88th C°"“"e”} JOINT COMMITTEE PRINT

1st Session

PROBABLE EFFECTS OF THE PROPOSED
QUALITY STABILIZATION ACT
ON PRICES, INCOMES, EMPLOYMENT,
AND PRODUCTION

A SUMMARY ANALYSIS
PREPARED BY THE
COUNCIL OF ECONOMIC ADVISERS

AT THE REQUEST 0] THE

JOINT ECONOMIC COMMITTEE
CONGRESS OF THE UNITED STATES

TONES

Printed for the use of the Joint Economic Committee

U.S. GOVERNMENT PRINTING OFFICE
24-902 WASHINGTON : 1968

For sale by the Superintendent of Documents, U.S. Government Printing Oflice
Washington D,C. 20402 Price .05 cents



JOINT ECONOMIC COMMITTEE

(Created pursuant to see, 8(n) of Public Law 304, T9th Cong.)

PAUL H DOUGLAS, llinols, Chairman
RICHARD BOLLING, Mixsouri, Viee Chairman

SENATE HOUSE OF REPRESENTATIVES
JOIN SPARKMAN, Alnbama WRIAQHT PATMAN, Texus
J. W, FULBRLQIE, Arkotisas . IHALE BOQOS, Louisinnn
WILLIAM PROXMIRE, Wisconsin HENRY B, REUSS, Wisconsin
CLATBORNE PELL, Rhode Island MARTHA W, GRIFFITHS, Michigan
JACOR K. JAVITS, New York THOMAS B. CURTIS, Missouri
JACK R. MILLER, lown CLARENCE E, KILBURN, New York
LEN B.JORDAN, Laho WILLIAM B, WIDNALL, New Jersey

JaMEs W, KNOWLES, Frecutive Director
MaRIAN I, 'T'racey, Financlal Clerk
HasmiLToN D, Axwen, Administrative Clerk

ECONOMISTS
Wittias U, Moonk Tuowas b, Boaas, Jr.
GERALD A, POLLACK ALAN P, MURRAY

DONALD A, WEBSTER (minority)
11



LETTER OF TRANSMITTAL

Octroskr 29, 1963,
To Members of the Joint luconomic Committee:

Transmitted herewith is o summary analysis prepared by the
Council of Feonomie Adviders of the probable effects of the proposed
Quality Stabilization Act (S. 774) on prices, incomes, (mlp‘oymem,
and production.  The analysis was prepared by the Council at my
request. A copy of my letter of August 29, 1963, to the Hon. Walter
W. Heller, Chairman of the Couneil, and Dr, Hellor’s reply of October
I8, 1963, are also transmitted. This material is being transmitted
with the concurrence of the ranking minority member of the com-
mittee, Representative Thomas B. Curtis.

The proposed legislation would amend the Federal Trade Commis-
sion Act by permitting the owner of a brand, name, or trademark to
revoke the right of any seller to use such brand if, in reselling, the
distributor made misrepresentutions about it or used it as “bait mer-
chandise.” A similar right to revocation would also apply if sales
were made at other than the resale price fixed by the owner of the
brand name or at other than a price within the currently established
resale price range.  Under the terms of the proposed bill, price com-
petition at the retail level, based on loeal conditions, and on costs of
management at the individual store, would be illegal for price-mainte-
nunee items of the same brand.

Faithfully, ,
Pauvi . Douaras, Chairman.

1



RELATED CORRESPONDENCE

Jorne Keoxomie Commrreie,
Washington, D.C'., August 289, 1963,
Hon, Ware W Henee,
Chairman, Counerl of Feonamie NAdpisers,
lsreentive Office Building, Washington 25, D.C',

Dear Warrsie Our committee is interested in the possible eco-
nomie effeets of the proposed Quality Stabilization At which is now
hofore the Congress,

The committea’s interest is not in the legislative and antitrust
napeets which have heen diseussed, but vather what the effeets of this
legislation wonld he upon production, employment, prices, and in-
comes,  This would be very valuable to our mombers as well as the
othor Members of Congress, and T hope you will be able to prepare
such as cconomie analysis for the use of the committee,

Faithfully yours,
Pavn L Dovaras, Chairman.

Tre CramMAN oF e
Counetn or KeoNomie Apviseis,
Washington, D.("., October 18, 1963
Hon. Pavn H. Dovanas,
[7.8. Senate, Washington, D.(",

Dean Sevaror Dovaras: Inresponse to the request in your lettor
of August 20, there is transmitted herewith asummary analysis of the
wobable effects of the proposed Quality Stabilization Act on prices,
incomes, employment, and production. From it one ean only conclude
that not only the consumer, but the retailer himself, would be served
poorly by the ennctment of this legistation.

Sineerely,
Warrer W, Henen,
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) SUMMARY ANALYSIS OF THE PROBABLE EFFECTS OF THE
b PROPOSED QUALITY STABILIZATION ACT ON PRICES,
INCOMES, EMPLOYMENT, AND PRODUCTION

Ao PRICES

< The major economie effeets of the Quulity Stabilization Act would

# flow fromeits impaet on the level and flexibility of prices.  Resale

. price maintennnee legislation of this type tends to inerease prices in o
mimber of ways,

I. The uniform resale prices that manufueturers would set for the
woduets they seleet for price maintenanee would almost surely be
tigher than the average of the nonuniform: prices that now prevail
for those products,  Competition among retalers who are differently
gtunted now produces o variety of prices for most branded produets,
With price competition eliminated, manufacturers would tend to set
uniform prices at or near  or in sone enses even above  the top of
the present range.  There ave several reasons for his:

(@) For many types of goods, the total demand by consumers is
sensitive to the number of vetnil outlets which handle them, and
manufncturers therefore like to have as many outlets as possible,
Thus they would tend to set prices (and gross margins) high enough
to proteet and encourage high-cost outlets which presently do not
handle these items,

(M) Manufueturers want their vetailers to be enthasinstie about
pushing their produets instead of other produets. Thus they want
their retail markups to be linaneinlly attractive to retailers,

(@) With price competition eliminated, retnilers would be able to
put pressure on manufacturers to provide wider gross marging,  For
many goods (e, drugs) consunier demand is not very responsive to
the price charged  so long s all retuilers charge the same price.
Thus manufacturers would lose very little by way of sales in giving
in to the pressure of their vetail outlets,

The present distribution of retail prices for many branded goods
often finds n large number of retailers selling below the “standard”
price, or the price “suggested” by the manufucturer,  The stores that
ow sell for l]oss usually provide fower services or less claborate fa-
dalities, or are located where they pay lower rent, or do less adver-
tising, or aceept lower markups to achieve greater volume, or for other
rasons operate al lower costs,  The uniform price that manufae-
turers would establish would tend to approximate the present “stand-
wd"” or “suggested” price, and would be high enough to provide n
aitahle profit for the full-service, high-rent, average-volume retailers.

Nuturally, retailers who provide maximum services, have the best
beations, and eater primarily to higher income groups prefer not to
have their compatitors who are in different situations sell for less.
But to force all of their competitors to sell for the same price as they
lois in fact to raise the average level of prices to consumers,
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D PROBABLE FEFRCTS OF PROPOSED QUALITY STABILIZATION ACT

20 Tetmporney “sales™ to move exeessive inventories, reduced priees
for sensonal denwnd, reduced prices for volume purehase, or adyer.
tised specinds for individunl products or groups of products at the
inttintive of the retailers would be eliminated.  (Speeinl sales should
not be confused with illeenl “hait werehandisine” whiel has heen
outhiwed by the 1IC Unlihe the illegnl “bait™ practices, special
sules are desiened to inerease the sales volume of the advertised goods,
to move inventories, or to tuhe advantage of the lower costs of volume
merchandising)

A Onee unilorm vesale prices were set, pressures would inevitably
develop, over o period of time, to raise them, For several rensons,
retailers opernting under maintained vesale prices would eneounter,
over time, rising costs, which would senerate pressures for further
inerense of prices,

(@) With price competition at retail for these goods eliminated,
other forms of retail competition would he intensified.  Neeelerated
ndvertising expenses, funcier store decorntions, additional serviees,
and other forms of nonprice competition would be used to compete
for snlex, "This would foree up the costs ol retailing, and retalers
would not in the end huve been proteeted from competitive pressures,
This competition would eventually reduce the avernee retailer's
net profit nimrgin baek o its pre-price-maintenanee level, But prices
to corsumers would not he lowered,

(0 "There nlso would be o tendeney Tor the proteeted hich markups
tonttrnet new dealers.  "This might temporarily necomyplish the manu-
fneturers’ objeetive ol expmding the number of ontlets; but retail
profits would he squeezed by the new entrants. The mnrket shaves of
existing stores would fall until the higher costs of operating at low
volume might in the end foree weaher stores out of husiness,

() For price-maintained goods, retnilers wonld not e able to nse
lower prices to take advantage of volume cconomies, soles to move
excessive inventories, reduced prices for seasonal demand, or wdl
vertised specinls for individual produets or vroups of produets, When
retnilers nee unuble to ndjust prices to the demand for, nnd their costs
of handling, individual items, the inevitable vesub s ineflicierey and
higher costs,

For all these veasons  the weceleration of nonprice competition.
the entey of new dealers, and the Toss of merchandising flexibility
the costs of retailing would tend to vise, and manufaeturers would be
led to revise their resale prices upward.  The gains in vetail profits
which many retailers foresee from “quality stabilization™ would in
fact prove to be only temporary,  Manufacturers would therefore be
under pressure to provide relief for their dealers through higher prices
But the inevitable vesult of higher prices would only be a Turther
aceelerntion of nonprice competition, further upward movement of
retail costs, nnd continuing pressures to raise vesale prices,  Although
wsmall number of individual vetailers might be better off, for vetailen
ns a whole, the “protection” afforded by price maintenance would be

illusory.  Retailers would not gning bat their customers wonld lose }

In summary as to price effocts:

L Uniform resale prices would tend initinlly to be set higher than
the present average of prices charged.
2. Temporary reductions in prices by retailers would be eliminated
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PROBABLE EFFECTS OF PROPOSED QUALITY STABILIZATION ACT 3

4. Rising costs nnd veduced eflicieney in retatling would put pressure
on manufacturers to raise thewr resale prices further,

The mnin limitation.on the extent ol these upward price movements
would arise feom an neeelernted development of private hrands, sold
under the labels of favge department and chain stores and mail- order
houses,  Rising prices for the price-nmintained Stems would surely
encotrnge the use of private brands. Needless to sy, this develop-
ment world not he to the henefit of either the retailers or the manu-
fetarers of the price-mmintained items (except to the extent that the
ame manufneturers also produce the private brands).

B, INCOMES

Sinee nggressive competitors would uso nonprice competition to
mprove their ket positions, most small retailers would not in the
end bo better off under the Quality Stabilizetion Aet, and their incomes
would be inerensed only temporarily.  Teis not elear that the incomes
of retailers ns a group would be permanently inereased.  New entrants
and inereased merchandising expenditures would force profits (but
ot prices) baek down to competitive levels.  As a group, smuall
retalers might, in faet, be disndvantaged in the end, because main-
wined resale prices would enable careful shoppers to make more
obvious comparisons with private brands or other non-fair-traded
tems handled by big stores, mail-order houses, and chnins,  "The
price advantages of the cheaper products would hecome elearer, and
their share of the market would rise,

More sienifienntly, the higher prices enused hy resale price muin-
tenanee would reduee the real incomes of consumers um\ crode the
value of their savings,  Low-ineome shoppers would be hardest hit.
Retired persons and other low -income shoppers who are able to devote
the necessary time to search for “specials™ are now able to maintain
a higher standard of living by such shopping.  The Quality Stabiliza-
tion Aet would reduce the number of such opportunities,

Co EMPLOYMUENT

Through its impaet on prices, the Quality Stabilization Aet could
also afleet total enaployment. A higher level of total market demand
mmoney terms would be requive.. co mnintain full employment at the
higher price levels nssociated with retail price nmintenance, and this
level would not automatically be forthcoming.  To be sure, the
axpanded nonprice competition in retailing might tend to inerease
aployment in advertising and in demand-creating services relative
0 employment in other industries.  But employment in the produc-
ion of price-maintained goods would tend (o decline relative to
auployment in price-free sectors of the cconomy.  To the extent
that there would be an expansion of private brands, employment in
maller retail establishments would be reduced.

In some fields the production and employment of large manufae-
wring concerns might tend to inerease at the expense of their smaller
ompetitors,  Retailers would have strong incentives to handle the
merchandise of large firms that combine high markups with heavy
manufacturers’ advertising expenditures,  With high markups pro-
teeted against price competition, merchants would tend to feature



