffered by consumers who invested in Western Australian land alleged to be nearly worthless.

» acceptance of a consent agreement requiring Kaufman and Broad (the fifth largest U.S.
homebuilder) to warrant and repair structural defects in its homes.

These housing matters are still in progress:

* aninvestigation of the Portland cement industry, focusing on pricing systems in this major
construction industry.

* aninvestigation of competition in the real estate brokerage market.

 litigation of a complaint alleging that E.l. duPont de Nemours and Co. has attempted to
monopolize the market in titanium dioxide, a pigment for whitening of paints and other products.

» consideration of a proposed rule that would, if adopted, require disclosure of the "R" value
of insulation efficacy. The Commission's staff alleges this would enhance the ability of consumers
to comparison shop for insulation.

» hearings on a proposed rule that would, if adopted, set standards for warranties and dispute
settlement procedures in the sale of mobile homes.

5



» an investigation of alleged discriminatory "redlining" by home mortgage lenders.
* an investigation of competition in the manufacture of home insulation.

D. Transportation takes 18 cents of every consumer dollar. Key FTC initiatives:

» issuance of an order against Fruehauf Corp. requiring divestiture of an acquisition which
resulted in injury to competition in the markets for heavy duty wheels, heavy duty anti-skid braking

devices, and truck trailers.
» issuance of a consent order against Standard Oil of Ohio, prohibiting short-term dealer lease
contracts which may have induced dealers to carrycgsd®fi Ol 063003606) HaDerR8,(ho0 8dtesyBiE285.7200 581.0.

sold by Sohio.
These transportation matters are still in progress:

* amajor investigation of the structure, conduct and performance of the automobile industry
(the first since the Depression era),.
» hearings on a proposed ruu



» hearings on a proposed rule that would, if adopted, require energy efficiency labels on major
appliances and residential furnaces, showing average yearly energy



TEXT MISSING FROM ORIGINAL



PART I



» Steel imports. A report was sent to Congress showing the likely costs of the steel import
restrictions then being considered.

* National Commission for Reform of Antitrust Laws and Procedures. The FTC proposed
legislation that would permit a finding of monopolization in a government law enforcement suit on
the basis of substantial, persistent monopoly power, without a requirement that anticompetitive
conduct be shown. The legislation would focus on the problem of remedying anticompetitive
industry structure.

* Milkmarketing orders. A reportwasissued showing the distribution of the financial benefits
of Federal programs to
operators of various sizes and various geographic regions.

2. Support to the states.

* Generic drug substitution. A model act, designed to save consumers money by allowing
pharmacists to substitute lower-priced generic drugs, was proposed by the Commission and the
Department of HEW for adoption by the states.

» Life insurance cost disclosure. The Commission's staff is developing a model cost index,
permitting consumers to make price comparisons among life insurance policies, which many states
are considering adopting.

» Medicare supplement insurance ("Medigap"). A report has been issued discussing reported
marketing abuses and consumer deception in this $1 billion industry, and analyzing various public
policy options for Congress, the states, and the Commission.

3. Support and advice to other agencies.

Medical accreditation. Comments were filed by the Commission's staff with HEW,
emphasizing the need for considering competitive factors in the medical school accreditation process
(FY 1979).

* Railroads and trucks. The Commission and its staff participated in ICC proceedings, urging
an end to antitrust immunities and more rate and entry flexibility, in order to lower prices.
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» Airlines. The Commission and its staff participated in CAB proceedings, urging more rate
and entry flexibility.

* Equal Credit Opportunity Act. Comments were filed urging the Federal Reserve Board to
clarify that the Act covers real estate agencies and prohibits certain discriminatory practices.

* Department of Energy. Comments were filed by the Commission urging the Department to
apply a "competitive impact analysis"” to its major rules and regulations.

» Alcoholic beverages. The Commission has urged the Bureau of Alcohol, Tobacco, and
Firearms to permit comparative advertising of alcoholic beverages.

B. Injunctions. In Section 13(b) of the FTC Act, Congress authorized the Commission to seek
injunctions in Federal court when it has reason to believe that such a remedy for a law violation
would be in the public interest. During FY 1978 the Commission used this important tool in support
of both its competition and consumer protection missions. For example:

» the Commission prepared (and, afew weeks into FY 1979, won) a preliminary injunction suit
against



newspapers and magazines explaining its prior unsubstantiated claims.

* as a result of the Supreme Court's ruling upholding a 1975 Commission order against
Warner-Lambert, that company began in the fall of 1978 a $10 million corrective advertising
campaign. The corrective advertisements must inform consumers that Listerine, a mouthwash, offers
no protection or relief from colds or sore throats.

* inthe first order ever concluded between the FTC and a major home builder, Kaufman and
Broad, Inc. agreed to repair structural defects in houses purchased by consumers after Jan. 1, 1972.
the C



helps assure that consumers can comparison shop for low-cost eyeglasses.

* Vocational schools. The Commission required vocational schools to refund pro rata portions
of tuition to students who drop out, to disclose the school's records of drop-out and, where it has
made jobs or earnings claims, to disclose records of job placement. This rule enables students to
make informed comparisons among vocational schools. The refund provision gives an incentive to
the schools to provide quality services.

In several instances the Commission decided that rulemaking was unnecessary, although there
was some evidence of a consumer problem. Strategies other than rulemaking were thought to be
able to achieve appropriate objectives at a lower cost and with less disruption of the market. For
example, the Commission:

* declined to begin at this time its own rulemaking concerning the travel industry, and instead
supported the CAB's rulemaking d
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PART IV

EFFECTIVENESS

The FTC'seffectiveness is demonstrated by both the direct dollar savings its actions have brought
consumers and by reported indirect effects on the marketplace.

A. Directsavings. While precise savings are difficult to determine, some estimates of economic
impact are available. For example:

» Eyeglasses. Consumers pay $4 billion a year for eyeglasses and eye examinations. In states
where advertising was restricted, prices ranged 25 to 40 percent higher than where advertising was
permitted. Thus the FTC rule lifting restrictions on price advertising could save consumers as much
as $500 million a year.

* Formica. The FTC recently petitioned for cancellation of the Formica trademark on the
grounds that the trademark has become generic. It is estimated that cancellation could save
consumers over 35 million.

» Jeans. The day the FTC sued Levi Strauss for allegedly fixing the retail price of its blue
jeans, Levi's were selling from $15 to $17. Today, with vigorous price competition, the price ranges
from $10 to $14. The Commission's staff calculates that this development can save consumers $50
million annually.

* Audioequipment. Itisestimated that FTC orders barring resale price maintenance in audio
equipment have saved consumers $15 million a year.

* Redress. Various companies were required by Commission order to pay out a total of over
$10 million to redress consumer losses resulting from unfair or deceptive practices.
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B. Indirecteffects. Oftentimes preliminary actions taken by the Commission, such as the initiation
of investigations, the issuance of policy statements, and the commencement of rulemaking and
adjudicative proceedings, prompt voluntary responses by concerned parties. Such voluntary action,
taken without the compulsion of a final order or rule, may have far-ranging therapeutic effects in the
marketplace. Following are some examples that observers have cited, although it should be
cautioned that in the underlying Commission action mentioned, no final determinations have been
made by the Commission as to what the proper disposition should be:

* The Philadelphia Inquirer reports that Commission concern about the possible
anticompetitive implications of physician dominance of Blue Shield plans helped prompt the
Pennsylvania Medical Society to drop its opposition to proposed state legislation requiring non-
physician control of such plans.

» The Washington Post reports that "the ABC television network is cutting back 20 percent of
the advertising aimed at children. The move is an obvious response to an [FTC staff] proposal to
ban or limit television advertising aimed at children."”

* Immediatelyafter the Commission announced an investigation of alleged "redlining" by auto
insurance companies in East Los Angeles, the nation's largest auto insurance company reduced its
insurance rates 37% in the area; one month later another major firm reduced its rates 36% in the area.

» Soon after the Commission announced it would be looking carefully at "R" value (insulating
ability) claims for home insulation products and at safety disclosures on home insulation, a major
manufacturer reportedly reduced its claimed "R" value from 7.0 to 3.8, and the entire mineral wool
insulation industry agreed to voluntary health hazard disclosures on its packages.

»  After the Commission announced its investigation into restrictions on advertising of
veterinary goods and services, the American Veterinary Medical Association substantially relaxed
its strictures against advertising and advised state veterinary licensing boards to liberalize their
advertising regulations.

16



» Shortly after the Commission announced its industry-wide investigation of down-filled
products, a $700 million a year retail chain voluntarily ran a newspaper ad acknowledging that its
garments were not 100% down-filled as pr
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PART V

SIMPLIFYING, SPEEDING AND IMPROVING THE ADMINISTRATIVE PROCESS

The FTC seeks to make its administrative process more efficient and less burdensome, without
sacrificing fairness, openness, or accuracy. The Commission also attempts to maximize coordination
with other government entities. In 1978 we took major steps toward improving our administrative
process:

A. Eliminating unnecessary regulations. The Commission completed its review of 152 pre-
Magnuson-Moss Trade Practice Rules (each affecting a major manufacturing or retailing industry)
and eliminated all but 7; the remainder were simplified.

B. Cutting down on reporting requirements. The Commission eliminated 3,100 smaller firms
from the sample used to compile the Quarterly Financial Reportand it consolidated financial reports
of 600 firms so that they no longer must report the same data separately to both the FTC and the
SEC.

C. Speedingup the rulemaking process. Through expedited procedures, hearings on the proposed
"R" value insulation disclosure rule were completed within four months of its proposal, compared
to a previous average of 18 months. Hearings on the proposed Children's Advertising Rule will
confine cross-examination to particular issues remaining in dispute after the legislative phase of the
hearing is complete, thus streamlining that proceeding.

D. Speedingup administrative litigation. The Commission issued revised discoveryrules, giving
administrative law judges more control over ongoing litigation and imposing disincentives to delay
by parties. Italso established a working group which prepared recommendations for simplifying and
speeding complex litigation.

19



E. Avoiding the ""revolving door'. The Commission proposed changes to tighten and clarify its
clearance rules governing practices before the agency by former employees. It also sought comment
on a one-year flat ban on contacts with the agency by former Commissioners and senior staff.

F. Ensuring public participation. Under the statutory authority granted by the Magnuson-Moss
Act, the Commission attempted to ensure that all views could be presented at its rulemaking
proceedings by providing funding to many organizations which might otherwise have been unable
to participate. The recipients included small businesses affected by proposed rules.

G. Coordinating with sister agencies. The FTC began monthly meetings wi



PART VI

FTC MANAGEMENT IMPROVEMENTS

During FY 78, the Federal Trade Commission significantly improved its internal management
effectiveness.

A. Stronger Policy Planning. The Office of Policy Planning has been strengthened and its role
in planning the efficient use of the Commission's resources has been clarified. The Bureaus of
Consumer Protection and Competition have also formed planning units. Staff task forces have been
used to develop coordinated approaches to key problem areas and to promote effective resources use.
In addition, the Commission has held monthly policy planning sessions in key areas of Commission
concern to provide guidance to staff.

B. Cooperation within the agency. Cooperation between various Commission units has been
improved as a result of the work of staff task forces and the recruitment of outstanding managers.
The regional offices, in particular, have been more fully integrated into the activities of the
Commission, and have been given responsibilities for important initiatives.

C. Audits. A comprehensive management audit process was begun and audits of six operating
units were conducted to evaluate the effectiveness of resource use and productivity. These audits
have helped establish performance standards for managers, provided essential feedback to managers,
and increased accountability. They haveresulted in the establishment of new work control processes
and organizational restructuring.
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FINAL LITIGATED ORDERS
Consumer Protection Mission

1. Trans World Accounts, Inc. Ordered to stop using unfair and deceptive debt collection pract



7. Gold Bullion International Ltd. Ordered to stop distributing imitation numismatic items not






PART I1 (Investigative Stage) CONSENT ORDERS
ISSUED IN FINAL FORM

Consumer Protection Mission

1. Frankart Distributors, Inc., et al. Ordered to stop violating the FTC's guide for the household
furniture industry.

2. Dayco Corporation. Ordered to stop using deceptive means to market safety equipment.

3. East Providence Credit Union. Ordered to stop violating the Truth-in-Lending Act.

4. Zayre Corporation. Ordered to have advertised items readily available at or below the advertised
prices.

5. City Stores Co. Ordered to stop imposing unauthorized collection fees and to refund such fees
received since February 4, 1974,

6. Provident Credit Corp. of Pennsylvania. violating the Truth-in-Lending Act.

7. Food Fair Stores, Inc. Ordered to have readily available at or below advertised prices.

8. Shop Rite Foods, Inc. Ordered to have readily available at or below advertised prices.

9. Security Pacific Mortgage Corp. Ordered the Truth-in-Lending Act.

10. Ferrara imports, Ltd. Ordered to stop misbranding its wool products.

11. Insilco Corporation. Prohibited from misrepresenting the ease with which its pre-cut, build-it-
yourself houses can be constructed. The order requires the company to inform purchasers that they
may need the help of persons experienced in the building trade and that some localities require
licensed tradesmen to perform certain home building work.



cancel the transaction, and to comply with the Truth-in-Lending Act.

12. Firestone Photographs, Inc. Ordered to disclose material facts about its photographic franchises,
to cease misrepresenting earnings claims, and to provide a 10-day cooling-off period for a franchisee
to cancel the contract.

13. Hiken Furniture Company. Ordered to stop using unfair and deceptive sales and collection
practices, and to cease violating the Truth-in-Lending Act.

14. Mego International, Inc., et al. Prohibited in any advertisement from showing children using
electric hairdryers or other electrical personal grooming appliances without
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9. Aldens, Inc. The order would require Aldens to contact all waitresses who were denied credit
from October 28, 1975 until March 22, 1977 and invite them to reapply, and to consider the new
applications without regard to sex. The consentagreement which the firm signed is the firstaccepted
by the Commission under the Equal Credit Opportunity Act.

10. Kelcor Corp. The agreement would require the company to stop violating the Truth-in-Lending
Act, and to tell borrowers that credit insurance may result in interest charged at higher annual
percentage rates.

11. S. Klein, Inc. The Commission accepted a consent order which would require the firm to make
refunds to all layaway customers who had contracts unfairly canceled from August 1, 1976 to the
date the order becomes final. The proposed complaint alleges that the layaway contracts contain a
provision that unfairly requires layaway customers who are unable to continue payments on their
layaway purchases to forfeit all payments they previously made.

12. Credit Bureau Associates. The consent agreement would require the company to stop violating
the Fair Credit Reporting Act, to promptly reinvestigate disputed information in consumer reports,
and to notify the consumer of the results.

13. Moore and Associates. The order would require that the company comply with the Fair Credit
Reporting Act by preventing the improper use of obsolete information. Through this accepted
consent agreement, the FTC warned the growing check guarantee and rent guarantee industry that
it believes the information the industry gives subscribers must comply with the Fair Credit Reporting
Act.

14. Corning Glass Works and Owens-lllinois, Inc. The consent orders would require these two
manufacturers of disposable glass culture tubes to make refunds to certain end-use purchasers as
compensation for short count packages they may have bought in the past.

15. Marathon Oil Company. This consent order would prohibit retail credit collection lawsuits in
counties other than where the

12



defendant currently resides or resided at the time the credit contract was signed.

16. National Indemnity Company. This consent older would prohibit the company from violating
the Fair Credit Reporting Act's prenotification requirement when it seeks an investigative consumer
report on insurance applicants.

Competition Mission

1. California Medical Association. Prohibited from publishing relative value scales for use in
setting fees for professional services. (Relative value scales set out fixed ratios among fees for
various services.)

2. American Society of Anesthesiologists. Barred from prohibiting its members from accepting
salaried, rather than fee-for-service, employment.

3. Louisiana Pacific Corporation. Required to divest an acquired plant that manufactures medium.
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PART I11 (Litigation Stage) CONSENT AGREEMENTS
Consumer Protection Mission

1. Jetma Technical Institute, et al. Ordered to stop using deceptive sales tactics.

2. Gateway Overseas, Inc., et al. Ordered to stop representing the nature and effectiveness of
employment services programs.

3. Fisher Foods. Ordered to have advertised items available at or below the advertised prices.

4. The Kroger Company. Ordered to have advertised items readily available at or below the
advertised prices.

5. Safeway Stores, Inc. Ordered to sell advertised items at or below the advertised prices.

6. Driver Training Institute, Inc. This truck and tractor trailer driver training school was ordered
to establish a restitution fund of $50,000 to make pro-rata refunds to eligible former students, and
to allow all enrollees a 7-day cooling-off period to cancel their contracts.

7. Capital Builders, Inc. Home improvement firm ordered to provide credit customers whose
homes are taken as security, proper notice concerning their right to rescind under the Truth-in-
Lending Act. Additionally, the firm was ordered to make other required credit cost disclosures as
well as to make refunds to certain customers and to notify those customers of their eligibility for such
refunds.

8. United Builders, Inc. Home improvement firm ordered to provide credit customers whose homes
are taken as security, proper notice concerning their right to rescind under the Truth-in-Lending Act,
to make other required credit cost disclosures, to make refunds to certain customers, and to notify
those customers of their eligibility for such refunds.

9. Royal Furniture Company, Inc. The consent order would require this furniture retailer to provide
appropriate Truth-in-Lending disclosures in consumer credit transactions, to stop using harassing
debt collection practices, and to establish a procedure
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for handling consumer complaints regarding defective or damaged merchandise.

10. Coventry Builders, Inc. This consent order would prohibit this home improvement company
from failing to provide credit cost disclosures required by the Truth-in-Lending Act.

11. Vital-E, also known as Mail Order Services. This firm would be required to stop making false
claims about its vitamin products and weight loss devices, to disclose any health or cosmetic risks
their products pose, and to offer full refunds to purchasers of such products.

12. Grey Advertising, Inc. The order would bar the awo88



COMPLAINTS ISSUED IN FISCAL YEAR 1978
Consumer Protection Mission

1. Sears, Roebuck and Company. The complaint alleges that Sears has made deceptive and
unsubstantiated claims for the cleaning performance of its Lady Kenmore dishwashers. The
complaint alleges the advertising misrepresents that the dishwasher will completely remove, without
prior rinsing or scraping, all residue and film from all dishes and pots and pans used in normal
cooking and baking, and that the ""Sani-Wash" cycle destroys all harmful bacteria on the dishes. The
complaint also alleges that the firm has no reasonable basis for these claims.

2. Karr Preventive Medical Products, Inc. The FTC used its injunctive and administrative
complaint powers to challenge alleged unfair or deceptive practices used in marketing an acne
preparation sold through the mail for nearly $10 a bottle.

3. Ford Motor Company. The FTC issued a complaint alleging that Ford sold consumers
automobiles with defects (including "piston scuffing") without disclosing to prospective buyers or
current owners the existence of the defect or the existence of Ford's compensation programs. Failure
to disclose such information, the complaint alleges, may cause consumers substantial economic harm
due to their inability to avoid or prevent substantial damage to the engine of their vehicles.

4. Universal Training Service, Inc., et al. The complaint alleges the schools exaggerated to
prospective students the job opportunities that would be available at the end of the courses. The
complaint also alleges that the schools failed to disclose important facts such as the percentage of



5. MacMiillan, Inc., and its subsidiary LaSalle Extension University. The complaintalleges that the
correspondence school and its parent deceptively claim that its students won't need further training,
can expect "high wages or salaries," and that there is a substantial demand in job markets for its
graduates. The Commission also served notice that if the administrative trial confirms the charges
it may seek tuition refunds for those students who enrolled.

6. George's Radio and Television Company, Inc. The complaint alleges violations of the
Magnuson-Moss Warranty Act and Rules promulgated under the Act. The complaint alleges that
the company failed to clearly title its warranties as "full” or "limited," and failed to make warranties
available prior to sale.

7. Montgomery Ward and Co., Inc. The complaint alleges that Wards has failed to make the terms
of written warranties available to consumers prior to sale, as required by the Magnuson-Moss
Warranty Act and the Commission rule concerning Pre-Sale

Availability of warranties.

8. Household Finance Corporation. The complaintalleges that the company has violated the Truth-
in-Lending Act by entering into new loan agreements with bankrupt consumers which reaffirm debts
that have been eliminated in bankruptcy proceedings. The Commission served notice that if the facts
alleged in the complaint are found to be true it may seek restitution for all consumers injured by the
company's practices.

Competition Mission

1. Beatrice Foods Company, etal. Thecomplaintalleges anticompetitive consequences of Beatrice
Foods' acquisition of Tropicana Products.

2. Ford Motor Company.

3. General Motors Corporation. The complaints allege that Ford and General Motors have given
unlawful advertising allo