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CHAPTER ONE 

INTRODUCTION  

Purpose and Scope 	- 

The initial,task'given to the researchers was 
two-fold. . First, the research group-was 'asked to 	. 
identify and.assess industry practices - and viewpoint, 
in the areas. of 

• product dùrability 

. express warranties 	 _ 

• post-purchase Systems of relationShips. with 
› customers 

. other parts of the supplier system as they 
relate to product edonomic life 

Second,  the research  group-was asked to 	' 
provide the Federal-Provincial Task Force on Consumer 
Legislative.  Programs' with options for durability rules 
and guidelines for rules  on express  'warranties. These 
options and guidelines were - to be real,istic in à 
business setting and - to give special consideration to, 
potential problems,of small business. It should be 
explicitly recognized that existing laws with respect 
to consumer products warranties provide a'.context to 	- 
which the research tasks had to be tièd . if . this report 
was to have credibility and Operational value. In this 
respect, it 'iS'important to emphasize that the 	' 
researchers are'not lawyers and were not expected.to 
compose their comments and ideas in legalistic prose. 
Our views with respect-to the law are those of - 
"knowledgeable" laymen'and that-knowledge, to the 	‘. 
extent that it- is'incomplete,or flawed is, as  we 	, 
discovered, much more,complete .  and perfect than is the 
knowledge of virtually, all consumers and businessmen -
from which we collected information. 	 - 

It was our understanding from the outàet that 
this report was'intended as input for public policy ' 
officials 'throughout 'the country and that more. - legally 
knowledgeable'people would fine-tune our oPtions'and 
guidelines. Further,'it was also understood'that the, - 
whole purpose of this project was to report upon and 
critically, examine the viewpoints, behavior, and, - 



suggestions of both consumers and business suppliers on 
the topics of post-purchase problems relating to 
warranties. 

As the study progressed, it became apparent 
to us that the scope of analysis had to be broadened to 
encompass all major participants in the post-purchase 
service system: consumers, manufacturers, 
distributors, and governments. In other words, this 
report exceeds the initial task given to us because of 
our finding and belief that alternative rules for 
durability and express warranties must be examined in a 
broader total system perspective. Throughout this 
report, we have been careful to distinguish between 
reporting the viewpoints of consumers, business 
persons, and governments and our own conclusions based 
on such observations. 

Methodology  

The research was confined to two industries: 
new automobiles and new white goods (major home 
appliances). These industries were chosen because: 

. products have a high purchase price relative 
to most other consumer purchases 

• both product classes normally require 
considerable service over their economic 
life 

. consumer complaint data consistently show 
these two product classes as having 
relatively higher post-purchase problems than 
other classes 

. the two industries are markedly different in 
many respects allowing the researchers to 
examine many different approaches to post-
purchase issues 

Only two industries were selected because of 
limited time and other resources available to the 
researchers. A trade-off was made between depth of 
research treatment and breadth of treatment in favour 
of depth. The researchers decided that the topic under 
study was so complicated that traditional survey 
research would not be meaningful at this point in 
time. 



, 	Field data were collected .from.three classes  . 	 „.. 
. of respondents: consumers, manufacturers, : and -  members . 
of the distribution trades, :These data then  were  
analyzed:in conjunction with-the researchers' under*  

.. standing of business practice and of goVernmental 	' - 	• ' 
regulations in several jurisdictions. : 	. , - 	. . 	. 	. : 

• 

 

Consumer data were c011ected from : two small  . 	 . 
groups -- one urban and one rural: -- in each of .three 
provinces (Saskatchewan, Ontario and Quebec). Group  
meetings  were  held in which the Objective was to elicit 	. 
a wide'range of consumer expression on a small number  
of topics over a .two to three hour-period of'time, A 
separate report, Appendix A, The  Evidence - of Consumer . 

 Focàs Groups, outlines the research objectives and  
methodology in considerably more detail. A summary of 
,the highlights .is included here as Chapter Four.- .. , , 	! 

. 	 . 	 1 
Industrial data were collected by lengthy  

personal interviews with selected executives in  
organizations in both the automobile andwhite goods  
industries. Most of.these interviews were conducted  

: with two of the three researchers present, involved . . 
several executives  •in the organization being-inter-  
viewed, and covered a full working day.. Sixteen.  
interview sessions were conducted with . thirteen . . . . 
organizations. . 	 . , 	 , 

FinaIly, : a selective review of the consumer 
behavior. , legal'and governmental literature was  made  to 
identify and.incorporate concepts and materials which - 
we decided were relevant in fulfilling:our assigned,and - 
expanded tasks. - 

It is very important to .realize that at no 
 time did-we anticipate or promise develoPment-of a ‘. 

complete description of business practices ranging  from 
 design through tO aftèr-sale service, Such a descrip-

tion was beyond..the resources of the research budget. • 
Instead', this reàearch'should.be regarded'as  explora-  
tory in nature with'.specific focus on: (a) .  problem 
identification and ODY rections to  :various proPosals 
,for problem solution. 

During the course of  our interviews and 
.discussions with people in  both business and govern-
ment, we found ourselves on numerous'Occasions, as -a 
team from a School of Business Administration working 
for the Federal 'Government, being challenged'in subtle 
ways as to -"which sideuwe were -cmi. We  find this 
notion of an adversary relationship to be a diràfund- 



tional one in that it focuses too much attention on 
maintaining high visibility for the differences between 
the two kinds of organization (usually expressed in 
negative terms with respect to the other kind of 
organization) to the detriment of the recognition that 
there is an interdependence among the two kinds of 
organization and the consumer/voter, and of working to 
make that interdependence a functional one. We have 
tried to minimize the "which side" issue by focussing 
our efforts on the identification of a set of problems 
which consumers, government and business can agree on 
as being the key ones. Indeed, much of our effort was 
spent on determining which warranty problems both 
business and consumers agreed upon. We believe 
strongly that there must be broad agreement across all 
three societal groups as to the problems and their 
sources if effective change to minimize the problems is 
to occur. 

Organization of the Report 

This report is divided into twelve chapters. 
We spent considerable time discussing ways of present-
ing our report, what assumptions to make about its 
readers, and what length would be most appropriate. We 
concluded that the report was best addressed to the 
policy maker in government and business rather than the 
lawyer, that brevity was essential, and that some time 
must be spent on each of the following topics: 

. What is the magnitude and dimensions of the 
problems? - Chapter Two 

• What are the dimensions of product perform-
ance? - Chapter Three 

• What are the self-reported experiences, 
attitudes, and behavior of consumers? - 
Chapter Four 

. How are the major appliance and automobile 
industries organized and what are the 
implications for warranty issues? - Chapter 
Five 

• What are the dimensions of and evidence about 
product durability? - Chapter Six 

• What are functional general concepts relevant 
to the term warranty? - Chapter Seven 



• How do the warranty systems operate in both 
the appliance and automobile industries? - 
Chapter Eight 

• Why understanding the consumer perspective in 
. the buy/use . process is particularly important 
for the policy maker? -7 Chapter Nine 	' 

. What are the key problems? - Chapter Ten 

• What statutory initiatives have governments 
throughout North America attempted or . 	- 
proposed in the field of consumer warranties? 
- Chapter'Eleven. 

• What options exist and look promising for 
policy makers in government and business? 
Chapter Twelve 
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CHAPTER TWO 

PROBLEM IDENTIFICATION  

One of the most challenging tasks we faced 
was finding a way to conceptualize the 
multi-dimensional topic of warranties in order to 
structure our research and writing. At the same time, 
we wished to indicate the various groups who have a 
stake in warranties and to indicate the issues, 
pressures and behaviors that arise because of differing 
interests. Exhibit 2-1 is a simplified model of our 
conceptualization. Such a representation is by no 
means exhaustive on the subject, but adequately serves 
to illustrate the variations in questions and concerns 
expressed by members of these various groups. Before 
getting into the specifics of this conceptualization, 
it is perhaps useful to identify the major questions it 
raises: 

1. To what extent are buyers/users dissatis-
fied and how is this dissatisfaction 
manifested? 

2. To what extent do business people perceive 
there are problems and what if anything 
are they doing about them? 

3. What is the appropriate role "cef governments 
and other "third parties" in dealing with 
these problems? 

These questions are central to the entire 
investigation of warranty policies and practices. The 
first question is partially addressed in this chapter 
and elaborated upon in Chapters Four, Six, Seven and 
Eight. Question two is addressed primarily in Chapters 
Five, Six and Eight while question three is addressed 
in Chapters Five, Seven, Nine, Eleven and Twelve. 

If warranties for consumer products are a 
problem, this problem will be manifested in consumer 
dissatisfaction, either expressed in behavior or 
attitude. Consumer dissatisfaction may generally be 
considered the sentiment that arises when consumers 
perceive a discrepancy between what they expected in a 
particular marketplace transaction and what they 
received. It is the gap between expectation and 
performance. The greater the dissatisfaction, the more 

• 
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incentive there is for business to improve warranty 
offers (what is promised), communication of warranties 
(how promises are made) and warranty fulfillment (how 
promises are delivered). At the same time the greater 
the dissatisfaction, the more incentive there is for 
governments to take the initiative in one or more of 
the three areas to narrow the gap between expectation 
and performance. This initiative may incorporate the 
recognition that the law itself ,  can be a source of the 
gap to the extent that it has not evolved at the same 
rate as changes in the marketplace. At the same time, 
it is vitally important to point out that imbalances 
in the expectation/performance "equation" can result 
from either inadequate market performance or unrealis-
tic expectations, and that consideration to both must 
be given if problems creating the gap between perfor-
mance and expectation are to be defined accurately. 

Typically, consumer satisfaction has been 
measured based on volume of complaints. Both business 
and government organizations have followed this 
approach, reasoning that the greater the number of 
complaints, the greater the dissatisfaction. By clas-
sifying complaints according to product (e.g. new 
automobile versus new major appliance) according to 
type (e.g. warranties versus advertising), and accord-
ing to source (e.g. geographic region), priorities 
for action have traditionally been established. 

One of the best known examples of this tradi-
tional approach in Canada is Box 99, the mailing 
address of the Federal Department of Consumer and 
Corporate Affairs. Data collected by Box 99 indicate 
that guarantees and warranties (their categorization) 
constitute a small but apparently growing percentage 
of all complaints received both in Ottawa and region-
ally. For example, in, fiscal year April 1, 1974 - 
March 31, 1975, complaints about guarantees and 
warranties constituted 3 percent of total complaints 
whereas in fiscal year 1978-79, the rate was close to 
5 percent. In absolute terms, the number of 
complaints has ranged about the one thousand level per 
year in recent years. Box 99 data have also been 
cross-categorized to determine which product cate-
gories draw which types of complaints. Exhibit 2-2 is 
an example of one such report. Notice that the three 
key areas of warranty complaint appear to be in motor 
vehicles, real estate, and appliances. This conclu-
sion is consistent with other time periods covered by 
Box 99 data, with provincial complaint data, and with 
experience in the United States. However, such 



complaint data do have shortcomings that can be 'serious' 
when conclusions are drawn from them and action 
proposais are based upon them: 

• such data are not based on a representative 
sampling of the public' and 'therefore may not - 
accurately convey "public  dissatisfaction '(not' 
all dissatisfied conSumers complain; some . 
>cannot be satisfied) 

the categorization:of complaints is often 
confuSing (what is the relationship among 	' 
complaints about product quality, repairs and - 
servicing,  and waranties -  in  Exhibit 2,-2?) 	- 

.-often'no indication is provided aS to-  the 
number of complaints that'were found to be 
justified or were:resolved 

• complaints can and often are inflUenced by, 
media hype and/or other activities of third 
parties 	, 	 › 

. the totals rarely show whO was resPonsible 
for the complaint- (e.g. - .'an automobile repair 
and SerVicing complaint may refer to à domes7 
tic auto manufacturer, importer, indePendent 
service station, specialty shop, etc., yet 	- 
often the conclusion is:drawn that the dômes-
tic auto manufacturer is reSponSible for the' 
*total Complaints) . 

• the data are often difficult to reconcile 
across iurisdictions 

. - the data are seldom put in perspective 
.(complaints corrected for number of users, 
'importance of product, and availability of,  
. alternative avenues of redresS) 

.Certainly efforts have  been made to overcome 
such shortcomings ln problem identification 	One such. - -' 
effort is the broad-based.consumer attitude study . 
administered onHa random sampling - basis in à particular' 
region. For example, the Ontario government commis-
sioned such a study in 1978.1- This survey of 
almost 1000 Ontario consumers over the age, of 18 

- .reVealed a' high percentage of réspondents were 
extremely or moderately concerned about  warranties, - 

 product qUality:, and post-purchase'Servide, as . 
indicated'in Exhibit 2-3. This sort cf . Study generally 



Exhibit 2-2  

Box 99 Summary Data  

CONSUMERSERVICESBRANCH 
DIRECTION  DES SERVICES AUX CONSOMMATEURS 
CCMPLAINTS, ENQUIRIES AND ADMINISTRATION DIVISION 
DIVISION DES PLAINTES, ENQUÊTES ET ADMINISTRATION 

[MONTH  —MOM 

JANVIER - JUIN, 1978 

JANUARY - JUNE, 1978 

..--.RECORD OF COMPLAINTS HANDLED BY  THE  

CONSUMER SERVICESiACTIyITY OF 

CONSUMER & CORPORATE AFFAIRS CANADA 
PLAINTES SOUS LA TUTELLE DU 

SERVICE DE L'AIDE AUX 
ACJATEURS 

APPLIANCES 
81 	83 	281 	142 	6 	66 	178 	258 	75 	31 88 	1,261 AppereilS 	

—. 
I COSMETICS AND BEAUTY PRODUCTS 	 27 	15 1 	56 	2 	16 	5 	18 	22 	3 	27 	11  22 	214 co,.ény.es et OrOdUitS de beauté 

  
DETERGENTS AND HOUSEHOLD PRODUCTS 
Détergents et produits min•gers 	 38 	12 	27 	6 	22 	12 	37 	47 	1 	39 	71 	11 	259 
DRUGS 6 	11 	7 	3 	4 1 	76 	2 	6 	31 	3 	121 Médicaments 	

.._ 
EDUCATION 
Enseignement 	

4 	16 	25 	 . 	4 	6 	1 	-1-1 	8 	65 .  
ELECTRICAL AND ELECTRONIC EQUIPMENT 129 	68 	329 	93 	14 	7 	62 	101 	287 	12 	1 	85 	1,188 Matériel alectrtque el électronioue 	

_1_• 	 — — 
FINANCE 	

37 	696 	224 	4 	2 	126 	4 	3 	1 	1 1141 	1,238 Lltuncement 	 '.I. 	, 	. 	
— FOODS 

Aliments 	 278 1146 	81 	4 	410 	206 	582 	913 	3 	156 ,139 	75 	2,993 	1 
GOVERNMENTAL FUNCTIONS AND SERVICES 
Functions er services gouvernementeux 	 22 	94 	193 . 	1 	15 	74 	15 	7 	8 	12 	81 	522 
HOME FURNISHINGS  
Ameublement 	 102 	72 	419 	43 	12 	46 ,263 	86 	42 	3  .145 	1,233 	• 
HOUSEWARES  
Articles de MOIS011 	 44 	23 	116 	9 	9 	1 	17 	57 	3 	71 	1 	18 	369•

INSURANCE 
Assurances 	 10  1 	87 	195 	2 	 49 	2 	2 	1 	4 	74 	426 
JEWELLERY 
Bijoux 	 23 	-31 	201 	42 	3 	1 	20 	49 	93 	- - 	1 	39 	503 
MEDICAL EOUIPMENT,AND SUPPLIES 
Fournitures et metérieb médicaux 	 5 	16 	44 	7 	4 	18 	25 	6 	1 	13 	145 
MEE/ICAL SERVICES 
Services mécbcaux 	 3 	26 	34 1 	1 	.62 	14 	4 	1 	26 	171  	  r 
MISCELLANEOUS 
Divers 	 92.109 	216 	10 	19 	16 	98 	33 	13 	33 	20 1103 	762 
MOTOR VEHICLES AND ACCESSOFIIES 	 . 
Automobiles et !err,  accessoires 	 171 	351 	689 	703 	6 	2 	278 	899  1458 183  1 	61 	428 	5,229 
PERSONAL SERVICES 

 Services  personnels 	 117 	197 	357 	6 	3 	3 	108 	77 	21 	18 	5 	158 	1,070 
PUBLICATIONS 

29 	118 	261 	2 	2 	31 	4 	1 	113 	561 
REAL ESTATE.HOUSING 
Affaire; prenobilièras — logement 	 161 	333 	578 	177 	9 	4 	140 324 309 	51 	126 	572 	5,784 
RECREATION AND EQUIPMENT 
Loisirs   et metartal connexe 	 101 	58 	270 	45 	35 	5 	42 	1171 	70 1108 	4 	62 	917  
SALES PROMOTIONS 
Stimulation des ventes 	 221 	182 	312 1 • 	2 	2 	14 	12 	1 1 	73 	819 
STATIONERY AND OFFICE SUPPLIES 
Pageterie 	et louTnitures de bureau 	 13 	13 	45 	11 	3 	7 	16 	11 	15 	2 	4 	8 	148 
TEXTILES  

23 	9 	72 	3 	23 	1 	15 	35 	4 	6 	7 	21 	219 
TRANSPORTATION AND COMMUNICATION 
Transports et cOmmuntc•tions 	 60 	120 	237 1 	1 	 143 	26 	• 	8 	3 	1 	136 	725 
WEARING APPAREL 	 i 
Viternents 	 81 	37 	525 	9 	89 	53 	314 1  43 	30 	10 1 	95 	1,286 

TOTAL 	1878 	5784 1322 707 	277 5195 3550 , 	880 	416 0 	28,228 

CCA•958 



Exhibit 2-3 	, 

Priority Ontario Consumer- Issues  
(abridged from Ontario Consumer Issues). 

Issue 	 % Moderately or Extremely  
Concer]  - 

Food prices 	 88 
Cost of housing 	 , 	80 
Poor quality of many products 	 74 
Poor quality of after-sale service 
and repairs 

Too much advertising , 	 64 
Inadequate warranties 	 56 
Misleading/confusing labelling 	 54 
Not knowing what to do if something 
is wrong with a product :39 
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leads one to the conclusion that complaint data usually 
significantly understate dissatisfaction and frequently 
misrepresent dissatisfaction priorities. 

A related effort to improve problem 
identification is industry ,  specific satisfaction 
monitoring. One version is that done by an outside 
observer, exemplified by Professor Louis Romero's 1971 
study of Ontario new car buyers. 2  Exhibit 2-4, 
drawn from his work, indicates that a measure of 
overall consumer satisfaction with a product does not 
necessarily represent product performance problem 
experience. In short, while only 20 percent of his 
sample expressed overall dissatisfaction, much higher 
percentages experienced difficulties. 

The other version of industry specific 
satisfaction monitoring is that done by brand owners 
themselves. For example, Exhibit 2-5 shows the format 
of one automobile company's survey of new car owners 
approximately three months after purchase. 3  Data 
from these surveys are analysed to indicate overall 
consumer satisfaction with both the vehicle and the 
dealership. A related effort by automobile companies is 
a review of , consumer satisfaction with dealer sales and 
service performance. 

A third approach to problem identification is 
the broad scale consumer satisfaction/dissatisfaction 
study (CS/D). This sort of research is relatively new, 
expensive, time-consuming and sophisticated. Such 
research has been done in the United States on a 
national scale and, until this year, not done in 
Canada. Professor Stephen Ash of The University of 
Western Ontario is the principal researcher on a 
federally-sponsored CS/D study undertaken in 1979. Over 
3000 usable questionnaires were collected throughout 
the country, divided almost equally between three 
categories (food and clothing, durables, and services) 
representing a total of 225 products and services. 
This study is still underway as of this writing, but 
Exhibits 2-6, 2-7 and 2-8 show some of the early 
results relevant to an assessment of the magnitude of 
the warranty and service problem in major appliances 
and automobiles. Such results enable a variety of 
interpretations. For example, we believe Exhibits 2-6 
and 2-7 show that the overall level of consumer 
dissatisfaction with major appliances and automobiles 
is roughly 13 percent and 22 percent of purchasers 
dissatisfied respectively. Exhibit 2-8 shows an 
overall level of consumer dissatisfaciton of 27% for 
auto repairs and service and 23% for small and large 
household appliances. 



343 

343 

- Defects in 
appearance 75 	268 

(21.87%) 	(78.13%) 
343 

- Squeaks of 
rattles 75 	268 

(42.27%) 	(57.73%) 
343 

Exhibit 2-4  

Summary Data From  
Romero's Study  

Answers 	No 
Questions 	 Yes 	No 	Yes & Noa  Defects Total  

1. Are you satisfied 
with the perfor- 
mance of your  car? 274 	54 	15 

(79.89% ). 	(15.74%). 	(4.37%) 

2. Has your car had - 
• any of these? 
- Mechanical 

. 	problems 	' 176 	167 
(51.31%) 	(48.69%) 

3. Were the defects 
corrected free of 
charge under the 
warranty? 	 152b 	94b 	48b 	49 

(51.70%) 	(31.97%) (16.33%) (14.29%) 

4. If there were not 
corrected please 
state why: 

343 

- IDefeètmot 
coVered by 

 warranty 46 	96 
(32.39%) (67.61%) 

142c 

- Dealer tried but 
could not fix 	65 	77 	 142c 

(44.77%) (54.32%) 

5 •  Was it necessary 
to return to the 
dealer with the 
same defects? 	174 	120 	 -- 	-- 	294d 

(59.18%) (40.82%) 



Exhibit 2-4 Cont'd. 

(a) This column refers to respondents who ticked both 
boxes relating to Question 1. For purposes of 
evaluation the answers have been treated as 
negative. 

(b) These percentages are calculated on the total 
number of respondents (294) who complained that 
their cars had shown some defect. 

(c) Question 4 was answered only by those respondents 
who stated that some or all.of their defects were 
not corrected free of charge under the warranty. 

(d) Question 5 was answered only by those respondents 
who stated that their cars had shown some 
defects. 



CUSTOMER 
SATISFACTION 
QUESTIONNAIRE 

evem 

Exhibit 2-5  

A Sample of One Organization's Questionnaire 

Used for Obtaining Customer Satisfaction  

Data 

Your dealer and we, the manufacturer, want you to enjoy the 

best possible experience with your .  General Motors vehicle. 
We need your opinion to help us continue our efforts  tu 

 improve. The information you provide will be of great value 

to us. 

We have offered seVeral possible responses to each question, 

one of which may come closest to your viewpoint. In 

addition, you may want to include comments on the 

adjoining page. 

=&-imeGRousvozaufflotr.;., 	,..- 
ai'ecomteefeweeililumeeele eger 

1. We believe we have engineered your GM vehicle to provide 
you with an appealing design, smooth performance and 
dependable operation. What's your impression? 

Eneem G.d  F.. her Bed 
a. Appealing design 	E 	 C 
b. Smooth performance 	D 	DDD 
c. Dependable operation 1:] 	DDL1D 

2. Selection of materials for each part of your vehicle re •  
ceived a great deal of attention. We belieVe you are 

• interested in appearance, durability and ease of main. 
tenance. Whit do you think of the .  materials used on 
your vehicle? 

• Excellent 	. 
(3 Good 
E3 
O Could have been better 

• 
0 Selection is poor 

3. Quality workmanship received the highest priority and 
consideration during the construction of your vehicle. . 
How would you rate the workmanship on your vehicle? 

CI The workmanship is excellent 
D The workmanship is  tond  
D They did a fair job 
D The workmanship is poor 
O Terrible workmanship 

4. Quietness was engineered  loto  your vehicle. How well have 
we succeeded? 

D My vehicle is extremely quiet., 
• It is very quiet 
D My vehicle is fairly quiet 
D It's noisy 
• It's much too noisy 

6. Your convenience and comfo rt  are very important to us. 

How wOuld you rate yoUr vehicle? 

D I'm extremely pleased 
D I'm well pleased 

• LI I'm not satisfied 	" 
D .I'm not pleased 
G. I'm extremely disappointed 	- 

Ilekaixte#GuievegkoemeemigWe 
-maemsumeneoleyounumixiisee 

1. Your dealer  and  salesman want the purchase of your new 

vehicle  ta  be a pleasant exPerience. Was it? 

0 I thoroughly enjoyed buying my ,vehicle 
O It was a pleasant experience 
0 It was OK- 
0 I found  il  difficult 	 • 

it was an extremely difficult experience 

2. Your dealer knows that taking delivery of your new 
vehicle is an important and exciting event for you. How 

	

was your new vehicle delivery handled? 	. 

O Everything I expected, and more 
CI The event was special 
D It was OK 

. D  It wasn't particularly well handled 	. 
• was a had experience 

3. Your dealer knaves it is helpful to you to know the people 
in' his  Service  Depa rt ment. How much of an opportunity 

'• 	were you given to meet them? 

D I was introduced to or contacted by Service Personnel. 

0 I was given names of persons to  ove  
0 I  wax  told where the Service Department was located 
o I was told little about how to get' Service 
D I  wax  told nothing about how my Service needs would 

be handled 

4. Your dealer and 'salesman have a continuing interest in 
you as a customer. This should be expiessed by maintaining 
contact with you. Has interest been shown since delivery? 

5. Your new GM vehicle was designed with fuel economy in 
mind. What is your experience? 

0 It's excellent 
It's good 

0 It's fair 
It's poor 
It's bad 

0 Yes, they are extrernely interested 
They keep in touch 
Some interest 
They show very little interest 

D Not a word from anyone 

IPLEASE COMPLETE QUESTIONS ON REVERSE SIDE) 
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1. Your dealer wanted your new vehicle to be properly 
prepared for your use. How would you describe your 

vehicle's condition at the time of delivery? 

CI Exceptionally well prepared 
D Well prepared 
D Adequate • 
D Not well prepared 
D It was awful 

lOnseul04L 2 Inlnv9G 5 ereiy onty it  you have visited your 
dealership's Service Department. If you haven't, please leave them 

bra nk,1 

2. Your new GM vehicle is covered by an excellent Warranty. 
General Motors and your dealership want you to understand 
it and receive the protection it aHords. If you have 
required Warranty Service, how do you rate the willingness 

of your dealer's Service personnel to perform Warranty 
Service? 

O lt was handled in an excellent manner 
• It was well handled 
O Il  was handled OK 
O It left something to be desired • 
O It was a bad experience • 

• Please comment. 

3.'Your dealer knows how important it is to perform your 
Service work correctly the first time. What has been your 
experience? 

O Handled very well, everytime 
D Good  must of the time 
D 0 K 
D Sometimes they miss 
D Never right the first time 

4. Your dealer wants his Service Advisors f the people who 
greet you when you come in for Service) ta  be courteous, 
helpful, knowledgeable and reliable. How do you rate 
them? 

Excellent Gond  Foe Pest  tad 

a. Courtesy & Helpfulness DODD ID 
b. Knowledge of your carDOODD 
c. Keeping promises 	0 	DODD  

5. Yaur convenience in obtaining Service is important to 
your dealer. How do you rate the following? 

Excellent  Goad 	Fak 	Pow 	led  
a. Hours 	 D 	DODD 
b. Entrance 	 D 	DO 	DO 
c. Promptness 	D 	DIDDD 
d. Waiting Area 	0 	DD 	DO 

1. The primary objective of your dealer is to stock 
variety of parts to service your vehicle when required. 
What has been your experience? 

O Excellent 
D Dealer did not have all the parts but was able to get 

them quickly 
• Slight delay in getting the parts 

• D Parts not right the first time 
D Extensive delay in getting parts • 
•  Flouse  comment 

2. With your new vehicle, you received a Maintenance 
Schedule outlining periodic service. • e.g.. - oil and filter 
changes, lubrication, safety checks, etc: - that your new 
vehicle will eventually require. 

Do you plan to have this service performed by a 
G.M. dealership? 	YES D 	NO 0 
If NO please comment. 	• 

• 34) Based on your experience, would you recommend a 
General Motors vehicle to a friend? 

YESD NO G 
3(b) Based on your new vehicle sales experience,  would you 

recommend that a friend buy a vehicle from your 
dealership? 

YESO NO 

3(c) Based on your new vehicle service experience,  would 
you recommend that a friend buy a vehicle from your 
dealership? 

YES 0 NO n 

THANK YOU FOR ASSISTING US 
BY ANSWERING THESE IMPORTANT 

QUESTIONS. THE FOLLOWING 
INFORMATION WOULD ALSO 

BE MOST HELPFUL TO US: 

L 

PLEASE INDICATE CORRECT ADDRESS ONLY 

»OUSE NO. 	 STREET NAME 

APT. NO. 

PROVINCE 

ST.  RD. AVE. 	DIRECTION 

ERG. 	FR. 

POSTAL CODE 

According  ta  our records your dealership is: 

PRINT OR TYPE 	. 

CUSTOMER STATUS 

co 	mat 	moss. suss 	tas.  

IF THE ADDRESS ON YOUR LETTER IS INCORRECT. 

INITIALS 	 . SURNAME OR FAMILY  RAME 

PDX NO 	 RURAL ROUTE 

CITY LOCATION 

Our records show that you purchased a 

If this is not correct, please indicate the model you did 
purchase. 

(PLEASE COMPLETE QUESTIONS ON REVERSE SIDE) 



	

PURCHASE 	 IMPORTANCE RÀTING 	Sei5rekTI0N/DIS5ATISFACTI0N RATING  
% of Respondents* % of Purchasers 	Rank by 	- % OF PURCHASERS •  

	

having 	 rating 	Importance 	SATISFIED 	DISSATISFIED  

	

Purchased 	 Important 	Rating 	Quite 	Somewhat 	Somewhat Quite 

TOTAL SATISFACTION/DISSAIISFACTION 
. 	% OF PURCHASE:P.5  
SATISFIED 	DISSATISFIED  

Total 	Rank 	Total 	Rank 

CATEGORY 

1. Refrigerators, Freezers 
2. Ranges, Ovens, Grills  
3. Microwave Ovens  
4. Washers, Dryers, 

Dishwashers  
5. Air Conditioners, De-

Humidifiers, Electric 
Heaters 

6. Vacuum Cleaners, Carpet 
Sweepers, Floor Polishers 

7. Garbage Disposers, Trash 
Compactors_ . _ 

8. Water Filters, Purifiers  
9. Sewing Machines, Electric 

Sissors 

30 , 
22. 
5.1 • 35.3 

2_9 	 2  
. • .0. 	2. : 

5.3 	16 	46.1 	38,5 	9.6 

12.6 	 50.0 	 12 	53.8 	•39.2 	3.1 	3.9 	93.0 

55 0 	 9 	52 4 	28 6 	9.5 	9.5 
7.0 	16 

10. Snow Blowers, Lawnmowers, 
Other Lawn , Equipment  

11. Small Kitchen Appliances  
12. Electric Razor,-Electric - 

,Hair'Clippérs  
13. Electric Hair Dryers, 

Curlers, Make-up Mirrors, 
, etc. 

14. Exercise or Body-
Building Machinery  

15. Electric Vibrators, 
Messagers  

16. Eyeglasses, Contact 
Lenses  

17. Hearing Aids  
18. Wheelchairs, Other 
• Medical Appliances  

*,N  = 1030 

6.5 35.6 57.1 10 25.6 

60.2_  

16.3 
12..0 7 88.0 4.8 7.2 25.1 13 

4 	67.5 	22.1 7.2 

5.8 	84.6 	12 	15.4 	7 

3.2 	89.6 	5 	10.4 	14 

35.4  

1.4 

58.4 	26.0  

46.7 

4.4 	84.4 

- 	100.0 

13 	15.6  

1 

2 

53.3 
18 

17.9 	 52.0 	 11 	56.2 	37.3 	5.4 	1.1 	93.5 6.5 	17 

7.3 	15 

.9-

12  

0.8 	92.7 54.7 

43.9  

47.2' 

14 	56 0 

62.9 

17 	51.0 34.2 	10.6 4.2 	85.2 	11 	14.8 	8 

	

27.0 	 18 	53.2 	29.9 	13.0 

	

38.2 	 15 	35.3 	47.1 	14.7 

1 	63.2 	24.2 

	

3.9 	83.1 	15 	16.9 	4 

	

2.9 	82.4 	16 	17.6 	3 

' 12.61,, 	10 

7.4 

3.4 

49.1 

	

8.9 	3.7 	87.4 

	

o 	 - 

27.0 	 2.7 	1 	16.2 	81.1 	17 	18.9 

86.0 36.4- 

8 68.4 

7 71.4 

34.2 43.3 

83.3 

. 	 - Exhibit 2-6  - 	. . 	
. 	

„ . 	 . 
• . 	 . . 	 . Natic,n,l1  Cc, nsumer  Satisfaction/Dissatisfaction Study: . 	 . 	. . . 

Durables Purchase;  Importanc(':  Rating; Satisfaction/Dissatisfaction Ratinij Section: 
Appliances and Personal Care Equipment  

Source: National Consumer Satisfaction/Dissatisfaction Study; Ash (forthcoming) 



86.5 
72.4 
32.6 
36.0 

3 
7 

12 
11 

56.9 9 

6 74.2 67.4 

69.5 31.8 

12. Antifreeze, Engine Oil, 
Other Maintenance...  

13. Parts & Equipment for 
Home Repair of Car  

* N = 1030 

	

67.4 	30.8 	1.8 	 98.2 	1 	1.8 	13 

	

54.0 	40.0 	3.0 	3.0 	94.0 	3 	6.0 	11 

Exhibit 2-7  

Connumer "Satisfaction/Dissatisfaction Study: 
Durables Purcha -e- ; Importance Rating; Satisfaction/Dissatisfaction Rating Section: 

Cars and Other Transportation  

CATEGORY 

1. New Car  
2. New Truck, Van, 

, Off-The-Road Vehicle 
3. Used Car  
4. Used Truck, Van...  
5. Snowmobile  
6. Motorcycle  
7. Motor Home, Travel 

Trailer, Camper  
8. Airplane  
9. Adult Bicycle  
10. Child's Car Seat, 

Safety Harness  
11. Tires, Batteries, 

Accessories 

29.8  

6.9 

27.5 
7:6 
4.3 
5.0 

PURCHASE  
% of Respondent5e  

having 
Purchased 

IMPORTANCE RATING 	SATISFACTION/DISSATISFACTION RATING  
% of Purchasers 	Rank by 	% OF PURCHASERS  

rating 	Importance 	SATISFIED 	DISSATISFIED  
Important 	Rating 	Quite 	Somewhat 	Somewhat Quite 

1 	49.5 	28.7 	14.7 	7.1 93.3 

85.5 

	

40.8 	36.6 	12.7 	9.9 	77.4 	13 	22.6 	1 

	

41.0 	37.5 	14.8 	6.7 	77.5 	12 	21.5 	3  

	

41.8 	43.0 	7.6 	7.6 	84.8 	9 	15.2 	5 

	

56.8 	31.8 	6.8 	4.5 	88.6 	7 	11.3 	7  

	

53.8 	36.5 	1.9 	7.7 	90.3 	5 	9.6 	9  

	

62.2 	28.4 	8.1 	1.3 	90.6 	4 	9.4 	10 

TOTAL SATISFACTION/DISSATISFACTION 
% OF PURCHASERS  

SATISFIED 	DISSAUSFIED  
Total 	Rank 	Total 	Rank  
78.2 	11 	21.8 	2 

	

0.5 	 40.0 	10 	20.0 	60.0 	20.0 	- 	80.0 	10 	20.0 	4  

	

18.2 	 29.6 	13 	48.9 	38.3 	9.6 	3.2 	87.2 	8 	12.8 	6  

	

9.8 	 89.8 	 2 	75.2 	19.8 	5.0 	- 	95.0 	2 	5.0 	12 

	

57.5 	32.7 	5.7 	4.1 	90.2 	6 	9.8 	8 61.8 79.5 

Source: National Consumer Satisfaction/Dissatisfaction Study; Ash (forthcoming) 



• 

48.9 58.7 9.0 15 	23.1 	6 76.9 30.0 14.1 46.9 

Exhibit 2-8 - 	
, 	 . 

, 

• . 

..• 	National, Consumer Satisfaction/Dissatisfaction Study:  • Servlces Purchase; importanc' Ra.ing; Satisfaction/Dissatisfaction Rating Section: 
Repairs and General Services 

	

PURCHASE 	 IMPORTANCE RATING 	SATISFACTION/DISSATISFACTION RATING  

% of Respondents* % of Purchasers 	Rank by 	 %  OF PURCHASERS  

	

having 	. 	 rating 	Importance 	SATISFIED 	 DISSATISFIED  

	

Purchased 	 Important 	Rating 	Quite 	Somewhat 	'Somewhat Quite  

TOTAL SATISFACTION/DISSATISFACTIM 
% OF PURCHASERS  

	

SATISFIED 	DISSATISFIED  
Total 	Rank 	Total 	Rank 

CATEGORY 

1. T.V., Radio, Stereo 
Repairs  

2. - Auto Repairs and 
Services  

3. Heating, Air Con-
ditioning Repairs  

4. Other Appliance Repairs 
5. Plumbing, Carpentry, 

Other Home Repairs  
6. Watch, Clock, Jewelry 

Rapairs  
7. Carpet Cleaning, Window 

Washing, Home Care 
Services 

9 

	

73.6 	 90.6 	 1 	35.3 	36.6 	16.3 	11.8 	71.9 	19 	27.1 	2 

	

38.3 	 87.2 	 2 	61.2 	24.4 	9.5 	4.9 	85.6 	7 	14.4 	13 

	

32.7 	 67.3 	 5 	41.4 	35.3 	13.7 	9.6 	76.7 	16 	23.3 	5  

	

37.5 	 H 76.5 	 4 	50.1 	31.6 	10.2 	8.1 	81.7 	11 	18.3 	10 

	

40.2 	 32.1 - 	19 	41.8 	34.2 	15.2 	8.8 	76.0 	17 	24.0 	4  

19.4 	 41.8 	 17 	47.5 	36.3 	10.8 	5.4 	83.8 	10 	16.2 	11 

8. Yardwork, Snow Removal, 
Lawn Care Services  

9. Home Redecorating  
10. Home Improvement Services, 

(Siding, Insulation 
Installation)  

11. Casspool, Septic Tank 
Services  

12. Furniture Upholstery/ 
Refinishing Service  

13. Laundry, Dry Cleaning 
Service 

	

20.4 	 54.9 	 10 	46.0 	35.2 	11.7 	7.1 	81.2 	12 	18.8 	9  

	

13.0 	 59.2 	 8 	5 8.8 	30.1 	6.6 	4.4 	88.9 	3 	11.0 	18  

	

16.7 	 77.8 	 3 	56.3 	27.8 	9.7 	6.2 	84.1 	9 	15.9 	12 

	

7.4 	 63.5 	 6 	63.6 	23.4 	7.8 	5.2 	87.0 	4 	13.0 	17  

	

16.4 	 49.4 	 14 	65.5 	24.0 	5.3 	5.3 	89.5 	1 	10.6 	20 

	

67.8 	 49.3 	 15 	52.5 	36.6 	8.5 	2.4 	89.1 	2 	10.9 	19 

14. Coin- Operated Laundry 
Service 

15. Domestic Help, 
Maid Service 

	

25.1 	 49.0 	 16 	39.4 	40.2 	12.1 	• 	8.3 	79.6 	14 	20.4 	7 

	

9.3 	 52.7 	 13 	48.5 	37.1 	10.3 	4.1 	85.6 	7 	14.4 	13 

16. Moving and Storage 
Service 

• 17. Water Softening'Service  
- 18; .Photographic Service  

• 19., parcel Delivery and 	, 
Freight Service '  

,20. Mail  Order Firms 	 

br= 1052 

	

11.2 	 59.8 	 7 	50.8 	35.6 	- 9.3 	4.3 	86.4 	6 	13.6 	15 

	

5.8 	 53.4 	 11 	35.5 	45.2 	6.4 	12.9 	80.7 	13 	19.3 	8  

	

65.7 	 28.9 	«20H  . 	46.4 	40.5 	10.0 	3.1 	86.9 	5 	13.1 • 	16  

	

44.6 	 53.4 	 11 	36.7 	33.7 	1 i3.6 	11.1 	70.4 	20 	29.7 	1 

	

40.0 	 33.0 	 18 	37.8 	38-.1 	14.0 	10.1 	75.9 	18 	24.1 	3  

Source: National dOnsumer'SatisfactiOn/DissatiSfaction Study; Ash forthCOmihg) 
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It should be emphasized that these results 
were not the highest found in the study. Other product 
categories with comparable or higher reported levels of 
consumer dissatisfaction were: 

restaurant meals 	 19% of purchasers 
mobile homes 	 20% 
children's games and toys 	 23% 
apartment rental 	 29% 
parcel delivery and freight service 30% 
post office 	 31% 
employment agencies 	 50% 

Some more detailed analysis of the reported 
causes of dissatisfaction using this study data are 
reported in Chapters Six and Eight. Full scale 
analyses along these lines must await the results of 
the CS/D study later this year. 

The final approach to problem identification 
is direct consumer probing. The intent following this 
approach is to find out not just the extent of prob-
lems, but also to learn why they are problems. In this 
way, action opportunities may ,  be discovered. Our focus 
group research, summarized in Chapter Four, is an 
example of this approach. 

All of the above approaches are based on 
consumer self-reports. While highly useful in identi-
fying areas in which there are substantial expectation/ 
performance gaps, as perceived by consumers, they do 
not always provide good information as the underlying 
reasons for the gaps. Thus, while the preceding data 
indicate that consumer dissatisfaction with the 
performance of new,  automobiles and appliances is a 
problem of some magnitude, it is not obvious exactly 
what the dimensions of the problem are. A considerable 
amount of the material in the following seven chapters 
is related to our efforts to identify these relevant 
dimensions, which are summarized in Chapter Ten. 
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CHAPTER THREE 

ECONOMIC LIFE CONCEPTS AND DATA 

The objective of this brief chapter is to 
establish common understanding among readers of a 
number of concepts and terminology that will be used in 
the remainder of the report. Data will be provided on 
economic life costs for refrigerators and "standard 
size" automobiles. 

Economic Life  

The economic life of a consumer product is 
considered in this report as the period of time between 
purchase and termination of use to obtain performance 
of any kind. It can be portrayed graphically as in 
Exhibit 3-1. The length of the time period of economic 
life will vary not only by product category, model, and 
brand, but by product usage patterns, conditions, and 
user characteristics. Further, some performance 
benefits may be obtained for longer periods of time 
than others. 

Exhibit 3-1  

Concept of EconOMic Life  

Purchase 	 Judgment of end of 
performance benef its 

Time 

• 
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Performance Benefits  

Consumers buy products to obtain performance 
benefits. We have identified four kinds of these 
performance benefits that can be obtained from the 
ownership and/or use of appliances and automobiles. 

1. Primary Function Performance  

This is the core performance for which the 
product was purchased: the automobile provides 
transportation, the stove elements and oven heat 
properly. 

2. Secondary Function Performance  

This is the performance obtained by use of 
ancillary mechanical/electrical/thermal (M/E/T) 
subsystems purchased as product options: the car radio 
works, the stove clock/timer works. 

3. Aesthetic Performance  

This is the performance obtained from the 
physical design and colour of the product and its 
component parts. 

4. Psychic Performance  

This performance benefit is an emotional 
state of mind induced by ownership or use of the 
product, or from knowledge about the seller. For many 
consumers, the ownership or use of a new automobile 
provides high psychic performance benefits. The 
appliances in the kitchen, such as the stove, generally 
provide more psychic performance benefits than do the 
"downstairs" appliances such as the clothes dryer. 
Knowledge of the seller's reputaton for satisfied 
customers can provide psychic performance benefits for 
consumers as well. 

Costs Associated With Obtaining Performance and  
Benefits  

There are a number of costs associated with 
ownership and use of both appliances and automobiles. 
We have aggregated them into four categories. 

1. Purchase Cost  

This typically has been the only cost the 
buyer perceives as relevant in the purchase decision. 
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2. Operating Costs  

These are the costs associated with use and 
includes energy costs and, in the case of automobiles, 
such costs as insurance, parking and tolls. With 
increases in operating costs, these are now being 
considered more frequently by consumers in making 
purchasing decisions. 

3. Service Costs  

These are the costs associated with work on 
the product to provide continuity of performance 
benefits, especially but not exclusively functional 
performance benefits. In some situations it is useful 
to consider service costs as being of two kinds, 
maintenance (pre-failure) and repair (post-failure). 

4. Psychic Costs  

These are comparable to psychic performance 
benefits in that it is  astate of mind induced by 
ownership or use of the product. Examples of psychic 
costs are uncertainty over the continued functional 
performance of a product that has failed three times in 
the previous three months, or frustration with the 
apparent indifference of service personnel. 

Costs Associated With Product Economic Life  

It was noted in the previous section that 
many consumers consider purchase cost is the only 
relevant product financial cost in a purchase  décision. 

 Yet products which consume energy in their operation 
and/or which have M/E/T systems which wear with use 
have operating and service cost requirements over their 
economic life. Undoubtedly one reason why consumers do 
not take such costs into consideration prior to 
purchase is that they do not have easy access to 
information on total costs associated with owning and 
using products. 

Exhibit 3-2 provides data on the estimated costs 
associated with economic life for a refrigerator and a 
standard-sized automobile purchased in 1972. For both • 

products, the purchase cost is less than the operating 
costs. Exhibit 3-3 provides comparative data that show 
purchase cost as a proportion of total' ' cost  declining 
and service costs rising substantially. While all 
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costs are rising in terms of dollars, operating and 
service costs have both risen at a substantially higher 
rate than has purchase cost. These data have a number 
of implications with respect to consumer behavior and 
government policy makers that we will discuss in later 
chapters. 



Exhibit 3-2  

Economic Life Costs of Two Products  

Refrigerator  

100%  

Standard Sized Automobile  

100% .  

Explanatory Data  

Model year: 1972 

Economic life: 14 years 

Explanatory Data  

Model year: . 1972 	<- 

Economic Life: 10 years 

Simple Cost: 

Acquisition 

Operating 

Service 

Simple Cost: 

.Àcquisition .  

Operatin- 

'Service  

$ 275.00 

750.00 

75.00  

$1,100.00 

$ 4,900.00 

6,050.00 

2,580.00  

$13,530.00 

Source: The Productivity of Servicing 

Consumer Durable Products, MIT , 
Source: U.S. Dept. of Trans-

portation, Highway 
Statistics Division 



1972 

100% 

Exhibit 3-3 

Economic Life Costs  
of a Standard Sized Automobile  

1972 vs. 1976  

1976 

100% 

$ 4,900.00 

6,050.00 

2,580.00  

$13,530.00 

Explanatory Data  

Model year: 1972 

Economic Life: 10 years 

Simple Cost: 

Acquisition 

Operating 

Service  

Percent Change  

1972-1976  

+14% 

+33% 

+60% 

24%  

Explanatory  Data  

Model year: 1976 

Economic Life: 10 years 

Simple Cost: 

Acquisition 

Operating 

Service 

$5,625.00 

8,100.00 

4,130.00  

$17,855.00 

• 
Source: U.S. Dept. of Transportation, Highway Statistics Division 
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CHAPTER FOUR 

THE EVIDENCE OF THE FOCUS GROUPS  

A-complete report of the ,focus group -method0- 
logy'and analysis is:provided  as 'a  separate document in 
an-effort to encourage reading of the document in- its 
entirety.' This dociiment - ,is entitled Appendix A, The 

 Evidence of Consumer-Focus Groups.  What appears  in : 
this section of the report is-: a stimmary of attitudes: . 
and beliefs, as expressed in the focus ,groups.: The -
summary  is  organized in a sequence  comparable  to that' • 

 in which the:focus groups were:run. . 	• 

Product Durability  

The word durability is not one used spontan-
eously with any frequency by . consumers. At the same, 
time it must be - acknowledged that there was-no: consen-
sus among consumers in - providing an alternative  expres-
s ion of what appears to be'an ambiguous and complex 
concept. Four different interpretations of - durability-
emerged from the focus groups. 	• - 	 - 

1. The length .of the'(exprêss) warranty time' - 
period. -  

2. -The length Oftime à produCt'lasts - without 
any repair costs-being-borne - by the 

• customer.-  

. 3.:-:The:length - of tiffie a product lasts, including . 
that  time in which 'the consumer  bears.  the  • - 
-costs'of repair:. 

• 
4. 	A notion of material sturdiness: a prefer 

' ence for steel over white metal or plastic; 
the thickness of Steel; the weight - of the 
produbt. 	 , 	 • 

In the discussion of the impôrtance of the -
concept of durability'in - purdhase-Snd use of white 
goods and apPliances, mOst consumers took the  perspec-
tive  of'  definition three above, one which we-have 
termed- product longeVity. There is a tendency-for it -- 
to be expressed 'in years for white-goods and in mileage 
for automobiles. 
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Consumers have a concern about product 
longevity for both white goods and automobiles. There 
is some indication that the concern is greater for 
automobiles, both because of greater relative 
complexity and because of higher purchase price. - There 
was numerically equivalent consumer concern about both 
product categories with respect to mechanical/electri-
cal/thermal performance and aesthetic performance. 
Here again, the degree of concern was higher for 
automobiles. The relative prominence of concern with 
aesthetic performance reflects some consumer capability 
to assess different kinds of performance and thus the 
relative importance of different kinds of performance 
in the determination of individual satisfaction. 

For some consumers, product longevity was not 
a matter of great significance. For these individuals, 
there were clearly greater personal values associated 
with the psychic benefits of owning a new product, 
together with the performance benefits derived from the 
product features associated with the new product. 
Personal values are influenced by the society around 
the individual and, for some people, this is expressed 
as "pressure" to conform to social norms. This social 
pressure was perceived in the focus groups to be higher 
for automobiles than for white goods. 

Those consumers who expressed expectations 
about product ,  durability generally did so from the 
perspective of product longevity. Such expectations 
were more often expressed for white goods than for 
automobiles, probably because the consumer iS more 
likely to own a white goods product for its entire 
economic life. Among white goods, expectatiOns 
regarding length of economic life were found to vary 
from one product to another. 

Four categories of expectations have been 
defined by Millerl: minimum tolerable expectations 
(what must be); expected expectations (what will be); 
deserved expectations (what should be), and ideal 
expectations (what can be). Consumers in the focus 
groups did not explicitly distinguish among these four 
types of expectations, although all were evident. Most 
consumers who expressed definite expectations about 
product longevity appeared to reach their conclusion by 
selectively drawing on experience to determine their 
ideal expectation (what can be), and then expressing 
this as their deserved expectation (what should be). An 
example is a parent or, relative who had a particular 
appliance for over 20 years. Therefore, all appliances 
of this kind should last over 20 years. 
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'To Conclude, some but by no means all 
consumers expressed expectations regarding the èconomic 
life of products. —The principal reason why consumers 
did not express their expectations more ,often was -
probably their expressed recognition of the number of 
factors, many of them, under the control ,  of the 
individual consumer, which determines product , 
longevity. - 

This recognition yas clear -  in the .part of the•
focus group discussions which centered,  on determinants- ,  
of product durability. Both level and manner of usage 
were explicitly raiSed as factors affecting produçt 
longevity. Probably because consumer control over the 
operation of the equipment is greàter-for automobiles 
than for white' 	the manner of usage was. more 
often mentioned for automobiles. This was true as well 
for maintenance. 

Manufacturers were frequently criticized by 
consumers as the source of product durability problems. 
Criticisms in the area of product design related to 
material selection, liroduct complexity, repairability, 
design omissions, frequency of design changes, and - 
quality control. With respect to durability, two 
perspectives dominated. One was product longevity; the 
other related to notions of repairs, that is, the need 
for repair and the availability Of parts. Product 
breakdown necessitating repair is a concept which we 
have termed product rèliability. 

Climatic conditions and,garaging were 
mentioned by a few consumers  as  determinants of 
aesthetic product 'longevity' for' autàmobiles. This was 
in contrast to mechanical longevity, where manner of 
usage and maintenance were mâst often cited as 
non-manufacturer dèterminants of longevity. 

Price was not perceived as a significant ' 
indicator of'either Product reliability or longevity. 
There was little acknowledgement of brand name as an 
indicator of-these components of durability. 

Store reputation was not perceived by 
consumers either as an indicator or as a determinant of•
product reliability or longevity per se. However, many 
consumers clearly believed that when they purchased an 
automobile or white good, they purchased a service 
package in the form of a warranty as well as the 
physical product. Several consumers acknowledged that 
product reliability and longevity could be affected by 
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the quality of service performed on the product. Many 
more consumers expressed in a variety of ways that 
knowledge of retailer reputation affected both consumer 
need to have precise knowledge of warranty terms at the 
time of purchase and degree of concern about getting 
warranty performance after purchase. Most discussions 
of retailer quality related to • appliances rather than 
to automobiles. Some consumers believed that very 
large department chains had the best reputation for 
after-sale service, while others expressed the view 
that the small outlet which gave personalized service 
provided the best level of after-sale service. 

Warranties  

Consumers in all focus groups were aware of 
the existence of warranties, although they were 
equally, if not more inclined to call them guarantees. 
There was no recognition of different types of warranty 
and, in particular, focus group participants had no 
knowledge of implied warranties in general, much less 
implied warranties of fitness for purpose or 
merchantability. In short, none of the consumers in 
these focus groups indicated that they had any 
awareness of rights in law. 

Consumers, however, were clear that a 
warranty given by a manufacturer or retailer could and 
did limit seller obligation to the purchaser. At the 
same time, no consumer in the focus group challenged 
the right of the seller to circumscribe his warranties 
as he sees fit. Consumers were unable to recall with 
confidence the terms of the warranties on the 
automobiles and white 'goods which they had purchased 
during the previous two years. Recall of warranty 
terms seemed more impressive for products which had 
broken down, an event which apparently prompted 
customers to investigate the explicit terms of the 
warranty. Knowledge of warranty terms appeared to be 
greater for automobiles than for white goods, and 
knowledge of the duration of warranties appeared to be 
greater than knowledge of specific items covered or 
excluded. The most frequently quoted warranty was 
twelve month/12,000 mile coverage for automobiles. 

While consumers say that the warranty is an 
important factor in the purchase of an automobile or 
white good appliance, most acknowledge that they do not 
acquaint themselves with warranty items prior to or at 
the time of purchase. Further, most consumers are 
perceived by focus group participants as investigating 
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warranty terms only, after product failure. This 
behavior is attributed by focus group participants to 
occur because'consumers do not take warranty terms and 
performance into account sufficiently at time of 
purchase and/or do not value warranty highly as a 
relevant variable at the time Of purchase. At the same 
time, fbcus group participants believed consumers in 
general are more likely to attach more importance tà. -» 
warranty terns- (a) the greater ,the financial outlay and' 
perceived risk .associated.with the purchase, .and (b) 
the longer the intended period of ownership. 	. 

Focus group consumers perceived little 
differentiation among competitive brands within a 
product category on the basis of warranty, termS. They 
also recognized the ease with which competitbrs could 
match changes in warranty terms offered by a particular 
company. Two divergent views, both,centered on the 
duration of warranty, emerged with regard to brand 
owner motivation in setting warranty terms.' - One group 
believed that it was in the best interest of the brand . 
owner to provide a solid warranty, and, that brand 
Owners eStablished their warranty terms with this in 
mind. The.second group of consumers were more cynical, 
believing that the one-year automobile warranty was 
designed to minimize expense to the manufacturer for 
in-warranty repair work. However, dissatisfaction with 
the one-year warranty did not prompt many of these 
consumers to recommend longer-warranty periods. There . 
appeared to be two reasons for this. First was the 
recognition that warranty terms :affect product prices. 
Second, it was realized -that product misuse-  by some 
consumers affects brand owner's' costs for in-warranty 
repairs, and that this also  affects  retail prices. 

While focus-group participants-recognized the 
'relationship between warranty. terms and retail prices, 
there were differences in views as to what might be an . 
ideal personal Warranty. This is to be èxpected, given : 

 individual assumptions about actual .  warranty costs and 
differences across.individuals in - terms Of - willingness - 
to assume risk. At the same-time, -  there was a broad 
agreement that a warranty becomes less attractive,to 
the consumer if it is .perceived as unduly restrictive, 
or, if the speed and quality of repairs,-is -likely to be 
circumscribed by poor dealer service. 	. 

Focus group participants acknowledged that 
some consumers misuse warranties in termé of product 
Misuse, maintenance neglect, and ',claims for warranty. -,, 
beyond the warranty terms. 
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Warranty Problems  

Access to the precise warranty terms prior to 
purchase was identified as a problem by several con-
sumers. This problem was associated predominantly with 
white goods. 

Express warranties were described by focus 
group members as complicated, ambiguous, and as being 
presented in fine print. At the same time, warranty 
terminology was not viewed as deliberately designed to 
confuse the consumer, although some consumers are 
frustrated by the fact that certain components of 
overall repair costs are limited or excluded in some 
warranties. 

Some consumers who expressed the belief that 
warranty coverage was often inadequate did so on the 
grounds that consequential damages were not covered. 
Time costs in obtaining redress and replacement 
transportation were suggestions for inclusion in 
warranty coverage. A further example, although not 
consequential damage in the legal sense, was redress 
for loss of resale value for inadequate rustproofing 
performance. 

Restriction on warranty transferability on 
resale was of concern to some consumers. It was 
thought to exist more in the case of automobiles than 
for white goods. The consensus of focus group 
consumers was that warranty transferability should be 
permitted. 

Recordkeeping  in  terms of purchase slips and 
warranties was perceived by focus group members as a 
consumer responsibility, but one not handled well by 
consumers: 

For white goods and automobiles, the first 
recourse of most consumers in the event of an in-
warranty product performance problem was contact with 
the firm from which the product had been purchased. 
Given population mobility, this was not always 
practical, and some consumers stated that they had not 
received adequate service when they had taken their 
automobiles for warranty work to a dealer other than 
the one from which the car was purchased. 

Several problems involving poor in-warranty 
service were cited by consumers, with greater frequency 
for automobiles than for white goods. • 
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Consumer expectations regarding speed of - 
dealer service appeared to be greater the more recent 
the purchase, although there was diversity within the 
focus groups as to whether - or not dealers met • this 
expectation.- 

Importance of the-product toa  consumer  (e.g.' 
an. automobile  required for 'daily use):seèmed to  
influence the urgency with- which consumer service was H 
required,and, therefore, expected. 

: 

The expectations offotus group consumers 
regarding speed of service were frequently not 
fulfilled e  eSpecially for automobiles. E.xplanations 
given for. this lack of fulfillment included•low dealer 
profitability for 'warranty.work, dealer emphasis on 
vehicle sales rather than  service,:  small Size' of dealer 
'service facility - relative  to requirements, sale of more-
models than can be - efficiently serviced, , deliberate 
dealer delay until after expiry Of the warranty time 	' 
period,- and delays in obtaining parts. The interrela-
tiOnship between parts availability".and parts' cost , 

 apparently is not understood by consumers, who - 
comPlained-as weIl  about parts tOsts. Dealers tended ' 
to be blamed for parts problems, althoLigh frequencY  of 
design change s .  by manufacturers wàs recognized as a 
contributory factor. 	' 

Quality  of service waà also the:subject of 
numerous focus group,  consumer  complaints. ''Onde again, 
the great Majority of complaints.concerned automobiles: 
The requirement that - warranty repair work be performed 
by  an  authorized service representative Was seen both . 
as weakening consumer.bargaihing power with the dealer ' 
and preventin consilmers frOm doing their:own'tepair 
)eork at lower cost. • Non-performance of mork l was seen 

- as a'problem' by-some consuMers,  as  was inadequate 
dealer attention to major repairs. There.was a ,feeling 
among some focus groups conSumerS that poor dealer 
quality .of service might be related to dealer'exploita-
tion - of , the warranty -System to obtain greater - prOfits. 
Overall, quality ofservice was perceived almost 
exclusively as a dealer problem, la- ith -only:one consumer , 
identifying the idea that quality of serVite might be • 
related to the dealer-manufacturer relationship. 
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Action Recommendations  

• Focus group consumers were asked explicitly 
what action they believed consumers, manufacturers, 
dealers, and governments might take to minimize product 
durability and warranty problems. Action recommenda-
tions for consumers included acquisition of more 
information on comparative product performance, more 
detailed information about warranties, and shopping 
around prior to purchase. Post-purchase recommenda-
tions covered better use of information in the owner's 
manual, together with intelligent use and maintenance. 
With respect to redress mechanisms, there was mixed 
awareness of alternative mechanisms and knowledge of 
how to make contact, given awareness. Simplicity and 
economy in redress mechanisms was desired by focus 
group participants. The principal action recommenda-
tion was that more consumers should make known and 
press their complaints than they now do. 

The focus group participants recognized that 
the manufacturer was primarily responsible for the 
components of durability. Action recommendations for 
manufacturers included less frequent model changes and 
product testing standards that better reflect the uses 
(and perhaps abuses) to which products are put. At the 
same time there was some recognition of cost-selling 
price tradeoffs and conflicting pressures such as 
weight versus fuel economy. There were few specific 
suggestions for manufacturer action with respect to 
warranties, although there was some support for the 
offering of alternative warranties at different prices. 
There was little focus group request for more manu-
facturer information on warranties or maintenance. The 
courtesy and responsiveness of automobile and white 
goods manufacturers was unfavourably compared to that 
of packaged goods manufacturers. 

Recommendations for dealer action included 
better informed salesmen with respect  to  knowledge of 
products, warranties, and store repair and return 
policies. Improvement of dealer sensitivity  to  con-
sumer complaints, integrity in honoring warranties, and 
flexibility in interpretation of warranty terms were 
all recommendations for action. There was support on 
the part of some focus group participants for extnetion 
of warranties following repair within the warranty 
period. 
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Action recommendatiôns for government in the 
area of delivery - of  information  to conèumers included, : 
direct information of a general nature and  requiring 	. 
>supplier systeM warranty information bé both simple and 

 Clearly displayed. There,were,also action 
- >recommendations in the establishment of quality Control.- 
standards for_products and the provision  of a redress  H.  

mechanism. 	 • 

.> Members of - all six focus groups were asked to ,.; 
react to  the Saskatchewan legislation that productè 
should last  for  "a reasonable period of time." . There 
was no awareness Of  the existence of this legislation, . 
even among those residents.of Saskatchewan.  The 	- — 
legislation was generally viewed as imprecise and.. 
unlikely to benefit the consumér.  Several consumers 	- 
apparently believed that a single time period would be 
determined for each. product. This assumption provoked>. 
criticism on the.grounds that it would not be able to 
accommodate variations in the frequency and, manner of 
product usage among'consumers. 
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CHAPTER FIVE  

THE EVOLUTION OF STRUCTURE AND OPERATIONS  
IN THE WHITE GOODS AND AUTOMOBILE INDUSTRIES  

The purpose of this chapter is to provide 
information about the structure and operation of 
several aspects of the appliance and automobile indus-
tries that we believe are relevant to the development 
and evaluation of alternatives by policy makers, but 
which tend not to have received adequate attention in 
our estimation in the law-perspective literature. 

The White Goods Appliance Industry  

While both the new automobile and white goods 
appliance industries are in the mass-marketing of 
consumer durables, the structure and rate of change of 
the two industries has been very different. Forty 
years ago the appliance industry structure was compar-
able on some dimensions to that of the new automobile 
industry today. Control of the product offerings was 
in the hands of the manufacturers and most new products 
were sold by independent dealers who were small in 
scale relative to the manufacturers. However, there 
were some differences between the two industries. 
There were many more-domestic appliance manufacturers 
than there were domestic automobile manufacturers. A 
significant proportion of appliances were sold through 
department stores, some of which were larger than their 
appliance suppliers ;. Finally, retail appliance dealers 
of all kinds tended to assume responsibility for 
appliance service over the life of the product to a 
greater extent than for automobiles. 

The advent of white goods appliances as mass-
market products in the 1950's brought changes in the 
distribution structure for these products. Mass-merch-
andising emerged in the form of appliance discount 
houses which, through volume sales, could profitably 
operate with lower retailer margins. The resulting 
volume and margin pressures on small independent 
dealers led to a greatly lowered level of after-sale 
appliance service. Manufacturers responded by inte-
grating forward into the appliance repair business in 
those centres where it was economically viable to 
maintain company owned and operated service centres, 
and by contracting out warranty service to independent 
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service organizations in thos areas where it was not 
economically feasible to have a company service 
operation. At about the same time, large volume 
appliance retailers began to emphasize private brands 
as a means to get both greater consumer loyalty and 
higher margins. A few large retailers, notably 	. 
Simpsons-Sears, devéloped strong appliance service or-
ganizations as part of their merchandising philosophy. 

By the mid-1970's,-the: majority of white' ' 
goOds appliance . sales were béing made by mass-merchan7 
dise retailei- s. .The largest of thése had-weIl7devel-
oped "house" brands on which - the product specifications 
Were set by théretail organization. Aftersale,, 
in-warranty and postrwarranty servicê was handled by a 
mix of largè Manufacturer and large retailer-dontrolled 
service operations in major urban : areas and by ' 
independent service operations, many connected with an 
appliance retail operation, in the case of sMaller 
manufacturerS and  in rural and sMaller urban areas. ' 

The New Automobile Industry  

The structure of the new automobile business 
today is largely unchanged from that of 40 to 50 years 
ago: control of new product offerings held by the 
manufacturers; products sold by independent franchised 
dealers, who are small in scale relative to the manu-
facturers; and warranty service provided within this 
system. 

The growth of the automobile as a mass-market - 
product in thé 1950's and 1960's, while not affecting 
the basic industry struCture, did have an impact within 
the dealer system. Some large urban dealers moved to 

• large-volume low-margin operations, -  encouraged, it 
would appear, by manufacturer'interest in increased 
sale of neW products. As this trend increased, the 

-volume and margin pressures on smaller dealers in- - 
creased and created a doWnward pressure on the level of 
after-sale service.-It is likely that the tying of 
warranty service to the selling dealer became'a vital 
issue to smaller dealers trying to-protect their busi-
ness at this time. Further, it would appear that the 
shift in the last ten:years of financial responsibility 
for predeliVery inspection and warranty costs'from - 
dealer to manufacturer was taken by manUfacturerS to 
alleviate  stresses in their- dealer system. It should 
be noted that some manufacturers still tie warranty 
service to the selling dealer, which suggests that-
smaller dealer continues to maintain power in some of 
the systems. 
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Over the years, there has developed a very 
large number of organizations outside this system in 
the business of providing automobile repairs. While 
precise data are not available, it appears that the 
share of the total automobile service market held by 
the manufacturers and their dealers had declined in the 
last forty years, with an increasing proportion of the 
high volume service business (such as exhaust systems) 
going to firms outside the manufacturer-dealer system. 

One important trend that will have far-reaching 
implications for the automotive service industry 
structure is the increasing use of electronics compon-
ents. At the moment, the best estimate we could 
obtain of the average proportion of a new automobile 
dealer's service business accounted for by warranty 
work was 25 percent. As electronics components become 
more prevalent, this new technology will require 
different servicing equipment and technical skills. 
Substantial investments will be needed to install the 
costly equipment needed to test electronic functioning 
and to train service personnel in this field. This 
trend, in our opinion, will not only result in 
increased costs passed on to consumers, but also in a 
restructuring of the automotive service industry. In 
particular, we foresee a marked decrease in the role of 
independent gas stations in making repairs and a 
corresponding increase in the role of new car dealers. 
It is impossible to predict at this time whether or not 
the public will gain or lose in this regard. 

A similar development in electronics has 
already been occurringin the major white goods 
appliance industry. The introduction of microwave 
ovens is the most notable example, but also there have 
been solid state items and other devices introduced 
into more traditional àppliance lines. Two trends 
have occurred. First, service personnel are approach-
ing such products as assembled modules and replacing 
entire modules rather than actually repairing products 
in a traditional sense. (This is discussed further in 
Chapter Eight). Second, new channels of sale and ser-
vice are being experimented with by appliance manufac-
turers. For example, microwaves are frequently 
offered in stereo-hifi stores because the electronic 
technology is more similar 'than between microwaves and 
the traditionally mechanically-operated appliances. 
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Most importantly, a key factor in the struc-
tural  evolution  •of the automobile industry was identi-' 
fied over the course of the .interviews with evéry 
automobile  manufacturer  We met with. Although it was 
not expressed as such, we believe this factor is the 
change in business concept occurring in these organiza-
t ions in recent years from  on é of sales to one of sales 
and service' to achiève'customer satisfaction. The 

 pervasiveness of this change varies both within and 
across organizations but, in our opinion, the trend is 
established to such an,èxtent that the direction is 
irreversible. At the same time,. we want to.emphasize 
that the'process of change will take some time because: 
(a) the large size of each - Ofthe organization systems; 

• (b) each system contains independent dealers, not all 
of whose  business objectives will be congruent with the 
changes at the Manufacturer level,  and; (c)  perhaps , 
most important, the change in business-  concept involves 
a change in the object of attention from physical 

•products (automobiles) to people (customers). 

Conclusions  

This evolution in structure and operations 
in the white goods appliance and automobile industries 
has its parallel in a great many other product 
categories. The implications that can be drawn for 
warranty policymaking are numerous. 

1. Market struCtures, like produéts, can and 
' 

	

	do change over time. The law should either 
be robust enough to allow for these changés 

, or, if this is not possible, should be 
updated periodically to reflect the changes 
in the world. Dràftsmanship can vitally 
affect the robustness of a law and.we 
believe that law draftsmen, who use the 
'word'"manufacturer" as a synonym. for 
"control'of product-specifications" are 
decreasing the 'robustnéss of any resulting 
law. We believe that à more appropriate 
term is'"brand owner," a word.acknowledged 

, in the Ontario Bill 110.but, if.reading 
law literature-is an indication, a concept 
not well understood by those whose 
principal orientation is law. 

2. Where  change  is-occurring, performance may 
deterioriate temporarily'. This is exempli-
Lied by  the  short-term deterioration of 
appliance servicing-at the time of merchan- 
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dising structure and product specification 
control changes in the appliance industry. 
The same temporary performance deteriora-
tion may occur when there are changes in 
product technology and/or production 
technology. 

3. There are tasks to be performed in the sale 
and service of a product. Margins at 
various levels in an industry structure are 
directly related to which system member is 
doing those tasks, as well as to the costs 
and risks associated with those tasks. 
Thus, one would expect a retailer who 
assumes administrative and financial 
responsibility for warranty service to have 
higher margins than the retailer who does 
not. Note that this issue is related to 
the one as to whether or not sufficient 
margins are available to do the job 
properly, a reason frequently put forward 
as a prime cause of inadequate automobile 
predelivery inspection and dealer warranty 
repair service in the 1960's and early 
1970's. 

4. Responsibility in law on the part of a 
system member for fulfillment of a function 
or task should not be equated with an 
obligation on that system member to carry 
out that function or task. This is best 
illustrated by an example from the appli-
ance and home entertainment industries. In 
both industries, there is a common practice 
of "outboarding" warranty labour costs. In 
practice, this means that the retailer, 
rather than the manufacturer assumes finan-
cial responsibility for the labour costs 
associated with in-warranty repairs. In 
these highly competitive industries, the 
outboarding of warranty labour also has the 
effect of reducing federal sales tax 
payable by the manufacturer. 

There are abuses of this system. Exhibit 
5-1 provides an example. It is for reasons 
such as these that the Ontario Law Reform 
Commission Report recommended that, where-
ever possible, the manufacturer assume "the 
responsibility of providing the servicing 
facilities and paying for them." However, 
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it appears-that this recommendation 4 
• based on the assumption that manufacturer s . 
• are invariably better able tà'assume repair 
serviçe.obligations than are retailers.' 
This is not congruent with the current 

. 	Canadian scene, where.there are a number of 
• large retailerS who  have the capability-and 

. 	. resources to provide..,a higher and more 
uniform level of service  than many of their 
suppliers. It is for this reasonthat it 
is important not to build rigidities into' 
the law that would create . problems at the 

. 	same tiMe others . are.being, eliminated. • 

5. It is important to monitor over time the 
effect of . existing pàlicy initiatives on 

• present and develoPing future'system 
, .performance to ensUre - accurate assessment 

of  mhat future policy initiatives might-be 
required: 



Exhibit 5-1  

A November 1978 "Sound Off" Column by  
Gordon Sanderson from the London Free Press  

"TV Warranty? Fine Tuning May be Necessary"  

It's bad enough to have a new color tele-
vision set break down just three days after purchase. 
To then have the manufacturer's service centre say that 
repairs will be at the owner's expense is just too 
much, especially after the set was sold with "full 
manufacturer's warranty." 

But it happened to Elizabeth Revill of 70 
Fiddler's Green, London, and her unhappy experience 
should serve as a lesson to others to read and under-
stand warranties - and also be aware of the difference 
between dealers who sell sets with a manufacturer's 
service contract and those who are known in the trade 
as "self-servicing." 

In the first instance, a dealer buys a blan-
ket service contract from the manufacturer which 
guarantees that if any set he sells malfunctions within 
the warranty period, the customer has only to go to the 
nearest manufacturer's service outlet and obtain 
repairs without charge. 

In the second category, the self-servicing 
dealer undertakes to do the service at his own pre-
mises. This puts a customer at a distinct disadvantage 
if he moves to another community, making it difficult 
to return to the selling dealer for warranty work. 

Self-servicing, in this context, could be 
construed as "self-serving" on the dealer's part. 

This is precisely the situation which con-
fronted Miss Revill and which prompted her brother-in-
law, H.F. Schwartz of Sarnia, to write a complaint 
letter on her behalf to Sound Off. 

Miss Revill purchased a 1979 portable 20-inch 
RCA color television from Krazy Kelly TV & Stereo in 
Chatham on November 15. The bill, including tax, was 
$460.05. The bill of sale was marked "full manufac-
turer's warranty." 
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• 	Miss Revill, however,:lives.in London.' And 
just three daysqatér f  on November 18, : the Sound went 
on the set. She contacted the RCA television service 
centre at 162 King Edward Avenue in Londonto report 
the problem and ask  for service  under warranty .. . 

It was then she learned that . RCA would not 
service the set unlesà- she agreed to-pay $19.95 for the 
call. Alternatively, she could pay $ . 39.95 for ,a . - 
one-year RCA Service contràct. *i 	- 

' 	"What -kind of rip-off ib this?" .  aska 
Schwartz, who also expressed his dissatisfaction in a 
letter to RCA Corp. in Indianapolis. 

Sound Off's first 'call  was  to the-London- RCA'' 
service centre where manager Mario Pancino was familiar . 

 with Miss Revill's case. "She bought the sèt from 
Krazy Kelly (no connection with a London retailer of a 
similar name) in Chatham,".Pancino said. "This dealer 
handles his own service." 

He said RCA dealers-have the option to buy 
service contracts from RCA or to do their own ser-
vicing. The "full manufacturer's warranty" Miss. Revill 
purchased with the set does not include-labor.- 

"When She called us-for  service-,  we told her 
she, has the option of paying $19.95 for the service 
call or sign a. $39.95 contract which wàuld provide 
service coverage for a full year. Or yOu can  take the 
set back to Krazy Kelly - in - Chatham and let'them do - it 
at no charge." 	 -' 

: 'The full manufacturer's warranty issued by 
,RCA states as follows: 

. "(1) If any parts fail in your RCA receiver 
within one year from date Of purchase, we Will supply. 

. replacement at no charge in exchange for the part that 
failed. This includes'tuners and plug-in modules." 

"(2) , If the color picture tube Should ‘fail in 
your RCA receiver within three years from the date Of. 
purchase,  we  will supply a-replacement àt no -charge  in: 
exchange for the picture tube that  failed. The. 	, 
replacement Picture tube Will carry a warrantY for the 

' 'unexpired portion Of the basic warranty period, or one - . 
year, whichever.is greater." 	. 
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"(3) The dealer from whom you purchased the 
receiver will instruct you in its operation, when 
required. The dealer will carry out warranty to the 
purchaser. The dealer is to complete the pre-stamped, 
pre-addressed warranty registration and mail to the 
company." 

"(4) The purchaser is responsible for any 
service labor cost and any transportation cost to and / 

 from the dealer service location, unless the purchaser 
has made other arrangements at the time of purchase 
whereby the dealer undertakes this responsibility. 

"(5) The purchaser must retain the bill of 
sales as proof of date of purchase and if planning to 
move to a new location outside the dealer's service 
area, contact the dealer for service arrangements in 
the new location." 

This warranty clearly puts the onus on the 
consumer and is an important consideration for those 
who may be considering an RCA TV purchase in an area 
where they may not be living. 

The London RCA service manager said all this 
was explained to Miss Revill. However, because her set 
had broken down so soon after purchase, the centre did 
try to be helpful. 

"We called Chatham. We advised Krazy Kelly 
in Chatham (of the customer's problem) and they refused 
to send someone here to London to fix it," Pancino 
said. "They refused to pay us to fix it. They told us 
to advise the customer to bring the set back to Chatham 
and they would look after it." 

Since th1s was impractical, Miss Révill 
signed a one-year  service  contract and paid RCA $39.95. 
Her set was 'fixed and found to have a defective 
module. . 

"We gave her the options," Pancino said. "We 
weren't very happy with the way Krazy. Kelly in Chatham 
looked after the customer. We tried our best within 
our means to make her happy." 

He said that in London, all Woolco stores, 
Simpson's, London Furniture and Krazy Kelly's have RCA 
service contracts. 

Eaton's, Stallards TV Sales and Service and 
Frank Warner each perform their, own. 
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"In town, we haven'trun across'any dealer. 
that hasn't performed their own service adequately," 
Pancino said. .9qe, prefer they buy our service because‘ 
it keeps'my people working and we'feel that our people 
are better qualified to do the service. But this is a 
funny case because it's out of town." 

He said a self-servicing .dealer may sell RCA 
sets cheaper "because he's hoping nothing will happen . 
during the warranty periOd." 

In the case of dealers Who  purchase the 
company's warranty service, it doesn't matter. RCA 
will back the product under warranty, including labor 
charges. 

Bob Webb, manager of Krazy Kelly in Chatham 
(a retail outlet owned by Mad Man Madigan Ltd.), con-
firmed that his store is a self-servicing dealership. 
He said there is nothing in the RCA warranty to cover 
labor and under terms of warranty, it is a carry-in 
service available at the dealership. 

He suggested Miss Revill's complaint should 
really be with RCA. He agreed that it would be unwise 
to buy an RCA from his store if the customer lived 
beyond the Chatham service area or intended to move to 
another community. 

The store, Webb said, does sell other TV 
makes which are covered by full manufacturer's war-
ranty, including labor, anywhere in Canada. 

The customer ià:responsible, for transporta-
tion to and from the dealer, "unless  the dealer has 
made other arrangements, and we do make other arrange-
ments with people." 

When the price is appropriate, Krazy Kelly 
will state on the bill of sale "one year's free 
service." 

In Miss Revill's case, the dealer would 
gladly have repaired her set without charge had she 
brought it back to Chatham. 

Webb said he knew the saleSman who dealt with 
Miss Revill "and he would have explained that to the 
customer." 
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Miss Revill obviously did not get the 
message. "That's possible," Webb said. 	_ 

The case raises a couple of interesting 
points. Can a manufacturer limit responsibility for 
repairing a defect in a brand new product by terms of 
an express warranty? And should a consumer be 
penalized by a servicing agreement between a retailer 
and a manufacturer? 

The bottom line is always to read the fine 
print. 
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CHAPTER SIX  

PRODUCT DURABILITY  

Executives in both thewhite goods  and auto-
mobile -  industries did not find thé word durabili„ty a 
useful one in describing their products, Like con-
sumers, they found the word ambiguous in meaning. For 
virtually  ail of the interviewees; the word durability 
has two principal components and, in the automobile 
industry, a third as well. 

1. Product reliability - the mechanical/ , 
thermal/électrical operation of the pro-
duct. Within this category there is a' 
distinction made between primary function 
operation (i.e. the automobile runs, the 
stove elements heat) and.secondary func-
tion operation (the butter warmer keepS 
the butter soft, the car radio plays). 
The distinction is made because it is 
perceived by executives that consumers 
view primary function failure as both a 
more serious failure and one which 
requires more immediate repair service. 

2. Product appearance at time of delivery - 
this is, executives told us, usually a 
consumer surrogate for both automobile 
reliability and longevity. 

3. Product longevity - the length of time 
that the product lasts, given appropriate 
maintenance and repair. 

In this chapter. we will review the factors 
which . were generally agreed upon  as affectinià theàe 
components of product performance. We have organized 
the discussion by stagein the purchase/use time 
sequence. 

Product Reliability 

Pre-sale  

There are •a number of-factors-which' affect 
product reliability that are determined before the 
vehicle is sold to the customer, 
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Design, while acknowledged to be very closely 
related to reliability, is not perceived in either the 
white goods appliance or automobile industries as a 
pervasive problem of any substantial nature. This is 
especially so for primary function operation. Brand 
owners are highly cognizant of the adverse consumer and 
trade acceptance effects associated with systematic 
product function failure,' together with the very- 
high costs of fixing design related failures in the 
field. Therefore most organizations work diligently to 
ensure that product design does provide function 
reliability prior to being put on the market. Although 
hard data are not available which directly bear on the 
interrelationship between appliance and automobile 
product design as to functional reliability, executives 
in both industries expressed the view that the level of 
product reliability related to the design of both 
product subsystems  and complete units  has increased. 
Within the automotive industry, it was emphasized that 
this was particularly true for automotive drive 
systems. 

Executives in each industry acknowledged that 
products do get offered for sale that have design-
related defects. Where this happens it generally 
occurs for one of two reasons: 

(a) Modification of existing designs to 
reduce material or labour production 
costs, or substitution of materials in a 
time of shortage. In either case, 
systematic product functional failure can 
occur if inadequate testing of product 
performance is carried out with the 
modified components. 

(b) Design changes incorporating new tech-
nology that result in a product that has 
increased consumer benefits in sème areas 
simultaneous with less consumer benefits 
in terms of reliability. This is quite 
frequently the case in the introduction 
of new product components based on new 
technology. As experience with the new 
technology grows, advances are made in 
the technology which improves product 
reliability. The recent most dramatic 
change in consumer products of this kind 
of technology has been in the television 
industry. The advent of integreated 
circuits into industry products has 
reduced the first year Canadian TV 
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. service call incidence (color) from 1.1.. , 

	

per set in 1973 to -15 in 1978. The 	- 
' 	estimated figure for 1983 is .10. 2 :, 

One aspect of automobile design deserves 
special mention-in relation to rel,iability; To the 
extent that automobile owners equate non-reliability 
with any time in which' the vehicle is not available fOr 
use, then changes in the frequency of maintenance 
requirements may-be used as one  indicator of reliabil-
ity. Exhibits 6-1 and 6-2 provide data that show that 
design changes over the.years have reduced the number - 
of maintenance operations and lengthened the time 
intervals between recommended maintenance. It shotild .  
be noted that in the Automotive-News story from which , 
Exhibit 6-2 data were taken, U.S.-industry officials 
preSenting the data to U.S. congressional hearings did, - 
make it very clear that the reduced humber of trip's to 
the dealer should not be equated with lower maintenance 
costs inasmuCh as ."new federal Standards on emissionS, 
fuel economy and safety inevitably mean greater com- - 

 plexity and- higher costs per unit.'" A-recent London. 
Free Press  newspaper article listed the consumer oost 
of these maintenance procedures mithin the warranty  
period at $111 for 1979 Cars. 

There is a set Of factors absociated with - 
product manufacture and assembly that affect product 

	

reliability. These include  changes in production 	. 
technology, and levels of production quality and 
quality control. The view was expressed widely by 
members of each industry that the average level of 
complete unit product functiOnal reliability of indus-
try products leaving'the factories has been improving'. 
There was a frank admission by the-domestic  automobile 
manufacturers thàt the average level of product quality 
of their vehicles in the' 60's and early YO's was below 
that of imported vehicles. All went on,to state their' 
belief that the current levels of prodUct quality -  are 
equal to, or above those of, imported mass-market vehi-.- 
cles. They State that the improvement has come through' 

	

improved standards of manufacturing - and assembly, . 	- 	- 
together with better-and higher quality control  stand -

ards.  It should'be noted that there has been a shift 
in emphasis in the items included in.vehicle quality. 
control checks in recent years. Whereas the emphasis ' 
at one time was almost exclusively on items' related . to 
safety and mechanical/electrical' reliability, items 

 relating to aesthetic performance have.been added,  for 
reaàons that will become clear in. a later section. 

- 



Lubrication  1949  1979  

1,000 mi 
1,000 mi 
1,000 mi 
1,000 mi 
1,000 mi 

2,000 mi 

2,000 to 3,000 

5,000 mi 
Spring and Fall 

Spring and Fall 

•■• 

•••• 

10,000 mi 

10,000 mi 

10,000 mi 

Company Model Year  Requirements  

1979 

- 1956 
1978 

Exhibit 6-1  

Comparison of Lubrication  
Requirements, 1949 and 1979  

Chassis 
Generator 
Distributor 
Throttle Bellcrank 
Solenoid Linkage 
Air Cleaner 

Normal 
Heavy 

Engine Oil 
Normal 
Heavy 

Carbuertor Accelerator 
Pump Shaft 

Rear Axle 
Manual Trans- 
mission 
Automatic Trans- 
mission 
Normal 
Heavy 

Wheel Bearings 
Steering Column 
Gear 
Shift Control 
Clutch and Break 
Pedal Shaft 
Clutch Cross Shaft 

7,500 mi or 1 yr 
•••• 

Every 2nd oil change 
Every oil change 

mi 7,500 mi or 1 yr 
3,000 mi or 3 months 

7,500 mi or 1 yr 

7,500 mi or 1 yr 

100,000 
15,000 
30,000 mi 

MM. 

30,000 mi 

Source: General Motors of Canada Ltd. 

Exhibit 6-2  

Changes in Maintenance Requirements  
over 50,000 Mile Period  

Chrysler 	 1958 

Ford 	 1974 

GM 

Sources: Automotive News, Oct. 
Chrysler Canada Ltd. 

73 trips to dealer 
9 trips to dealer . 

125 procedures 
30 procedures 

47 trips to dealer 
7 trips to dealer 

30, 1978 

1978 1978 
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The-offerings of automobiles  and 'white goods 
to consumers contain a range of  potential functional,' 	' 
aestheti-c,,and psychic performance benefits beyond the 
primary functional : performance benefits 	transpor- 
tation for an automobile). A number  •of thèse  perform-. ' 
ance benefits are assOciated with the addition of one  
or more mechanical/electrical/thermal'subsysteMs, to  the  , 
basic Product. Examples are the elimination'of the- 	, 
defrosting task' man,  automatic defrost refrigerator, 
and cooler interior summer temperature in a vehicle 
equipped with air conditioning. .;,,Both the availability 
and purchase of thesè benefitsjlas inCrèased for auto- ' 
mobiles and white  goods over the years. Thùs, the  
average number of mechanical/ electriçal/thermal 
systems in white goods and automobiles purchased.  by 	. 
consumers today is substantially,higher than it was, 

 say, twenty. years ago. 

This leadS to. sortie interesting .conclusions 	- 
about product reliability.when combined with.the 
unanimous views of'members of both the automobile and 

 white,  goods industries that total ùnit reliàbility  with 
respect to mechanical/electrical/thermal functions 
inversely related to the number of such subsystems,in 
the complete..ùnit. It,means that "deluke" product' 	. 
models, tà the' -extent they include more mechanical/ 
.electrical/thermal subsystems are, on average, less 	_ 
reliable than "economy models" 'of the same product. It 
also means that gains in reliabilitY in pÉimary prodùct 
function in complete units  have  been muted by the - 
average increase in secondary product functions, each , 
with their own reliability factor, Further,:it is 	-. • 
quite possible that.the average consumer view as to ' 
what - a "basic" complète  product unit is May.-have 
changed. For example, a frost-free refrigerator may 	. 
now be considered the standard refrigerator. rather than 
a manual defrost One. 	' • 	 • 

The quality of pre-delivery Inspection at the 
dealer level Is - highly important in,minimizing pre-use: 
reliability problems with automàbiles, a point empha 
sized by all automobile organizations interviewed. , 
Similarly, correct installation of a major appliance is 
critical in appliance reliability. industry data are 	. 
not available for automobiles on the cumulative effects . 
of pre-sale factors on  overall product reliability. - 
Some data are, available for both teleVision sets and 
appliances. 

- In the U.S., first year service incidence for 
color TV's decreased  from,  about  2.3 to oné-between 1964 
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and 1972. Black-and-white. service  requirements de-
clined from 1,0 to below .5 in the same period. Refri-
gerator first-year service incidence declined from 
about .7 to about .3 over the 19 year period between ' 
1958 and 1972.. Automatic washing machines manufactured 
shortly after .  World War II "rePortedly required about 
three service calls per year on :the average whereas 
current môdels require about .one call every five years 
on the average."3 

Canadian data for appliances  and  television 
sets are given in Exhibit 6-3. The forecast increase 
in years between calls/appliance is attributed to 
improved product quality and the stability of manu-
facturing model changes. The figures for television 
sets show a dramatic drop in service incidence, the 
result noted earlier of  rapidl technology change 
affecting product reliability. 

It should be emphasized that even though the 
service call frequency per household is forecast to 
drop slightly for major appliances, the service cost 
per household per year is forecast to rise dramati-
cally, partly as a result of increased appliances per 
home, but primarily because of labour price rises. In 
the home entertainment field, the huge drop in forecast 
service incidence is not matched by a drop in forecast 
service cost per year. 

Early Life  

All of the factors in the preceding section 
also affect white goods and automobile reliability in 
early product life. 

The physical environment of use is a factor 
affecting automobile reliability of all stages in 
product life. Severe climatic and poor road conditions 
push mechanical/electrical/thermal systems towards the 
edge of their capabilities. It is under these condi-
tions in early life that defects are likely to surface 
in product failure. 

The same phenomenon occurs for some appli-
ances. If there are defects in an air conditioner or 
refrigerator, they are likely to show up in very hot 
humid weather, when these appliances are being worked 
the hardest. 



Exhibit 6-3  

Major Appliances Service Data (White Goods)  

	

1978 	1983 (Est.)  

Appliances/Household 	 4.15 	 4.50 

Service Calls/Household/Year 	.69 	 .64 

Service Cost/Household/Year 	$36 	 $62 

• Years Between Calls/Appliance 
(Average) 	 6.0 	 7.1 

Increase in Service Cost Due to: 
Inflation 	 78% 
Increased Products per average 
Household 	 22% 

Home Entertainment Service Data  

1973 	1978 	1983 (Est.)  

TV Sets/Household 	 1.27 1.29 	1.18 

First Year TV Service 
Incidence (Color), 

First Year TV Service 
Incidence (B&W) 

TV Service Incidence/ 
Household/Year 

	

1.1 	.15 	.1 

	

.6 	.05 	.01 

	

1.2 	0.46 	0.21 

Home Entertainmént 	j -  
Service Cost/Household/ 
Year 	 - N/A 	$28.0.0 	$29 ..50 

Source: W.C. Bradbury 
Canadian Electrical Appliance Service 
Association 
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Two factors, both under the control of the 
consumer, have a substantial impact on early product 
life reliability of appliances and automobiles. One is 
consumer knowledge of how to operate the product. Every 
organization interviewed stated strongly that it was 
both in their interest and the consumer s for the 
consumer to have good knowledge-of how to use the 
product. All reported problems in conveying this 
information on the selling floor at the time of 
purchase. It would appear that many consumers are 
caught up emotionally in making a large dollar 
commitment purchase, and that this emotion is 
heightened when the product is perceived as providing 
psychic performance benefits. At the same time, it was 
acknowledged by all organizations interviewed that 
there were widespread problems associated with the 
quality of salesman knowledge and performance. 

Some organizations selling appliances have 
worked to overcome the lack of knowledge about product 
use by scheduling a service call after delivery with 
the specific objective of demonstrating product use, or 
by providing cooking lessons for purchasers of micro-
wave ovens, a relatively new product category. Such 
actions are recognition of the idea that information on 
product use is much more salient to consumers at time 
of use than it is at purchase. 

Many automobile dealerships have a policy of 
scheduling a demonstration ride at the time of deli-
very, during which the salesman will demonstrate all 
the operational features of the vehicle. A substantial 
number of customers refuse this service in their haste 
to "show off the new car." 

One automobile organization is attempting to 
minimize the problem of operating knowledge by pro-
viding the buyer with an owner's manual to read between 
the time of purchase and delivery. This program has 
not been in effect long enough to provide  data on its 
effectiveness. Both the automobile and white goods 
appliance industries report that consumers with prob-
lems in operating the product do not use the owner's 
manual to the extent they could. The manuals are, to 
use the words of one automobile industry executive, 
"the least-read best sellers in the world." 

Further, for appliances, many consumers do 
not spend much time in trying to identify or fix 
problems before calling for assistance. This behavior 
explains why many appliance service organizations, in 
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responding to a consumer telephone call, ask early in 
the conversation if the consumer has checked to see 
that the appliance is plugged  in and  that the circuit 
fuse has not blown. It was reported by one appliance 
service organization that in 24% of service calls for 
color televisions in the first year of ownership, the 
service task was to adjust the picture. It is 
important to realize that all consumers who purchase a 
product pay for the cost of dealing with those 
consumers who do not take time to learn how to operate 
the product. 

A second factor controlled by the consumer 
that affects product reliability».n early life is 
amount and style of product use. - Style of product' use 
is less critical for appliances than it is for auto-
mobiles, primarily because there is less direct user-•

machine interaction that affects wear rates on product 
components. Therefore, it is not surprising that 
reported levels of misuse and abuse are much lower for 
appliances than for automobiles, and is not perceived 
to be a problem in the appliance industry to the same 
extent that it is in the automobile industry. 

Most organizations interviewed were asked if 
there were any patterns of misuse and abuse that 
related to socioeconomic or demographic factors. With 
the exception of males between legal driving age and 25 
identified as high abusers of automobiles, the res-
ponses were negative. However, we have the distinct 
feeling that virtually all service organizations do not 
collect data that would enable them to respond well to 
this question. 

Both appliandes and automobiles have parts 
that . wear with usage. Therefore, amount of usage is a 
factor affecting product'reliabilitY in early product 
life. 'This relationshipis more important in the 'case 
of'automobiles, where the number - and complexity of 
wear-parts is greater,Hand the variations in the ,amount 
of consumer usage mudhgreater than for appliances. . 

Data from the'Ash study provides eVidence 
from the consumer perspective as to the magnitude and 
source of customer 'dissatisfaction with - products 
purchased in the:previous three years'. Exhibit 6-4 
shows that in situations of high customer dissatis-
faction with a purchase, quality of product materials 

- and workmanship are perceived as a high problem , area 
source across all the product .categories. QueStion - U, 
which incorporates notions of both product reliability 
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and product longevity, also generated a high response 
across all product categories. With the exception of 
new cars and trucks, responses to questions related to 
express warranty offers and delivery of service against 
those offers (questions 12-15) indicate fewer perceived 
problems in this area, as well as more product specific 
problems than for those related to materials and 
workmanship, and expectations about product reliability 
and product longevity. A somewhat comparable pattern 
emerges in Exhibit 6-5, in which the respondents were 
asked to indicate "the one most important reason for 
their dissatisfaction." There is, however, high 
loading on question 10 for small appliances and 
especially personal care appliances. 

The alert reader will have noted some 
disparities between the magnitude of the response 
numbers to question 1 and .2 in Exhibits 6-4 and 6-5, 
and the supplier perspective on product reliability 
pre-sale and in early product life put forward on the 
preceding pages of this chapter. Two factors are 
largely responsible for these disparities. The first 
is a technical one. The data in Exhibits 6-4 and 6-5 
were collected from highly dissatisfied purchasers. 
They should not be construed as applying to the total 
population of purchasers. 

The second factor is a more subtle one. The 
questions in Exhibits 6-4 and 6-5 ail relate to sup-
plier system input into the expectation/performance 
"equation". We do not have comparable information for 
these consumers as to their personal input into the 
expectation/performance "equation", and the linkages 
with such responses to the questions in Tables 6-4 and 
6-5. Although it would be highly functional for both 
government and business policy makers to have such 
data, we believe that the accumulation of data in this 
report from the focus groups, business interviews, and 
consumer behavior literature combine tr) indicate that 
this personal input is an important factor in any 
expectation/performance gap, and that, as a result, the 
"Reasons for Dissatisfaction" data in the Ash study 
should be interpreted with considerable caution as 
wholly accurate descriptors of marketplace problems. 

Later Life  

It would appear that the set of dominant 
factors affecting product reliability and of white 
goods and automobile change to some extent over the 
life of the vehicle. The number of mechanical/ 
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2 

-16 
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2 

6 
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Exhibit 6-4  

'Reasons for Dissatisfaction Repor'ted by Purchasers  

Who.Identified the Product Category As the Most 

Unsatisfactory Purchase of One or More . 

 Highly DissatisfYing Purchase Experiences  

Percent Responding to Reason for Dissatisfaction 

New Cars 	Used Cars 	Refrigerators, 	Ranges, 'Clothes hashers 	Vacuum Cleaners 	Small 	Eleetric 
and Trucks 	and Trucks 	Freezers , 	Ovens, • and Dryers, 	Carpet Sweepers, 	Kitchen 	Hair Dryer% 

Grills 	Automatic 	Floor Polishers, 	Appliances Curlers,etm 
• Dishwashers 	Rug Shampooers 

	

. . 	 . 
1. The quality of materials  sa s inferior 	

. 	 . 
47% 	 37% . 	31% . 	- 	71% - 	:' ,17% 	 57% 	' 	- ' 	37% 	 i3% 	- 

2. The quality of uorkmanship kas inferior 	13  •- ,. 	, 	z, 	23 	 . 43 	17 	 50 • 59' 	 15 
3. The product had drawbacks that I was not 	 • 	 .  

told about when I bought it 	 20 	 49 	31 	 14 	29 	
. 	. • 

	

21 	
, . 	

• 	' 14 	 13 .  - 
4. The cost of using the product is higher 	 . 	. 	. 	 . 	 . 	

. 

than I cas lcd to Micro 	 24 	• 8 	• 	0 	6 	 0 	 4 	 0 ' 
S. The item that  sas  delivered  sas  different 20 	 . 	. 	

. 	 . 

from the one 1 bouent 	 0 2 	. 	0 	 '14 	 - 	0 

	

. 	• 	2 	 0 	
. 

6. The product was damaged when delivered 	. 	 . 
9 	 12 	31 	 21 	: 	' 12 	. 	 7 	' 	 4 	• 

7. I had to wait a long time before the 	 . 	' • 
product  uns  delivered 	 2 	 2 	. 	. 8 	 7 	12 	 14 	 4 	 0 

8. The product was misrepresented to me by 	 • 	 . 	
. 

the salesman 	 7 	 17 	 0 	 7 	6 	' 	
. 

	

29 	- 	. 	. 	2 › 
9. The product did not correspond to the 	 . 	 , . 	 . 

general impression created in an ad- 	. 	. 	. . 	 . 	 . 	. . 	 . 

vertisement 	 , 	 9 	
. 

15 	 7 	 0 	. 	18 , 

	

4 	 26 
, 

10. The product did not perform as oeil or 	.- 	. 	 . 	 . . . . 	, . 	 , 	. 
last as long as advertising claims.led 	 ' 	 . 

. 	 20, 	46 	 21 	. 47 - 	 36 ,• 	 41 	." 	28 	• me to believe - • 	 42 	' 
11. The credit  tores  were misrepresented to me 2' , 

	
0 . 	 '0 	0 	 -0 	

- 	• 

	

. 	0 	 0 
12. The warranty (guarantee) did not' nover all 	. 	 . 	 . 

of the things that went wrong 	 33 	. 17 	 8 	• 	0' 	12 	 21 	
. 

	

10 	 4 ' 
13. The karranty (guarantee)'was not as' ex- 	 . 	 . 

tensive as the general Impression created 	
. 

in advertising 	 16 	 12 	 8 	. 	- 7 
14. Repairs or services coder the warranty 

(guaranteel were unsatisfactory 	 58 	 15 	 21 
IS. The warranty (guarantee)  cas  not honoured 11 	.. 	7' 	0 	. 	14 	. 0 
16. The store was unwilling to provide a 	. . 	. 	. 	 . 

refund or an exchange . 	7 	' 	10, 	8. 	
. 	. 

,0 . 	- 	6 
17. The dealer misrepreseneed his ability to 	 - 

provide parts and service for the product 18 	. 	- 17 	"11 	' 	' 7 	• 	12 
18. I  nos  tricked by a salesman into buying 

a .07G expensive model  thon  I needed ' . 7 	 2 	 0 	' 	0 	0 	' 	
. 	 . 	- 	. 

0 • 	0 
19. The price that was charged  cas  higher . ' 	 . 	 . . 	 • . 	. 	 . • . 

than chat I had agreed to  puy 	, 	 0 	 0 	, 	0 	
. 

	

. 0 	 7 	 . 	0 • . 
20. The price that was charged  sas  higher 	

. . 	 . 	 . 	. . 	.0 

than the advertised price 	 0 	 .0 	 0 	 - • 0 - 	. 	
, 

0 . 
21. The product was unsafe 	 . 

- 	. , 	 20 	 0 	 7' -' 	12 
22. The product advertised as a °special...or 	

. 	• 
°bargain° was unavailable at the store 	2 	 0 	 7 	6 

23. 'The product wasted energy resources 	' 20 	 17 	 8 	 21 	12 
24. The instructions for using and taking 	 . 	 . 

care of the product were incomplete. or • 	 - 	. 	 . 

'impossible to read 	 'O 	
. 

7 • . 	0 	• 	
. 

0 	 0 
25. Other reasons not listed above › 	 15 	 14 

6 	 14 

14 

14 

No. of Purchasers 380 	356 	317 	 232 	376 	 365 	 620 	• a46 

ICars anetrucks were in a category set of 13 product groupings which included transportation'vehicles 
of all types. together with accessories and home use maintenance and parts , products. The other six 
categories were in a category set of IS product groupings chich includeemajor and small . appliances 
of various groupings, together with several categories of durable personal and health care products. 
Electronic home entertainment products were not:in this category se. 

Source: National Consumer Satisfaction/Dissatisfaction Study by Ash (forthcoming)' 



Exhibit 6-S  

Distribution of the "One Most Import Reason" 

For Dissatisfaction for Dissatisfied Purchashers  

In Eight Product Categories 

Percent Responding to Reason for Dissatisfaction 

- 
New Cars 	Used Cars 	Refrigerators, 	Ranges, 	Clothes Washers Vacuum Cleaners, Small 	Electric 
and Trucks and Trucks Freezers 	Ovens, 	and Dryers, 	Carpet Sweepers, Kitchen 	Hair Dryer% 

Grills 	Automatic 	Floor Polishers, Appliances 	Curlers, etc 
Dishwashers 	Rug Shampooers 

Reasons for Dissatisfaction 	N*45 	N-41 	N.13 	 0. 1 4 	11.17 	 N.14 	 N.49 	N.23 

. 	 . 
• •1. The quality of materials was inferior 	13% 	 22% 	 15% 	 14% 	12% 	 21% 	 18% 	 13%.  

2. The quality of workmanship was inferior 	20 	• , 	. 12 	 8 	, 	14 	12 	 • 	14 	 22 	 0 
3. The product had drawbacks that I was not 	 , 

told about when I bought it 	 2 	 17 	 15 	 0 	18 	 • 7 	 4 	 0 
4. The cost of using the product is higher 

than 1 was led to believe 	 2 	 S 	 e 	 • 	0 	 0- 	 0 	 0 	 0 , 

5. lhe item that was delivered was different 	 . 	 . 

froc the one I bought 	 0 	. 	0 	 0 	 7 	 0 	 0 	 0 	 0 
6. The product was damaged when delivered 	0 	 2 	 8 	 14 	 6 	 0 	 0 	 0 

' e 7. I had to wait a long time before the 	 . 	
. 	 . 

product was delivered 	 . 0 	 0 	 0 	 7 	 6 	 0 	 0 	. 	0 
, E. The product was misrepresented to me by 	 ' • 

the salesman 	 0 	 5 	 0 	 0 ' 	0 	.. 	0 	 0 	 0 

S, . The product did not correspond to the 	 . 

	

. 	
. 	 . general impression created in an ad- 	 . 	

. 
vertisement 	 4 	 0 	 0 	 0 	0 	 . 7 	 0 	 9 

10. The product did not perform as well or 	. 	 . • . 	 . - 	last as long as advertising claims led 	 . 	 • 
me to believe 	 13 	 5 	- 	15 	 7 	12 	 14 	 29 	 57 . 

11. The credit terms were misrepresented to me 	0 	• 	0 	. 	0 	› 	0 	,0 	 0 	 . 0 	 0 
12. The warranty (guarantee) did not cover all 	 . 	, 	 . 	 • 

of the things that went wrong 	 9 	 5 	 0 	 , 0 	0 	 - 7 	 2 	
. 

0 
13. The warranty (guarantee) was not as ex- 

 tensive as the general impression created 	 , 
in advertising 	 4 	 2 	 8 	 0 . 	6 	 . 	0 	

, 	
• 	0 	• 	4 

14. Repairs or services under the warranty 	 . 
(guarantee) were unsatisfactory 	 It 	'• 0 	 0 	 7 	0 	 7 	 4 	 4 

15. The warranty (guarantee) was not honoured • 0 	 . 	0 . 	 14 	 0 	 2 	 0 
16. The store was unwilling to provide a 	 . 

refund or an exchange 	 0 	 2 	 à 	 0 	0 	 0 	 0 	 0 
17. The dealer misrepresented his ability to 	 . 	 • 	 . 	 - 	 • 

provide parts and service for the product 	4 	 2 	 8 • 	 0 	12 	 0 	- 	. 	0 	 4 
18. I was tricked by a salesman into buying 	 . 

a more expensive model than I needed 	0 , 	 7 'I 0 	 0 	 0 	 0 	 7 	 0 	 0 
19. The price that was charged was higher 	 • 	 • 	• 

than what I had agreed to pay 	 2 	 0 	 • 0 	 . 0 	 0 	 7 	 0 	 0 
• 20. The price that was charged was higher 	 • 

than the advertised price 	 0 	 0 	 0 	 0 	.0 	 0 	 0 	 , 0 
21. The Product was unsafe 	 2 . 	5 	 0 	 0 	6 	 0 	 4 	 4 
22. The product advertised as a "special" or 	. 	 . 

"bargain. was unavailable at the store 	O 	 O 	 0 	 0 	0 	 ' 	0 	 ' 2 	 , 0 	. 

23. The product wasted energy , resources 	, 2 	 0 	 . 0 	 0 	6 	 - 	0 	 2 	. . 	0  
24. The instructions for using and taking - 	• 	 " 

care of the product were incomplete or 	' 
impossible to read 	 0 	 0 	 0 	 . 0 	0 	 0 	. 	0 	 0 

25. Other reasons not listed above 	 9 	 10 	 15 	 14 	 6 	 .7 	 10 	 4 . 	 . 	 . 	 . . 	. 

Source: National Consumer Satisfaction/Dissatisfaction Study by Ash (forthcoming) 
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electrical/thermal subsystèms in the product, the 
amount and.style-of product' usage, and the physical 
environment of use remain as factors - which affect 
reliability  in later produCt life. However',,the level 
of manufacturing . quality and quality control, auto-
mobile predelivery inspectiOn,-appliance installation, 
and consumer knowledge of how to opèratè thé'prodtict 
would appear to recède in importance,  'to_ be replaced by 
a new set of factors. 	 . 	 . 

Product design :is'a factor that 	likely-to 
emerge in later product life as one affecting product 	- 
reliability, as well as the continuing level of 
aesthetic performance  benefits ofthe product. , 

To thé extent that'performance prOblems arise , 
because of design flaws, they are likelY to bédome a 
contentious issuelpetween the product owner and the:. 
brand owner because  of the  fairly high probability that 
they will occur - beyond the coverage period of the brand 
owner's express warranty.. 

For white goods, the quality of.energy sup-
plies comes into play in those areas, almost exclu 	. 
sively rural, where there is variability in the voltage 
supply of electricity, and in those areas, parts of 
Saskatchewan being a prime example, Where the. quality: 
of water has an effect on appliance operation in the 
longer run. 

.The frequency and ,  quality cif product main-
tenance becomes a more dominant factor in  later Proauct' 
life, particularly for automobiles.. It'was'reported'by' 
the automobile industry that the leVèl of. automobile. . 
maintenance drops subStantially after the warranty tilfie 
period. There is a strong , feeling within'the automo-
tive industry:that the general level of automobile 	2  
preventative maintenance durrentlY, 
Ironically, one of the causeswould-appear bp - be the 
improved vehicle designs which have'lengthened the 
time/mileage requirements between Maintenance jobs, ' 
Car owners are apparently lesS attentive to t.hese 	, 
maintenance 'tasks than they were when the'recommended - : 
time interval between maintenance jobs were shorter. 
The second cause of -.lowered lévela''of preventative 
maintenance is the greatly increased Consumer accep-
tance of self-service 'gas stations, 'and  consequent .  ' 
reduction, in the number of under-the-hood Checks 	- 
frequently performed in.  full-service  gas stations. 
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There is a relationship between motor vehicle 
condition and public safety in that a poorly maintained 
vehicle poses a greater road safety hazard than one 
which has been well maintained. This was recognized by 
the research team of the Ontario Law Reform Commission 
as a "matter of funamental importance to all citizens 
of Ontario" and led to the conclusion that "The merits 
of periodic inspections for all used vehicles ought to 
be re-examined." 4  We would like to emphasize our 
support for these statements and our concern that the 
problem is growing in magnitude! 

Finally, but bY no means least significant, 
the quality of service is a factor that becomes more 
dominant in affecting reliability in later product life 
for both white goods and automobiles. Industry views 
on this factor will be provided in a 'later chapter. 

Product Appearance at Time of Delivery 

While product appearance at time of delivery 
undoubtedly is important for white goods, it did not 
enter into the interviews with appliance executives as 
a major source of concern. Such was not the case for 
automobiles. 

Delivery of a new automobile is frequently 
the first time that the buyer has seen the specific 
product that he or she has purchased. There is a wide 
agreement in the automobile industry that vehicle 
condition at the time of delivery is a critical factor 
in the owner's long-run satisfaction with it. The cues 
which the consumer useS, however, tend to be highly 
selective and related to non-Mechanical aspects of the 
vehicle. Paint chips, quality of the overall paint job 
(especially as perceived by inspecting the hood area in 
front of the driver's seat), and even the presence of 
mud on the floor mats are all reported by the people in, 
the automobile trade as the cues used by consumers as 
indicators of the overall quality of the vehicle, 
including mechanical 'operation. 

The question naturally arises as to what the 
differences between the two industries that would 
result in the widely differing levels of concern. 
There appears to be three principal reasons. The first 
relates to factory quality control. Until a few years 
ago, the primary emphasis of domestic automobile manu-
facturing quality control was on ensuring reliability 
of vehicle operation. However, when it became apparent 
that consumers were valuing aesthetic performance more 
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highly at time of delivery and/or using aesthetic 
performance cues as an indicator of overall vehicle 
performance, additional emphasis was given in these 
areas on improving manufacturing quality, and adding 
more aesthetic items to the quality control procedures. 
The second is product deterioration between the factory 
and the dealer, which is substantially a greater prob-
lem for automobiles than for white goods. One industry 
source reported that 20% or more of automobiles suffer-
ed some physical deterioration during the transporta-
tion process during the winter months. The third 
reason is that to a greater degree than for appliances, 
an automobile requires preparation prior to delivery -- 
preparation that is not under the'direct control of the 
brand owner. The concern among all domestic automobile 
manufacturers was the variability within their dealer 
organizations Ln ensuring that delivered vehicles met 
customer expectations in terms of physical appearance, 
and their difficulties in reducing this variation. 

The importance of vehicle appearance at time 
of delivery is illustrated in the report of automobile 
manufacturers that the level of satisfaction the new 
car buyer has in the first 90 days of ownership is 
highly likely to remain as the buyer's overall 
assessment of that vehicle over the total period in 
which he or she owns it. 

Product Longevity  

Ownership  

Longevity as a concept can be related to both 
the product and to ownership of that product. Length-
of-ownership patterns are different for white goods 
than they are for appliances. While hard data do not 
appear to be available, 'there Ls a wide consensus among 
people in the two industries that there is a much 
higher tendency among white goods owners than among 
automobile owners to own a product over its total 
life. 5  Automobile sources estimate that in Canada 
the average number of owners over the life of an 
automobile is between three and four, and is rising. 

Given these patterns of ownership, one would 
expect that there would be more purchase decisions for 
automobiles than for , any specific appliance. This is 
confirmed by the U.S. data in Exhibit 6-6. 



Exhibit 6-6 

Durables  Purchased by Age of Head of Household  

Number of durables purchased per 100 households over the five-year period 1968-1972. 

Refrig- 
ator Air , 

	

Used 	New 	Color and 	B&W 	Washing Clothes 	- 	Condi- 	Dish- 
Age of Head 	 Car 	Car 	TV Freezer 	TV 	Machine  Dryer 	Range 	tioner  washer  

Under 25 	 204 	78 	51 	44 	62 	46 	31 	24 	22 	6 

25 to 29 	 166 	74- 	52 	47 	34 	45. 	38 	26 	24 	15 

30 to 34 	 130 	64 	44 	39 	35 	37 	28 	19 	18 	. 19 

35 to 44 	' 	142, 	71 	43 	39 	32 	34 	24 	19 	. 	16 	16  

45 to 54 	 119 	85 	39 	32 	30 	27 	18 	' 21 	17 	11 

55 to 64 	 . 	67 	58 	28, 	27 	21 	22 	13 	14 	13 	6 

65 years + 	 . 28 	23 	16 	18 	16 	12 	8 	11 	11 	2 

Overall 	 107 - 	' 63 	36 	33 	30 	s 	29 	. 20 	' - -18 	16 	10 

Source: U.S. Department of Commerce, Consumer  Buying Indicators,  p. 65, No. 47'(1974). 
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U.S. data on reasons for purchasing durable 
goods are provided in Exhibit 6-7. It shows that a 
substantial proportion of replacement décisions,  par-
ticularly for cars, are made for reasons other than the 
primary function performance of the product. 

Field data as part of a large U.S. study6 
 show for refrigerators in housing authority and 

military-base rental accommodation, an increase in 
non-critical refrigerator failures' (door adjustments, 
gaskets, and accessories) in the nine to eleven year 
range was accompanied by a sharp increase in the 
proportion of refrigerators replaced rather than 
repaired. 

Mueller, 7  in an early study, found that 
the desire for innovation in refrigerators was highest 
among high-income groups. She reported that 45% of the 
replacement purchases of refrigerators were undertaken 
by households whose current refrigerator was under 10 
years old and in good condition. 

The data in this section suggest that there 
are a number of factors in addition to pnoduct 
reliability that affect product ownership longevity r  
and that these factors impact on product economic 
life: 

- household resources 

- household values with respect to product' 
functional, aesthetic and psychic 
performance levels - 

- rates of product and/or manufacturing 
technological change 

- relative levels and rates of change in new 
product maintenance, repairs and operating 
costs. 

To the extent that these factors operate in economic 
life decisions, the end of product economic life can 
occur although the product still has primary function 
capability. 

Product Economic Life  

Several factors were identified in the 
previous section as affecting length of economic life 
for decisions on how long to own a product. In 



Exhibit 6-7  

Reasons for Purchasing Durable Goods:  
Cars and Household Durables  

Household 
Reason for the purchase 	 Durables 	Cars  

Replace item, no longer usable 	28% 	 23% 

First-time purchase 	 35% 	 13% 

	

Replace item, usable condition 	18 	 25 

	

good condition 	6 20 

24% 	 45% 

Purchased as addition 	 10% 	 17% 

Other (gift, impulse, etc.) 	 3% 	 2% 

	

100% 	 100% 

Number cases 	 (354) 	 (206) 

Source: G.S. Day and W.K. Brandt, "A Study of Con-
sumer Credit Decisions: Implications for 
Present and Prospective Legislation u , The 
National Commission on Consumer Finance 
Technical Studies, Volume 1, U.S. Government 
Printing Office, 1973. 
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addition to :these, product economic life is affected by 
a number of the same factors that were identified as'. 
dominant influences on product reliability in later 
product life. 

• product design 

• amount and style of usage (style of usage 
more'dritical for automobiles). 

• level of maintenance and repair (mainten-
ance more critical for aubomotilbes) 

• physical environment of use (more critidal 
for automobiles) 

There are beo additional.factors which must 
be added to this list: 	. 

. level of product reliability. 

. collisions (automobiles). 

4eve1 of product reliability at à given point 
in time reflects the project history on thé combination 
of the factors Of design, usage, service and phySical 
environment. With respect to  automobile  'Collisions, a 
U.S. Department of Transportation study 8  quotes - - 
insurance industry statistics of a U.S. annual • • 
Collision Frequency rate of 10.7 per 100 cars. 
Canadian automotiVe sources - staté that Collisions Were 
the major single cause-for-automobiles being taken out 
of service from the fourth year of vehicle life on. 

The notion" of monitoring the ecOnomic life Of 
products is not a difficult one conceptùally. However, 
it is an expensive one to implement. This factor is 
mitigated to some extent for automobiles 'wherebasic 
annual registration data do exist. HBecause of this 
cost problem, most avaiIâble data are cross-sectional 
in nature i.e. collected at one point intime.  . These - 
must be interpreted with some caution in that-they. May - - 
not reflect adequately such differences across products 
as market saturation leVelS, or rate of technologidal 
change and differences across time such as economic 
conditions. 

. 	Canadian cross-sectional data for selected 
appliances are given in Exhibit 6-'8 and for automobiles 
in Exhibit 6-9. It is our understanding that  the  auto-
mobile data have not  been compiled.by any Organization 
in Canada since 1974. 



Exhibit 6-8  

Age of Appliances among Households Owning  

Age of Equipment 

Ranges 

Refrigerators 

	

0-5 	6-10 	Over 10  

1978 	33.5% 	28.6% 	36.0 

1977 	37.3 	27.8 	34.9 

1976 	36.9 	28.3 	34.8 

1978 	38.1 	29.8 	32.1 

1977 	40.1 	27.6 	32.3 

1976 	39.6 	27.6 	32.8 

	

Automatic Washers 1978 	46.2 	32.0 	21.8 

	

1977 	49.0 	28.2 	22.8 

	

1976 	49.2 	28.6 	22.2 

Source: 	Statistics Canada 64.202 



:Exhibit 6-9  

Total Cars in Operation in Canada, 1974,  
by Model Year ,  

Model 	Age 	Total Cars 
Year 	 (Years) 	in Opération  

Percent of 
Total Cars 
in Operation  

(Prior) 
1965 	 9+ 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

1973 

1974 

Total 

8 

7 

6 

5 

4 

3 

2 

1 

(part year) 

1,053,550 

547 -, 530 

548,710 

651,750 

718,700 

-644,870.'1 

670,360 

839,820 

999,010' 

476,245, 

14.7% 

7.7 

7.7 

9.1 

10.0 

9.0 

9.4 

11.7 

14.0 

6.7 

7.150,545 	 100.0% 

Source: 	R.L. Polk & Co. (Canada) 
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A different approach  to  estimating the 
economic life of appliances is given in Exhibit 6-10. 
The figures are derived from known market saturation 
rates and production data for each product. The 
Exhibit data represent the number of years of past 
production required t..o total the known saturation rate. 
As an indicator of the true economic life of products, 
it is most accurate for mature (stable market 
saturation) products. Refrigerators and electric 
ranges are two product categories that have both high 
and stable market saturation. The changes in the data 
reflect not only the inherent reliability and longevity 
of the products themselves, but also technological 
change and consumer values and resources. For example, 
the sharp drop in the average of oldest ranges from 
18.0 in 1972 to 14.5 in 1973 was due to large sales of 
self-clean ranges as replacement for standard-clean 
ranges. 

Exhibit 6-11 does provide longitudinal data 
for automobiles in the U.S. It is the most accurate 
kind of data that we have been able to obtain on 
product economic life. The data have been transformed 
in Exhibit 6-12 to a product economic life curve which 
is near-normal, has a model economic life of 9 years 
and an average economic life of about 10.1.• years. 
Seventy-five percent of the distribution lies between 
the 6th and 12th years. 

Summary and Conclusions  

The word durability was found to have 
multiple meanings among people associated with the new 
white goods appliance and new automobile industries. 
Product reliability and product longevity were the 
principal components of the word durability identified, 
with those in the automotive industry identifying 
product appearance at time of delivery as a third 
factor which consumers use as a surrogate for both 
reliability and longevity. 

The dominant factors affecting product 
functional reliability appear  to  change over the life 
of the vehicle. The list of dominant factors at three 
stages of product life are summarized as Exhibit 6-13. 
Product functional reliability appears to be only one 
of  many factors influencing the length of product 
economic life. The list of dominant factors for 
economic life is given in Exhibit 6-14. 



Ranges 	Microwave 
(Electric) 	Ovens 	Dishwashers Washers Dryers Conditioners  

Rbecm Air 
Year  Freezers  Refrigerators  

Ekhibit 6-10  

Average  Age of Oldest Product 

APPLIANCE 

1972 
1973 
1974 	10.3 
1975 	10.5 
1976 	11.1 
1977 	12.9 
1978 	13.3 
1979 	13.7 
1980 	14.1 
1981 	14.5 
1982 	14.9 
1983 	15.0 
Top Out* 	18 

	

18.0 	-- 

	

14.5 	-- 

	

14.6 	-- 

	

14.4 	1.0 

	

14.2 	2.0 

	

14.3 	3.0 

	

14.5 	4.0 

	

14.8 	5.0 

	

15.1 	6.0 

	

15.4 	7.0 

	

16.2 	8.0 

	

16.0 	9.0 
15 

6.6 
6.4 
6.0 
6.1 
7.2 
8.2 
8.8  
9.5 

10.3 
11.0 
11.7 
12.5 
11-12  

13.0 
11.5 
11.6 
11.0 

	

10.8 	13.0 

	

11.0 	11.5 

	

11.7 	11.3  

	

11.5 	11.3 

	

11.5 	11.0 

	

11.2 	11.0 

	

11.1 	11.2 

	

11.2 	11.4 
10-11 

3.2 
3.3 
3.5 
3.9 
3.9 
4.7 
5.4 
6.0 
6.7 
7.3 
7.8 
8.2 
10+ 

15.6 
16.2 
15.7 
15.2 
14.7 
13.5 
13.6  
13.6 
13.7 
13.8 
13.9 
14.0 

*The expected average age When  the  product- class  }cartes a mature one.  

Source; W.C. Bradbury 
Canadian Electrical Appliance Service -Association. 



Exhibit 6-11  

Average Percent of Model Year Units Registered  
in the U.S. for 1-14 Years after End of Model Years  

(using Model Years 1958-1972) 

Percent of Model 
Year Units Registered  

100%a 

No. of Years After 
End of Model Year 

	

1 	 99.3 

	

2 	 98.4 

3 	 97.2 

	

4 	 94.8 

	

5 	 90.9 

6 	 84.4 

	

7 	 74.3 

	

8 	 61.2 

	

9 	 47.0 

	

10 	 34.1 

	

11 	 23.6 

	

12 	 15.9 

	

13 	 10.4 

	

14 	 7.5 

(a) 100% = No. of model year cars registered in 
in calendar year after model year. 

Original Source: R.L. Polk & Co. (U.S.) 
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Exhibit 6-12  

Product Economic Life Curve  

For U.S. Automobiles  

(Using Model Years 1958-1972) 

14 --I 
«MM. 

Percent 
of Model 12 -" 
Year Units -- 
Going Out 
of 	10—  
Registration-- 

MM. 

moml 

2 -1 
■.1 

1 	1 - 	I . 	1 	1 	1 	1 	1 	1 
12 	14 	16 	18 	20 

No. of  Years After End of Model Year 

Source: Based on R.L. Polk & Co. data. See Exhibit 6-11. 



Later Life  

• Number cf Mechanical/Electrical/ 
Therman Subsystems 

• Amount and Style of Usage 

• Physical Environment cf Use 
(Automobiles).  

Ekhibit 6-13  

Dominant Factors Affecting Functional  
Reliability of White Goods Appliances  

and Automobiles  

Pre-Sale  

Level of Manufacturing 
• Quality and Quality Control 

• NuMber of Mechanical/Electrical 
The  rman Subsystems 

• Predelivery Inspection 
(Automobiles) 

• Design for Extended 
Maintenance (Automobiles) 

Early Life  

• Level of Manufacturing 
Quality and Quality Control 

• NuMber of Mechanical/Electrical/ 
Thermal Subsystems 

• Predelivery Inspection 
(Automobiles) and Installation 
(White Goods) • 

• Consumer Knowledge of How 
to Operate the Product 

• Amount of Style of Usage 

• Physical Environment of Use 

• Product Design 

• Level cf Product Maintenance 
(Automobiles) 

• Level cf Product Service 
(Automobiles) 

• Quality cf Energy and Water 
Supplies (White Goods) 	• 



Exhibit 6-14  

Dominant Factors Affecting Length of Economic Life  
of White Goods Appliances and Automobiles  

. Household resources. 

• Household values with respect to product 
functional, aesthetic, and psychic perfor-
mance levels. 

• Rate of product and/or manufacturing tech-
nological change. 

. Relative levels and rates of change in new 
product, maintenance, repairs and operat-
ing costs. 

• Product design. 

. Amount and Style of ,usage  (style of  usage 
more critical for automobiles).- 

• Level of maintenance and service  (mainten-
ance more critical for automobiles). 

• Physical environment of use (more important 
for :automobiles). 

. Level of product reliability, 

. Collisions (automobiles). 
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Our conclusions on product functional 
reliability, based both on interview information, and 
limited "hard" data, are as follows: 

• Reliability decreases with increases in 
the number of product subsystems at a 
given level of technology. 

• The average number of subsystems in com-
plete units has increased. 

• The level of product reliability related 
to the design and manufacturing of product 
sub-systems has improved, especially for 
automobile drive train systems. 

• The average overall level of reliability 
for complete units has increased. 

• The rate of increase in repair/service 
costs is greater than the rate of improve-
ment in product reliability. 

• The average overall costs of repair ser-
vice to maintain reliability have in-
creased. 

Only very limited data are readily accessible 
about the economic life of white goods and automobiles. 
Further, much of this data must be interpreted with 
caution because of the methodology used in its 
collection. Our principal conclusion is that if 
product longevity is perceived to be a real or 
potential problem by policy makers, then better and 
more systematic data collection on product longevity 
must be undertaken to identify the true magnitude of 
the problem. Aside from that, the limited data 
available suggest that product economic life is not as 
short as perceived by most consumers. 

Finally, we conclude that the decline in 
automobile maintenance, with its potentially adverse 
effects on public safety, is an area that merits more 
detailed assessment. 
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CHAPTER 7  

SOME THOUGHTS ON IMPLIED  AND EXPRESS' WARRANTIES  

We have given a very conSiderable amount of 
thought over the course of the research as to the 
objectives and expression of both implied and express 
warranties. This chapter provides our perspective on 
the two kinds of warranty. Chapter Eleven is a more 
detailed description of existing and proposed warranty 
legislation. 

ImPlied Warranties  

'It is our belief that the objective of laws . 
is to provide guidelines on aspects - of societal . - 
conduct. As such, laws are a formal - expression Of- •
societal expectations  and  experience as to how specific 
kinds.of conduct should be carried out in the best 
interests of -society as a - whole. Sales law 'ls an 
expression of the' rights and obligations of buyers-and . 

 sellers based on Societal expectations and experience. 
With respect to'warranty, the law is concerned with:. 

, 
. who_has rights, 	 • 

. who is responsible: - for prOviding those 
rights .(1.e. has ' obligations), 

• what those rights are, both as a minimum 
and as a yOluntary offer by a seller, ' 

• what the obligations are, associated with 
. maintaining and delivering 'those rights, 

. who decides if the rights and/or obli 
gationS are not being met, :àrld 

_ 

. if the righte are not being'met, a de-: 
lineation,of,the process by which the 
unfilled rights are to be fulfilled Or - 

..remedies provided for,lack of fulfill- 
' 	ment. 

To date, warranty law, as a subset of sale of 
goods law, has recognized two,types of.  rights for 
buyers and obligations for sellers .  Dmplied warranti „ 	 es 
refer to rights and obligations imposed by statute:on 
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• Household values with respect to product 
functional, aesthetic, and psychic perfor-
mance levels. 

• Rate of product and/or manufacturing tech-
nological change. 

• Relative levels and rates of change in new 
product, maintenance, repairs and operat-
ing costs. 

. Product design. 

• Amount and style of usage (style of usage 
more critical for automobiles). 

• Level of maintenance and service (mainten-
ance more critical for automobiles). 

• Physical environment of use (more important 
for automobiles). 

• Level of product reliability. 

. Collisions (automobiles). 
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the parties to the transaction. Chapter Eleven 
elaborates on this by providing examples of laws which 
contain implied warranty provisions.  The second type . 
of right/obligation is entitled express warranties. In 
this instance, the seller voluntarily makes a promise , 
relating to his obligations to the buyer post-sale. 
There has been considerable discussion as to the proper 
relationship between implied and express warranty 
rights and obligations which we  have  dealt within other 
chapters, especially Chapters Eleven and Twelve. 

Leaving aSide for the moment the issue of the 
relationship between,implied and ,express  warranties, 
the question naturally arises as to what are the 
characteristics of "goodn.implied Warranty law. -  We 
argue that such a law will  have the  following 	, 
characteristics: 

. it has clearly communicated intent, 

• it.is robust in terms of: 
(a) applicability to the field of - 

coverage, 
(b) applicability 'over time, 
(c) capability of -being understood by both 

the buyers and sellers to whom it 
. applies. 

The combination of these three factors 
leads to the conclusion that such law will 
of  necessity be written- in general terms 
and/or be in the form of enabling 
legislation. This notion of expression in 
general terms does create some 
•complications, as we shall discuss .  

- shortly. 

• wide knowledge of the law where there is a 
difference between the - law, as an 	. 
expression of informed expectations and 

- experience, and the manner  in  which the 
majority of buyers and/or sellers operate . 
in the marketplace.  Note that knowledge of 
the law, or even awareness of . its 	- 	- 
existence, is not urgently required whèn 
ther is congruency between-thelaw  and the 
manner in which buyers and , sellers normally 
operate in the marketplace._ 
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• there is acceptance of the value of the law 
by both buyers and sellers, but 
particularly by buyers on whom it confers 
rights, because they assume collectively 
costs associated with those rights. 

. it is, and is seen to be enforced 
adequately and equitably. ' 

. the long run S,Oc:ietal.benefits outweigh the 
societal costs. , 

It was pointed out earlier that the 
expression of the law in general terms creates some 
complications. This occurs because there is a conflict 
between the long-term nature of the "good" law and the 
generally much shorter-term interests of both buyers 
and sellers. 

On the seller or business side, the 
expression of the law in general and commonly 
understood terms places the small business organization 
on a more equal footing with larger organizations, 
inasmuch as there is less requirement for interpre-
tative expertise that is more costly on relative basis 
for small business. The opposite is the case if the 
general expression is ambiguous, prompting business 
firms to perceive unknown legal risk. In the short-
term, many businessmen would like specificity in the 
law with respect to obligations in order to reduce risk 
of uncertainty and unpredictability of costs. Others 
say that from a purely business perspective, the short-
term benefits are outweighed by the longer-term costs 
associated with the monitoring and administration of 
product-specific law, together with potential problems 
of rigidity, to the extent that changes in the law do 
not keep pace with,changes in technology or market 
structure. 

On the buyer side, the prospective purchaser 
of a specific product generally wants to have access to 
explicit information on rights, even if he or she does 
not avail themselves of that explicit information prior 
to purchase. The private or express warranty can 
provide such information. Indeed, we see express 
warranties, in theory, as an opportunity to be specific 
expressions of the law as they apply to specific 
products and, in aggregate over time, to reflect 
changing levels of economic risk associated with the 
underlying state of the art of product and production 
technologies. That is, they have the potential to play 
a productive role in the marketplace and in the 
evolution of the law. 
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Express Warranties  

Both our focus group .and business interview 
research revealed a very low level of awareness of 
implied-warranties. At the same time, many individuals, 
in both groups have à well developed notion of warranty- - 

 as the getting or -giving fair value for money paid, or 
a "square deal". We will use the idea of a square deal ,  
in developing concepts about the complex inter- - 
relationship between. warranty objectives, form of 
warranty offer, and the warranty delivery system. 

Consumers, buy physical products to obtain 
performance benefits of various tSrpes. For many - 
products, use to obtain performance benefits is 
accompanied.by physical product wear. Note.,that a 
product does not have to have mechanical/electrical/ 	. 
thermal components for this to occur. Hammers and 
cooking utensils, as well as appliances .  and  
automobiles, are all examples in which . wearout occurs 
because the produàt is used  in a process that involves . 
the transfer of energy. 

Conceptually, a year's production by a firm 
of any one of these products can be thought of as 
having an average expected economic - life expressed in 
usage, and a minimum and maximum exPected life. The 
average amount of usage associated with the economic 
life of the product will be determined by the 
performance capabilities of the product, conditions of 
use, style of use,- the level and quality of - product 
maintenance and repairs, and.a number of factors 

' associated with.consumer resources and needs in the 
future',. tOgether with future market offerings and 
costs. To the extent that there is a variation in -any 
of these factors, there will be a difference between 
minimum and maximum product life. -The economic life of 
each product group can be expressed' as a curve, with 
the total area under the curverepresenting the year's 
production. This was, in fact, what was done for 	. - 
automobiles- in Exhibit  6-12. However, the development 
of such a curve for a produc -t in the year of its 	, 
manufacture is an exdeedingly difficùlt one. - Eyen if 
the producer has good knowledge of the performance of . 
the product under  some testing standard, the resulting 
curve would be only a rough approximation of the, true 
one. Howeverl  the producer does know that the products. 
below the average will be heavily weighted on:some 	. - 
combination of those weakest in inherent - performance 
capability, those.used under severe conditions, and-
those abused. and/or poorly maintained. 
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What is consumer perception of a square deal 
at the time of purchase of one of these products? It 
is likely to include some notion that the average 
economic life, whatever it is, represents value for the 
purchase price. It is likely to include also an offer 
of compensation in the event of product failure. 
However, it is not likely to include compensation up to 
the average length of product life, because this would 
mean subsidization of those customers who abused or 
misused their products. Consumer perception of a 
square deal on this dimension is more likely to be 
compensation for a product that breaks down with very 
little use, or wears out quickly within "reasonable" 
conditions of use, style of use, and maintenance. That 
is, the consumer is likely to include in the idea of a 
square deal, protection against the risk of economic 
loss caused by factors out of his or her control. 

It is to the brand owner's advantage to 
provide and be seen to provide this risk protection via 
an express warranty as an inducement to the prospective 
buyer, independent of whether or not the law requires 
him to do so. The inducement is two-fold. First, the 
higher individual buyer risk of product failure is 
lowered by spreading the cost of product failurè over 
all buyers. Second, the existence of the risk protec-
tion is likely to influence the prospective buyer's 
idea upward of what the unknown average economic life 
of the product is. 

However, there remains for the brand owner 
the task of determining how best to communicate the 
offer of risk protection to prospective buyers, and how 
best to set up and administer within the distribution 
system a method of delivering the offer fairly and at 
reasonable cost. The two are interrelated, as we shall 
point out. 

If the offer is expressed as compensation for 
defective material and workmanship (supplier fault), 
there must be sufficient expertise in the distribution 
system to assess products on these dimensions. To the 
extent that the required expertise is  • above a very 
minimum level, it will be both difficult and expensive 
to get the expertise distributed widely and evenly 
throughout the distribution system. The alternative of 
concentrating expertise will result in delays in 
decisions which will be resented by consumers. 
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These same issues are present where-consumer 
misuse or abuse of the product (consumer fault) is, 	, 
stated as grounds for. denying -compensation: 

In'either:approach of concentration 'or 
 decentralization, individual product judgment decisions . 

must be made. Those refused compensation with this ' 
kind of, system  are  likely to be ‘unsatisfied . for one or , 
more reasons: 	' 

The buyer is unlikelywto undertand dedi-
sions based on technological -  considera-
tions, and regard them as unfair.or 
irrelevant. 	 ' 

. The buyer may perceive that the person 
making the decision has  a financial 
interest which influenced the decision. 

Thereason given for refuSing compensation 
is most likely to be•  product Abuse, misuse, 
or lack of maintenance. The  buyer is not 
likely to perceive himself/herself as an .  
atypical product user. 

A second way of expressing•  the offer is 
compensation for any buyer within a . given period of 
time (no fault). This reduces  the  requirement for 	, 
expertise'and.related costs in the distribution'system. 
However, there.are some new problems for the brand-
owner. . The shift to time from usage has altered the 
economic life curve. Products below the average on a - 
time cure will include not only those that were' 	' 
defective,- those that were used in severe conditions, 
and those that were abused or pocirly maintained, but' 
those products which were, used frequently and much of . 
their full-value economic life used up. Further, there 
may be , some products above the average .which are, in - 
fact defective, 'but the . defects have .not yet surfaced 
because the product was used very little. . 

It .should be 'apparent that the deciSion' on a 
time - period is not an eàsy one. The shorter the time-
period set, the more it - is likely to exclude -  buyers who 
have a defective-product. The longer the time period,: 
the more the buyers to . the right of that time line are 
subsidizing buyers, who used up the -economic life:of the 
product quickly or who misused or poorly maintained the 
product. For the brand owner, however, lengthening the 
time period likely will influence prospective buyers' 
assessment of the average economic life of the-product. 
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Whatever the time period decided upon, a 
further decision must be made as to whether exceptions 
will be allowed in cases where requests for 
compensation are made after the stated time period. If 
such exceptions are allowed, the problems and costs 
associated with expertise and individual decisions 
(fault) again must be faced, together with 
dissatisfaction on the part of those customers refused 
compensation or not notified that such a possibility 
exists. This is precisely why brand owners who have 
engaged in such exceptions have frequently been charged 
with having "secret warranties". Executives we 
interviewed felt such a "judgment" period after the 
stated time period was appropriate and in the 
consumer's interest as well as their own. However, 
should such exceptions be construed as applying 
generally to all owners, these same brand owners said 
they would revert to the stated time period only. 

There are also some issues related to the 
shift to records as the basis of the decision. If the 
onus is on the buyer to produce the records, and those 
records are not available, many buyers will be 
dissatisfied because of their belief that compensation 
has been denied on a technicality totally divorced from 
product performance. On the other hand, if the brand 
owner assumes responsibility for the keeping of 
records, there are administrative costs, which increase 
disproportionately as the time period is extended. 
Such costs will in the final analysis be placed on the 
consumer. 

An idealized sequence of the steps that the 
preceding suggest might be followed in the establish-
ment of an express warranty are: 

1. Determination of the magnitude of the 
consumer risk created by the warrantor 
through the delivery to the buyer of a 
product that is defective. Ideally, 
this should include information on both 
the average risk and frequency distribu-
tion of the amount of the risk to which 
individual buyers must be exposed. 

2. Development of alternative warranty 
offers. These will include combinations 
of fault, no-fault, and compensation 
coverage. 
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3. For the appropriate warranty offers, 
, determination of the magnitude - of thé 
potential liability created, beyond-that 
ofthe risk created - by thé warrantor, by 
virtue of the way the offer. is-  expressed. 

4. . Dollar, time  and  psychic costs indurred 
• , by both bùyers and ,the warrantor in  the

-operation-  of the alternative compensation 
systems. 

• • 	. 	
• 

5. -SelectiCn of the warranty•offer mhich 
best meets both of the following , 
critéria: 

• The ndnimization of individual consumer 
product economic loss, risk of such 
loss occurring, and related consumer 
costs in obtaining compensation for 
such loss. 

• The minimization of incremental product 
costs associated with the manner in 
which the product risk protection is 
expressed, together with costs 
associated with the operation of the 
compensation system. 

Three things should , bé noted .in this 
sequence. First, Many  of the  costs  are  difficult, to 
estimate without information based . on historical 
events. Second, the relevant Costs will'Vary widely 
across product classes and even among variations in 
models within a product class. Third, it should be 
explicitly recognized that - the two criteria in step- - 
five are conflicting, and that tradeoffs must be made 
between minimizing individual cost risks  and  costs 
averaged over all buyerS'. Tradeoff , .problems' will be ' 
minimized in a system-that contains both - a . component of 
no-fault and a component of fault. • 

We will return to a general discussion of 
implied and express warranties in Chapters Eleven and 
Twelve, following an examination in Chapter Eight of 
the warranty offers and delivery against those offers 
in the automobile and major applicance industries. 
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CHAPTER EIGHT 

WARRANTY SYSTEMS IN THE WHITE GOODS APPLIANCE  
AND AUTOMOBILE INDUSTRIES  

The purpose of this chapter is to convey the 
industry perspective about a number of subject areas 
relating to the development of warranty offers and 
delivery against those offers, together with relevant 
literature sources and our observations and 
conclusions. 

Warranties and Service Contracts  

Warranty Objectives and Coverage  

Every organization interviewed in both the 
white goods appliance and automobile industries stated 
that they viewed the warranty as a competitive market-
ing tool, and that the primary decisions on warranty 
have been made by marketing management. Corporate 
counsel, however, are becoming increasingly involved 
because of variations in warranty law across the 
provinces. 

At the same time, it must be acknowledged 
that there were variations across organizations as to 
why express warranties were given, ranging from "It has 
always been done" to a clear and precise statement that 
the warranty was an integral part of the product offer 
which was important t.Othe firm's goal of building 
long-run customer loyalty. 

We note that .  these industry views on warranty 
objectives are at variance with the literature that 
explores the relationship between implied and express 
warranties, where there is a virtually unanimous 
conclusion that the primary objective of express 
warranties is to limit the warrantor's liability in 
law. Several reasons can be provided that account for 
some, if not all, of this discrepancy in viewpoint. 

1. The emphasis by marketing executives is 
on terms of coverage, whereas the 
emphasis by lawyers and government policy 
makers is much more on exclusions. 
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2. There is more emphasis by business 
executives on the Source and size of 
Costs -, including administrative costs, 
than there is on the part of lawyers and 
government policy makers. 

3. While there is a difference among busi-
nessmen as to which system members shoùld 
bear, which costs, both risk and use, over 
what period oftime,,,businessmen in gene-
ral appear to belieV'è in a time period 
over which their organization should 	- 
assume risk of economic loss that is - - 
shorter than that perceived as appro-
priate by many government policy makers 
and lawyers.  At the  same time, policy , 
makersl  and lawyers tend to underestimate 

• the magnitude and difficulty in-incorpor-
- ating the consumer use issue into 

, warranty offers and administration. -  

Warranty coverage was perceived by those 
organizations whom we interviewed as having two compon7 
ents. The first was coverage against individual risk 
associated with prOduct failure attributable to 
problems originating in the supply of the product. 
Inasmuch as product functional failures attributable to 
problems associated with the supply systems are most 
likely to oCcur with heavy use, the coverage, if 
eXpressed in time should take into account the effect. . 
of climate, or seasons on product primary or secondary 
functional system use 	For example, a one-year 
warranty for car air conditioners is designed to ensure. 
sufficient time for the Use of that subsystem, no 
matter what time of year the buyer purchased . the 	- 
vehicle. In .gèneral, wai.ranty coverage is concerned 
with those factors. in pre-sale, and in early product 
life which are affected by supply system performance 
and that affect.product.aesthetic performance and 
product functional reliability. The much higher 
variability in both amount and Style  of usage for - 
automobiles than for white goods appliances means that' 
these factors receive more consideration in the 
autmobile industry, both in the way. the . Coverage offer 
is expressed and is administered. 	 .. 

The second warranty coverage component is the 
use of the warranty coverage period and characteristics 
as a compétitive marketing tool, inasmuch as the 
coverage is perceived by consumers as a market signal 
of product reliability and longevity. Real changes in 
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product reliability and longevity may or may not change 
with changes in warranty coverage. Further, and just 
as important, the level of service in fulfilling the 
warranty offer, may or may not change as well with a 
change in the warranty coverage offer. 

Warranty Complexity  

Warranties can be considered as having three 
components: provisions, exclusions, and information. 

1. Provisions  - Provisions are those state-
ments in the warranty that the consumer perceives as 
the warrantor's statement of after-sale obligations. 
There is work being done in both the automobile 
industry and the appliance in simplifying the wording 
used in the expression of warrantor after-sale obli-
gations. For example, Inglis has gone from a legal-
istic warranty card to a letter designed to be readily 
understandable by anyone with a grade 10 education (see 
Exhibit 8-1). At the same time, there is a trend 
within the automobile industry to increase provision 
complexity by providing separate statements of after-
sale obligation for an increasing number of product 
components. For example, one 1979 model year warranty 
contains, in addition to the statements covering the 
"overall" vehicle, separate statements of coverage for 
the emission control system, battery, air-conditioner, 
sealed refrigerant system, and perforation from 
corrosion, as well as a separate warranty for the tires 
given by the tire manufacturer. 

2. Exclusions  - We see warranty exclusions 
as having two components. The first of these is 
consumer obligation to use and maintain the product in 
a reasonable fashion (fault in the negative sense). 
Because of differences in both product maintenance 
requirements and consumer style of usage between 
appliances and automobiles more emphasis is given to 
these factors in automobile warranties than in 
appliance warranties. 

The second component of exclusions concerns 
statements made with the intent to limit the warran-
tor's obligation. We have identified a number of 
issues in this area, all of which are tied to the 
existence of specific laws and/or changes in laws. 
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2 Sxliibit 8-1 

An Example of a "Customer-Languaae"  Warrant';  

INGLIS LIMITED 

HEAD OFFICE 
14 . Strachan Avenue 

Toronto, Ontario, Canada 
Dear Customer: 	 M6K 1W6 

Good performance. That's what this letter is all about. 

We know that you expect good performance from your WHIRLPOOL* Refrigerator and we aim 
to see that you get it. Here's hovv its performance is protected. 

WARRANTY FOR YOUR WHIRLPOOL REFRIGERATOR 

.During the first year after purchase, all parts of the appliance whicn we find  are  i 
defective in materials or workmanship will be i-epaired or replaced by Inglis free I , 
of charge, and we will pay any labour charges. . . . 	 . 	. . 	. 	. 
During the first five years after purchase, all parts of the sealed refrigerator sys- . 
tem, which  consists of the compressor, condenser, eveporator and connecting - 
tubing, which we find defective in materials or workmanship will be repaired or 
replaced by Inglis free of charge, labour no charge .  However, at distances greater 

 than  twenty miles from the, nearest service organizatiOn authorized by Inglis to .- 
service WH I R LPOOL appliances, We reserve the right to charge transportation and , 
travelling  costs for the excess distance. , 	, . 	 . 

This protection  is yours as the original ptirehaser for single family use in yOur 
home and is not transferable without written 'permission from Inglis.  It reouires • 
that all service be performed by a service organization authorized by Inglis to ser-
vice WHIRLPOOL appliances. Naturally, it doesn't cover damage . by accident, 
misuse, improper installation, fire, 'flood, or acts of Gou.- But it does cover you 

I . vvherever you live in Canada ... even if you move and take  the  refrigerator with 
you. 

Now about servicing. Let's face it. Sometimes even the best products need.service. So, if that's 
ever true of your WHIRLPOOL refrigerator, there is a .way to get action fast. Just call your Inglis 
Factory Service Branch, or the nearest service organization 'authorized  by  Inglis to service 
WHIRLPOOL appliances. They are trained to make whatever's wrong right, and there are over 
340 locations in Canada. 

We suggest you keep this letter with your sales slip. It's nice to know you'll 
have protection, even though you may never need it. 

Sincerely; 
INGLIS LIMITED 

For service, call your nearest Direct Factory Service Branch listed below: 

BARRIE, No :7  .4 Alliance Blvd. 	' 	 .726.3922 • 
. 	 . 	. 

• HAMILTON. 324-Hilton Drive 	  547.2335 
LONDON, 962 Learhorne Street ' 	 ' 686-8633 

- WINDSOR, 3180 Grand Marais East 	 944.3551 
REGINA, Box  1095,632  East 4 5h Ave 	 569.9681 

' SASKATOON, No. 5 • 1624 Ontario Ave. 	652.9285 
EDMONTON, 12235 Fort Road 	 474.8576 ' 

' CALGARY, 1338 - 11th Avenue S.W 	 245-2201 

5945 Ambler Drive, Mississauga 	 624.2800 	VANCOUVER, 1610 Ingleton Ave. . . . .. ..... 299-7411 
TORONTO EAST 	

. 
• • VICTORIA, 3121 Steele Street 	 386.2208. 

DISTRIBUTOR SERVICE 
MANITOBA THOMAS RATHWELL LIMITED, WINNIPEG; 774-4561 

For services in areas other than those listed ,  contact your WHIRLPOOL appliance dealer. 
consult your local telephone directory for the nearest 

Inglis Authorized Service Depot. 

FOR YOUR PROTECTION ALWAYS INSIST ON FACTORY SPECIFIED PARTS 

*Trademark in Canada. Used by Authority of Canadian Trademark Owner, 
WHIRLPOOL CORPORATION, U.S.A. 	 , , 

PN 20142435 

CHICOUTiMI, 163 Bosse Street 	  543.0267 
QUEBEC. 2289 Leon Harmer 	 681.3538 
SHERBROOKE, 764 King Street East 	  563-6565 

• THREE RIVERS, 5427 Royal Blvd 	• • 	 375.9674 

MONTREAL, 855 Autoroute Laval West . 

Chomedy, Ville de Laval 	  382.8110 ' 
OTTAWA, 28 Capital Drive 	 - 	225-0510 . 	. 
TORONTO WEsT 	

,. 
, 

110 Torbay Road, Unit 1. Markham . . . :.. . 495.9511 	.- 110 Torbay Road, Unit 1. Markham . . • . . 495.9511 	. 

• 
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Consistency in Law - The intent of law can be 
compromised by inconsistencies within legislation. We 
see this as having occurred for example, in Ontario 
where disclaimers are void in law, but not prohibited. 
This is discussed further in Chapter Eleven. In our 
view, if disclaimers are not wanted, the law should 
clearly prohibit them. Otherwise warrantors may be 
encouraged to ignore the law until challenged by 
consumers. 

The Semantics or Meanrng of the Law - The 
recent legislation in several Canadian jurisdictions 
has created uncertainty for both businessmen and 
consumers until there had developed some body of case 
law through judgments. Must of the uncertainty arises 
form the use of the word "reasonable" in some of the 
legislation. Here it is clear that the intent of the 
law is to have the courts decide what "reasonable" is, 
given the circumstances of the situation. We see no 
obvious reason why the word "reasonable" should 
necessarily create any greater uncertainty than the 
words "fitness for purpose" and "merchantability" which 
appear in other legislation except, of course, for its 
newness in the law. We believe that the bearing of 
some uncertainty on the part of business is a fair 
tradeoff in their and the larger societal interest in 
having "good law" as we outlined it in the previous 
chapter. 	Further, it is precisely this kind of 
wording that business argues for whenever lawmakers 
attempt to phrase economic law in very specific rules 
and regulations. On the whole, we see the allowance 
for some interpretation as the better approach based on 
North American experience in antitrust and trade 
regulations. This appYoach, however, does place a 
great deal of emphasis on the quality of the person(s) 
making the interpretation. 

However, there are other words and phrases in 
some of the new legislation where the clear intent, 
which was another dimension of our "good law", does not 
appear to exist in eyeS of a number of businessmen we 
interviewed. Further, they believe that the intent 
associated with these words and phrases could vitally 
affect the interpretation of the word "reasonable," 
thus increasing their economic uncertainty. An example 
is section 17-(1) of the Saskatchewan Consumer Products 
Warranties Act, 1977, which states that "nothing in 
this Act shall prevent a warrantor from giving addi-
tional written warranties in addition to the statutory 
warranties set out in section 11." (See Chapter 
Eleven, especially Exhibit 11-7, for elaboration of 
this Act.) 
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The words "additional" and "in addition to" 
can be interpretated as running either concurrently or 
consecutively with the statutory.warranties, and.is the 
kind of problem that could be minimized by improved 
draftsmanship and/or through a clear statement-of 
intent. A similar - kind of. problem occurs with the usé- ,-. 
of the. word "durable"  in the Saskatchewan anc“lew 
Brunswick - acts. As aPplied to those products• which 
normally reguirémaintenance  and repairs,:it is not 
clear whether durability is intended to mean>functional 
reliability (the product worksfunctionai longevity. 
(the product works - over a - long period  of  time), or 
both. Further, to - the extent that it is intended to 	- 
meàn functional longevity, there,:,is ambiguity as to yho - 
should bear the responsibility and-,cost for maintenance 
and repairs over the time  period. 	' 

• -The Thurst-of  the  Law  - The 'semantic >aMbig-
ulties described  in. the previous >section lead to some 
general uncertainty among businessmen as.  to the thrust 
of the law: To à number of businessmen  we interviewed, 
it was not clear whether the sole intent ,of recent 
legislation was tà.'recOgnize in law the changed market ' 
conditions of ainass-market society, Or whether there 
was as well ah attempt by government pOlicy makers  to  
impose a shift in. standards with respect to prodUct - 
longevity. - The 'possible  existence ofsuoh an alterna-
tive in itself creates economic uncertainty among' 
businessmen. 

-The Existence  of.Different Laws in Different  
Jurisdictions 7 - Where there are variations across legal 
jurisdictions as to the manner and extent to which a 

, warrantor can legally limit ,economic obligations, - the 
warrantor operating in more than-one jurisdiotion must 

• make a decision as tO whether a separate warranty 	• 
dOcument - should be created for each-jürisdiction, or • 
whether.an:omnibus warranty shotild be created for:.all 
jurisdictions.  The  benefits of administrative simplic-
ity, together_with potential high Costs Of-error,  are 
the underlying reasons.why all brand owners in our 
interview sample had warranties which -  coVered all  légal 
jurisdictions in Canada. 

At the same,time, we are seeing the beginning 
of a trend lnwhich a brand owner offers - a basic ex-
press warranty Which inCludes a statéMent that says - 
something liké: 

"Your rights May vary>acbording to.the law in 
your province, ..Check with your consumer affairg 	2 
office." 
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This, in our view, is a highly undesirable 
situation in that the consumer really has no idea of 
his/her rights. Further, as administrators of complaint 
handling services well know, consumers are not likely 
to find out, especially those consumers that least can 
afford to bear the economic loss on their own. It 
would be far batter, in our view, to harmonize the law 
and to encourage the express warranty designer to 
explain both express and implied rights. 

The cumulative impact of the all four of the 
above issues has created an environment conducive to 
increased complexity in the character of exclusions in 
current warranty offers. The situation is further 
exacerbated by some business executives who perceive 
governments to have taken an adversary relationship 
with respect to their organization or industry, or who 
have placed themselves in an adversary position. 

3. Information  - The information component 
of a warranty covers who a consumer should contact if 
product problems develop and the process he/she should 
follow in getting such problems fixed. There is a 
trend in both appliance and automobile warranties to 
provide explicit information in this area. While this 
adds to the length of the warranty document, it 
provides less process complexity for the consumer. 

Overall, the current trend in warranty 
complexity is a mixed one, with simplification of 
provision language and process information taking place 
at the same time as complication in legal exclusions 
and, for automobiles, an increase in the number of 
separate warranty  provisions. 

Warranty Registration  

In theory, warranty registration on the part 
of the warrantor involves the establishment of a record 
for each product sold for a period of time which, at a 
minimum, is the time of coverage. In practice, the 
establishment and maintenance of such a record system 
is expensive and, in relative terms, is more expensive 
the longer the period of coverage or the lower the 
selling price of the product. Further, registration 
records costs will be higher and less complete where 
the warrantor has less control  •over  record information 
at point of sale, except where such registration is 
required elsewhere by law as in the case of motor 
vehicles. .This is likely to be the case for 
manufacturer brand owners, particularly those that are 
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• 

• 

small in size relative to.their distribution, or-who 	' 
provide only a small part of the retailer's product ' 
offerings. High product selling:price relative to 
record cost is undoubtedly one réasbn Why all  f , 
'automobile Warrantors that we.interviewed maintain 	' 
readily 'accessible warranty registration record 
systems. Lower appliance product selling .price 
relative to record cost has reSulted in a mix of 
systems and operational procedures for handling 
warranty registration.  None of the appliance , 
organizatiOns we interviewedreCquire the customer to 	. 
maintain records, - although we are aware of some other 
firmS that refuse to honor a warranty withOut proof of . 
purchase. Yet of those firmswe interviewed; only one * . 
.had a readily accessible systém of warranty. records and 	'- 
this system was leSs than a year old'and did not yet 
cover all geographic areas in which the organization - 
operates. The.other organizations- we interviewed . 
operate on a system of trust . and  exception. ForS the 
most part, a statement by the,.customer.that the product 
is in-Warranty is Sufficient. In thoSe rare cases 
where the customer's assertion might be challenged, 	' 
sélling records are. often not.avallable  and,  recourse is . 

 made to purchase  'records  and/or to model/ serial - 
numbers. - Such a system -  can 'lead to  abuses. on thé part 	- 
of both the seller and- consumer. On thé consumer side, . 
one large national appliance 'organization which , 
.operates such a system sampled.warranty claims and 
matched them against sales records'. Although they foUnd 
that 20% of claims were  outof-warranty, theY have not 
changed their system. It is very clear from the 
preceding that the cost of.developing'and'Maintaining 
warranty.records on the part of the warrantor, 'even 'for 
such relatively high priced, durables as white goods 
appliances, Is considered by business executives .  to' 
outweigh,the benefits such information might provide in 
warranty administration. 

Service Contracts  

'While express warranties and service 
. 

	con- 
tracts are both forms Of insurance.designed to average 
soMe kinds of risk , across.ail. buyers, there - is a , 
fundamental difference betWeén the two asiperceived by 

- both warrantors'and  the law. An express  warranty is an 
integral .  part of the product offer. A service , 
contract -, on the other hand, is a separate offer, 

. perhaps by a separate busineSs organization, eVen 	. 	- 
though it may be made at the same time as the product 	: 
offer. Statedanother -way, an express warranty forms 
part of the product contract, while service contract 
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is, as the name suggests, a separate contract. 
However, it is unlikely that many consumers make this 
distinction, or would even if the distinction were not 
blurred by the use of the words extended warranty, 
often applied to service contracts. It is much more 
likely that they consider it an option, akin to a 
physical product option, and available at an 
incremental price. 

The widespread availability of service 
contracts is a relatively recent phenomenon. Indeed, 
the publicized offer of service contracts by automobile 
manufacturers has occured only in the last year. 

The existence of service contracts.provide 
market signal information on aspects of product reli-
ability over a period of time not only to consumers, 
but to market competitors, government policy makers, 
and the law as well. The source and scope of that 
information provide data of special interest to policy 
makers. We will present the limited data we have from 
this perspective on a number of dimensions. 

1. Coverage of product categories - To the 
extent that the service contract offer(s) contain 
information that aggregate brands into product cate-
gories, information is available on reliability of 
products already in use by consumers or projected 
reliability of new products. 

For example, examination of the Eaton's 
Extended Warranty Plan prices (see Exhibit 8-2) clearly 
show the impact of improved technolgy on service re-
quirements for television sets. The fact that there 
are two categories for both ranges and refrigerators, 
provides evidence supporting our previous conclusions, 
on the relationship between reliability and number of 
product mechanical/electrical/thermal subsystems. 
Similar kinds of information can be obtained from 
comparison of automobile service contracts (see Exhibit 
8-3), which demonstrate that four-wheel drive vehicles, 
with their incremental mechanical subsystems, are 
likely to have less functional reliability over a given 
period of time than are conventional automobiles. 

2. The Offerer of the service contract is at 
arm's length from the offeror of the warranty - Rates 
in this type of offer should, in theory, represent the 
best estimates of the economic cost of product failure, 
plus some provision for administrative costs and profit 
for the offeror. This is the same as for other types 



Exhibit 8-2  

Rate Card for Eaton's Extended Warranty Plan  

•AGE OF APPLIANCE.,  AND EWP RATE FER YEAR 

3 yr. discounted package 
(on yr. old unit) 	1 yr. old 	2 yrs. old 	3 yrs. old 	4 yrs. old 

TV. Color 	 177.95 	59.95 	65.95 	71.95 	79.95 
TA/. B & W 	 95.95 . 	31.95 	35.95 	38.95 	42.95 
Stereo 	 83.95 	27.95 	30.95 	33.95 	36.95 

. 
Auto Washer 	 72.95 	23.95 	26.95 	29.95 	31.95 
Auto Dryer 	 49.95 	16.95 	18.95 	20.95 	22.95 
Twin-Tub or 
Wringer Washer 	 56.95 	18.95 	20.95 	22.95 	25.95 
Dishwasher 	 83.95 	27.95 	30.95 	33.95 	36.95 
Standard Range 	 56.95 	18.95 	20.95 	22.95 	25.95 
Self Cleaning Range 	 79.95 	26.95 	29.95 	31.95 	35.95 
Standard Refrigerator 	 58.95 	19.95 	21.95 	23.95 	26.95 , 
Side-by-side Refrigerator 	 79.95 	26.95 	29.95 	31.95 	35.95 
Freezer 	 56.95 	18.95 	20.95 	22.95 	25.95 
Micro-Wave Oven 	 87.95 	29.95 	31.95 	35.95 	38.95 

Bonus - 10% Discount if you purchase E.W.P. on more than 1 item or year. 
Note - All prices subject to change without notice. 
All items out of full warranty may require inspection at customer's expense. 



Suburban 

MSR PRICE $377 $437 

GVW 7801 to 
10,000 lbs. 

GVW 5501 to 
7800 lbs. 

Blazer 
Jimmy 

TRUCKS-
PLEASURE ONLY 
4 Wheel Drive 

, 

Exhibit 8-3  

Suegested Retail Prices for Automobile Manufacturer 

	

Servie  Contracts 	rc 

GM Continuous Protection Plan - 1979 Charges 

Coverage: 3 years or 60,000 kilometres 
Deductible: $25 per occurrence 

GROUP 
DIVISION 	A 	 B 	 C 	 D 	 E 

MSR PRICE 	$151 	$181 	 $211 	 $241 	 $271 

CHEVROLET 	Chevette 	Monza 	 Camaro 	 Monte Carlo 	CamaroZ28 	 Corvette 
Nova 	 (except Z28) 	Bel Air 

Berlinetta 	Impala 
Malibu 	 Caprice 

PONTIAC 	Acadian 	Sunbird 	 Firebird 	 Grand Prix 	Trans Am 
Phoenix 	 Esprit 	 Laurentian 

Formula 	 Catalina 
• 	 Le Mans 	 Parisienne 

OLDSMOBILE 	- 	Omega 	 Cutlass 	 Delta 88 	Ninety-Eight 	 Toronado _ 

BUICK 	 - 	Skyhawk 	 = Century 	 Le Sabre 	Electra 	 Riviera 
Skylark 	 Regal 

CADILLAC 	- 	 - 	 - 	 - 	 - 	 All Models 

TRUCKS- 	 - 	Manufacturer's 	Manufacturer's 	Blazer 	Manufacturer's 	Caballero 
PLEASURE ONLY 	 GVW up to 	GVW 5501 to 	Jimmy 	 GVW 7801 to 	Suburban 
2 Wheel Drive 	 5500 lbs. 	7800 lbs. 	 10,000 lbs. 	Sportvan 

El Camino 	Rally Wagon 

SURCHARGES: $25.00 for each of the following equipment: Diesel Engine, Electronic Fuel Injection, Trip Computer . 

- 	 . 

11, Source: G 	ai Motors of Canada Ltd. Continuous Protections Brochure 



NEW VEHICLES 	 Suggested 

Prices shown are for full 	 retail price.  
36 months/60,000 km coverage, 	 Personal  

whichever occurs first. 	 use.  

SUBCOMPACT 	 ' 

Pinto, Bobcat, and Fiesta 	 $150 

COMPACT 

Fairmont, Zephyr, 
Mustang and Capri 
(excl. models with 
Turbo charged engines) $160 

MIDSIZE 

Granada, Monarch, LTD II, 
Cougar, Thunderbird, 
XR-7 and Mustang/Capri 
models with Turbo 
charged engines 	 $190 

FULL SIZE 

LTD and Marquis 	 $210 

LUXURY 

Lincoln Continental, 
Lincoln Versailles and 
Continental Mark V 	 $275 

,  
LIGHT TRUCKS 4X2 

Econoline, Courier, 
Ranchero, F100-F350 4x2 	 $205 

LIGHT TRUCKS 4x4 

Bronco, F150-F350 	 $275 
For new vehicles in 
commercial use, add 
$50 to the applicable 
prices above (cars only). 

— 

Exhibit 8-3 Cont'd  

Ford Extended Service Plan  
1979 Charges  

Coverage: 3 years or 60,000 kilometres 	 • 

Deductible: $25 per occurrence 

Source: London Free Press,  February 9, 1979, p. B-8. 



Colt, Arrow 	 $196 

Challenger, Sapporo 
Omni, Omni 024, 
Horizon, Horizon TC3 	 $210 

Aspen, Volare 	 $232 

Diplomat, Caravelle, LeBaron, 
Cordoba, Magnum XE 	 $257 

Newport, New Yorker 
Fifth Avenue 	 $281 

LIGHT TRUCKS AND VANS 

Dodge D50 	 $226 

Dodge Pickup (2-wheel drive) 	 $257 

Compact Vans and Wagons, 
Sport Utility (2-wheel drive) 	 $289 

Cut-Off Van ("MB" Model) 	 $398 

All 4-wheel Drive Trucks». 	 • $459 

Motor Home Chassis ("M" Model) 	 $489 

SUGGESTED 
RETAIL 
PRICE 

PASSENGER CARS AND 
STATION WAGONS 

Exhibit 8-3 Cont'd 

Chrysler Protection Plan 
1979 Charges  

Coverage: 5 years or 80,000 kilometres 
Deductible: $50 per occurence 

Source: The Globe and Mail,  May 1, 1979, p. 13. 
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of  insurance. In pràctice, where warrantors are also 
offering service ,contracts, the warrantors' rates, 
depending on the.quality of the information baseand 
company objectives, could'represent good statistical -
information for cithers or merely the sbiarrantor's best 
guesses. . 

• Where the warrantor is offering à seryide .  
contract, there is also interest on the part of • 
government policy makers as to,the intent of the-
offerer in providing . .the  service contract. We have 
limited information in this area-. One automobile 
manufacturer stated that their organization's - servide 
contract was intended to appeal-to•two  classes of
consumers: those interested in insuring against high 
individual_rrisk of product failùre and, throtigh 
relaxation of fault associated with automobile misuse, 
those consuemrs who misuse their vehicles-.  The  • 
explicit stated objectives of the.contract were to: 

1. eXtend the period - of pooled risk - sharing 
for those.Who wanted this service, 

- especially against risk of substantial 
economid cost. 

• minimize the friction in the system 
created by refusal of warranty.claims 
consumers who misuse the product. 

3. develop a dealer service business with 
customers over a longer period of time. 

Implied, but not stàted,was the offer .  of 
profit-making service competing with insurance 
organization offerings. . 

Frôm our perspective,.we see that the offer 
of service contracts at time of plirchase may well have 
a consumer benefit not-considered in their formulation. 
Where risk insilrance for a fairly long.:time period is - 
introduced adtively-into the"sales trànsactiôh, it may 
résillt in the prospective buyer giving more consider -a:- 
tion to both ,  warranty coverage and:the trade- off  bet- 

- ween purchase price and quality and -.accessibility of 
after-sale service of ail  types,. 

All new automobile service contracts that we 
are aware of, .whether offered by the-warrantor  or an  - 
organization independent of:the warrantor, provide some 
benefits.that extend into the .exiting warranty period 
and expand upon.the warranty benefits. The incremental 
benefits provided cover such conseqUential - damages as- 
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towing and alternate transportation costs. At the same 
time there is a deductible clause, typically $25 to $50 
per occurrence. The clear intent here is to: 

1. provide consistency of coverage over the 
period of the contract. 

2. provide incremental coverage during the 
period of warranty to make the contract 
more attractive to consumers. 

3. provide a combination of limited 
individual risk and pooled risk in order 
to reduce the price. 

4. provide, in those contracts where product 
misuse js not excluded, a means by which 
this group of consumers bears higher 
individual cost. 

Warranty Competition: Offers and Delivery 
	 Against Offers  

Virtually all of the academic and public 
literature on warranty competition has focussed 
exclusively on issues related to the content of the 
warranty offer. It is our belief that this is an 
overly narrow perspective on several counts. 

• 
First, it does not take into account the 

interrelationship developed in Chapter Seven between 
the manner in which the offer is expressed and the kind 
and cost of system required to provide delivery 
against that offer. Second, it does not take into 
account that the level of delivery against a warranty 
or service contracts offer has the potential of creating 
greater problems in customer satisfaction that the 
offer itself. Finally, there seems inadequate 
appreciation that, while an offer can be quickly 
matched, there reqUires a commitment in time, money, 
materials and people to provide delivery against an 
offer. The ability to mobilize these resources 
effectively will vary across organizations in both the 
short and long-term, with the result that the 
meaningful competition in warranties and service 
contracts takes place in delivery against the offer. 
Further, for industries with oligopolistic structures 
or selling "mature" products, it is one area of 
activity in which an organization can differentiate 
itself from its competitors -- precisely because the 
mobilization of resources is difficult to match. 
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2  In a paper entitled "Consumer Economic's of 
Appliance Warranties" Gerner and Bryant hYpothesize 
that most applianCe warranties for a given.  product 
clasS'.will have identical warranty ProVisions. 1  
The few warranties below the median will bé - closer than 
those few above,' and that there is a pressure: 	those 
below the median to move to the median over time, a 
pressure not existing.for those above the median. l'hese 
hypotheses of Gerner and Bryant are based on notions 
that consumers have a general knowledge of warranty 
provisions found on most brands of most appliancès. 
While risk-averse consumers will pUrchase appliances 
which  have' more comprehensive *warranties than_the • 
median, according to Gerner . and Btryânt, "Most conSumers 
are insensitive to marginal differences in warranty 
duration and coverage. Because of, this, consumers 
demand Warranty service , which dà at leaSt as 
comprehensive as that provided in the typical warranty, 
regardless of the  actual provisions in the warranty on 
the specific appliance which has failed.' , It ds this 
demand : for  service  which was hypothesized .t.0 create the 
pressure on those offering warranty,coverage below, the 
median. No test of. this hypothesis .  was made. The 
hypotheses about the' distribution of warranty.provi-
sions was tested b:i7 collected 69 warranties over:five 
appliance .product categories. .87% of the brand owners . 

 were reported as offering as 'single warranty. The data' 
for  basic warranty coverage and "certain components"- 
are given in Exhibits 8-4 and 85, and provide support 
for the hypothesis of distribution of warranty .  provi-
sion  coverage. 

Gerner and Bryant's notions that (a) "con-
sumers can be expected to be concerned about the 
existence of warranties, -  but not about specific . 
provisions of warranties", and (b) that the general 
knowledge which consumers have include some  concept of 
a coverage norm for the product class.are consistent' 
with our focus group data and has implications for 
public policy which will be discussed in Chapter Nine. 
It should be noted thatGerner. and Bryant attribute the 
high proportion of single warranty coverage acrôss mo- 
dels of the same brand to equiValent reliability across . 
those models. Our research does not support this. 
Rather, it would appear. that there are reliability ..- 
variations across models based  on the  number of M/E/T 
subsystems they contain, but that a single warranty is 
set to minimize administrative costs and to present a. 
common warranty coverage that çan-be associated-with 
all models in the product category bearing the brand . 
name-. 



Exhibit 8-4  

Basic Warranty Coverage by Appliance 

Clothes 	 Television 	 Air 
Refrigerators 	Ranges 	Washing Machines 	Sets 	 Conditioners 
N 	% 	N 	% 	N 	% 	 N 	% 	N 	% 

NuMber of Warranties 20 	100 	24 100 	18 	100 	 24 	100 	22 	100 

Coverage of All Parts and  
Labor  

Parts Coverage Duration 

1 Year 	 18 	90 	24 100 	9 	50 	 24 	100 	19 	86 

2 Years 	 - 	 9 	50 	 1 	5 

5 Years 	 2 	10 	 2 	9 

Labor Coverage Duration 

None 	 - 	- 	5 	21 	1 	'6 	 - 	- 	3 	14 

90 days 	 - 	- 	- - 	- 	 7 	29 

1 Year 	 18 	90 	19 	79 	17 	94 	17 	71 	18 	82 

2 Years 	 - 	- 	- 	- 	- 	- 	 - 	- 	1 	5 

5 Years 	 2 	10 	_ 	 - 	- 

Source: "Consumer Economics of ApplianœWarranties", Jennifer L. Genner and W. Keith Bryant, Department of 
Consumer Economics ànd Public Policy, Cornell University, undated. 

11, 



Exhibit 8-5  

22 	92 

Me, 2 	8 

•■••••■ 9 •••• 

14 3 1 

••••■• 22 	92 

77 ■■•■■ 95 19  
••••••• 	 ■•••• ■••••• 

,■■• 

4 	17 

- 	- 

16 	67 

- 	 89 

1 	4 	1 

3 	, 13 

None 

90 Days 

1 Year 

2 Years 

5 Years 

10 Years 

Life 

Warranty Coverage on Certain Comp - nents* 

Clothes 	 Television 	Air 
Refrigerators 	Ranges 	Washing Machines 	 Sets 	Conditioners 
N 	% 	N 	% 	N 	% 	 N 	% 	N 	% 

Parts Coverage Duration  

1 Year 

2 Years 

4 Years 

5 Years 

10 Years 

Life 

Labor Coverage Duration  

14 	58 	1 	6 	- 	2 

	

20 	100 	4 17 	16 	89 	 - - - 	21 	95 

- - 	1.4 	1 	6 	 - 	- 	- 

- - 	3 13 	- 	- 

I■1 

*The minimum coverage on certain components is that coverage provided for all parts and labor. When no special 
coverage on certain components is provided, the basic coverage is assumed. 

Source: "Consumer Economics of Appliance Warranties", Jennifer L. Genner and W. Keith Bryant, Department of 
Consumer Economics and Public Policy, Cornell University, undated. 
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Both Romero (1972) 2  and The Ontario Law 
Reform Commission Report (1972)3 describe the 
"warranty race" of the 1960's in which the Big Four 
automobile manufacturers increased and then reduced 
warranty provision coverage during the decade. Both 
documents focus on the offer as the means of competi-
tion and give the impression that more offer coverage 
means better warranty protection. We would like to 
demonstrate that this may not be the case. 

First, the OLRC Report and businessmen concur 
on the reasons underlying changes in offer coverage 
among major competitors. There was unanimous agreement 
within both the appliance and automobile fields that a 
large shift upward in warranty offer coverage by one 
major competitor in an industry without an accompanying 
change in price invariably occurs as a result of a 
sharp drop in market share. It is a defensive move 
first to protect and then increase market share and, if 
successful will be met by other competitors as a defen-
sive move also. Chrysler was the example given in the 
automotive field, Electrohome the example Ln the home 
entertainment field. 

The potential problems with respect to 
consumer risk of economic loss are of two kinds. The 
consumer who buys the product of the firm which first 
increased the offer exchanges the risk of broadened 
coverage for the risk that the warrantor will stay in 
business over that period of time. Purchasers of all 
products with broadened coverage assume the risk that 
the level of delivery against that expanded offer will 
not deteriorate relative to previous levels. 

It is our conclusion that delivery against 
the increased warranty offers of the 1960's did, in 
fact, deteriorate. High consumer psychic costs were 
generated by an offer-that was different from the 
general concept previously held that the coverage was 
for the total vehicle. On the warrantor side, there 
was not adequate understanding of the increased levels 
of expertise required in the system to make fault 
judgments on older vehicles. This resulted in time 
delays, which meant time and further psychic costs for 
customers. Further, the magnitude of the records 
administration task was seriously underestimated. The 
result was a situation which the automobile manufac-
turers we interviewed all agreed was a real "hassle." 
Customers were .unhappy, dealers were unhappy, and 
manufacturer service organizations were unhappy. Put 
bluntly, the delivery systems could not support the 
offers. Therefore, the offers were scaled down to fit 
what the systems could deliver. 
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diven thé introduction of service contract 
offers by  thé  three largest North American automobile 
manufacturers in the last year, the question naturally 
arises as to what degree the problems associated with 
extended warranty coverage in the 1960's will recur in 
the coming years. There are a,mumber of reasons to 

-:'suggest,that they will.not. To begin with, the organi-
zatiOns had the experiences of the 1960's, both organi-
zational and costs, as input into.their.planning of 	. 
the : service contract Offers.. With  respect to records 
administration, the technolàgy .and operational systems 
are much improved over the 1960's.  There has also been 
two critical changes in the automobile Manufacturer 	- 
service contract offers from those of their-extended 
warranty of the 1960's. ' First, the fault  exclusions of 
customer abuse and misuse of the product are'not in the 
service contract offers (although they currently remain 
in some  non-manufacturer  offers), which will relieve a' 
number  'of stresses  present in'the Warranty system of 
the 1960's. The  second is that the coverage of the 
service contract ,Offer is broader in terms of subsys-
tems included than were the extended warranties'of the 
1960's. An overriding factor is the shift in business 
philosophy to a much greater commitment ,to service 
which we identified in Chapter Five, 

However, the fact remains that these service 
contract offers are more limited  in' provision coverage 
than the express warrantieS.- As such, they repreSent 
once again a departure from the full vehicle coverage 
"norm".or general expectation set likely to be held. by. 
Most consumers. To.the extent that this general 	' 
expectation set among service contract buyers is not 
broadened and more congruent with the reality of their 
purchase, there will be problems in the service 
contract delivery system. 	. 	- 

Although Romero Viewed warranty competition 
within the context of warranty offers, his research 
pràvides excellent evidence of - differences 'across Car 
manufacturers in termsof delivery against both product 
and warranty offer.' Rather interestingly, Romero 
stated that it was not the intent of hib Survey re-
search... "to draw.invidious comparisons between the ' 
different makes of cars..." In - Contrast, we argue that 
comparison across manufacturers in terms of delivery 
against the product and .warranty offers is worthwhile, 
because differentials across manufacturers are an indi-
cation of , competitive differences in capabilitY of 
providing buyer value. Further, we are - aware of a 
number of private research studies carried out by 
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organizations in both the white goods appliance and 
automobile industries that were designed to get 
precisely this kind of information. 

Romero's sample was 343 owners of 1970 
Chevrolets, Fords, and Plymouths. They responded to 
five questions in a mail survey. Exhibit 8-6 indicates 
that Chevrolet owenrs were more likely to purchase a 
car that they viewed as requiring no warranty work than 
were Ford and Plymouth owners. Exhibit 8-7 shows for 
automobiles perceived as having defects by owners, the 
proportion of Chevrolet owners having defects corrected 
free of charge under the warranty was higher than for 
the competitors. Further, Exhibit 8-8 indicates that 
Chevrolet owners were more successful than owners of 
the other makes in getting problems "fixed right the 
first time." Therefore, it is not surprising to see in 
Exhibit 8-9 that the highest proportion of owners 
expressing satisfaction with the performance of their 
cars were owners of Chevrolets, although it is somewhat 
surprising that the differences in satisfaction rates 
across the three automobiles is not as great as one 
might have expected from the previous exhibits. 

Finally, Exhibit 8-10 provides convincing 
evidence that consumer satisfaction is affected 
significantly by their perception of the degree to 
which the warranty offer was delivered. 

Operation of After-Sale Service Systems  

Changes in Systems Structures and Operations  

Some aspects of the operation of after-sale 
service systems have been discussed in earlier 
chapters. We believe it functional to start this 
section with a review of some of that material. 

Chapter Three traced the evolution of , the 
structure of the white goods appliance and automobile 
industries. Today, after-sale, in-warranty and 
post-warranty appliance service is dominated by a mix 
of: (a) large manufacturer and large retailer 
controlled service operations in major urban areas, and 
(b) independent service organizations, many connected 
with an appliance retail operations, in the case of 
smaller manufacturers and in rural areas. 



Make of Car  Answers  
Yes 	No or Some  

N: 	% 

No. 

Exhibit 8-6  

Condition of 1970 Automobiles  
as Reported by Owners  

Defects 	No Defects 	Total  
Make of Car 	No. 	% 	No. 	No.  

Chevrolet 	96 	80.0 	24 	20.0 	.120 

Ford 	 104 	87.4 	* r  15 	12.6 	119 

Plymouth 	 94 	90.4 	10 	9.6 	104 

Chi Square: 5.677 with 2 d.f. -  
5.99 is .05 fevel 

Source: Adapted from Romero (1972), Table 38 

Exhibit 8-7 	 . • 

Actual and Percentage Answers to the *Question:  
"Were the Defects .Corrected Free* of Charge Under 

the Warranty?"  . 

Total 

1970 Chevrolet 	60 	62.5 	36 	37.5 	96 

1970 Ford 	 46 	44 • 2 	58 	55.8 	104 

1970 Plymouth 	46 	48.9 	48 	51.1 	94 

Chi Square: 7.088 with 2 d.f. 
.5.99 is - the .05 level 

Source: Adapted from Romero (1972), Table 38 



Exhibit 8-8  

Actual and Percentage Answers to the Questions:  
"Was it Necessary to Return to the Dealer More  

Than Once with the Saine  Defect?"  

Total 
Make of Car 	 Answers 	 No.  

Yes 	 No 
No. 	% 	No. 	% 

1970 Chevrolet 	46 	47.9 	50 	52.1 	96 

1970 Ford 	 68 	65.4 	36 	34.6 	104 

1970 Plymouth 	60 	63.8 	34 	36.2 	94 

Chi Square: 7.540 with 2 d.f. 
5.99 is the .05 level 

Source: Romero (1972), Table 42. 

Exhibit 8-9  

Actual and Percentage Answers to the Question:  
"Are you Satisfied with the Performance  

of Your Car?"  

Make of Car  
Total 

Answers 	 No.  
Yes 	Yes or Yes and No  

No. 	 No. 0 

1970 Chevrolet 	102 85.0 	18 	15.0 	120 

1970 Ford 	 95 79.8 	24 	20.2 	119 

1970 Plymouth 	77 74.0 	27 	26.0 	104 

Chi Square: 4.14 with 2 dif. 
3.22 is the .20 level 
4.60 is the .10 level 

Source: Adapted from Romero (1972), Table 34. 



0 
6.4% 

Owners not 
. Completely 
Satisfied • 

2 	7 	 6 	15 
1.3% 

Dissatisfied Owners 16 
'33.3% 

36 
*38 ..3% 

54 2 
1.3% 

Exhibit 8-10  

Association Between Level of. Satisfaction with New  
Automobile and Experiehde with Warranty Repairs  

No need 	 Refused 
for . All free Some free all free 
warranty ,  warranty'. warranty. - warrahty 
repairs repairs  , 'répairs repairs  

49 
100% 

Satisfied Owners 148 	- 
9 ,7 . 4 % 

25 	 52 	274 
52.1% 	. - 

Chi Square: 1 09.8 w,ith 6. degree Of - freedoM. Sig..= 0.000 -  

Source: Adapted from Romero (1972), Table 23. 
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Within the new automobile industry, the 
service system structure has remained largely unchanged 
for a great many years. However, if one looks at the 
total automotive service market, it would appear that 
the new automobile manufacturers and their dealers have 
been obtaining a declining share of this market. 

We see, in both the white goods appliance and 
new automobile industries a shift in business concept 
in the last decade to put more emphasis on fulfilling 
warranty obligations and a more 'recent shift in busi-
ness concept among the automobile manufacturers which 
we interviewed from one of sales to one of sales and 
service. 

The emergence of more centralized and larger 
organizations assuming responsibility for in-warranty, 
and for the white goods appliance industry, post-
warranty service, has been followed by a number of 
changes in operations which should result in improved 
system operation. One is the increased development and 
use of information systems which has enabled organiza-
tions to identify systematic in-warranty problems 
earlier, and has provided the basis for more efficient 
and effective parts management. One major parts 
management trend in both industries is increased 
emphasis on parts standardization. A very recent and, 
in our view, extremely encouraging development in the 
automobile industry is the emergence of systems to 
monitor organizational performance from the customer 
perspective on such dimensions as product, customer 
service, and product service both in and 
post-warranty. 

There is within both industries an emphasis 
on decentralization of decision making on warranty 
claims to minimize custober problems created by time 
delays. The issue is 'à more critical one in the new 
automobile industry where customer fault is a larger 
factor in the operation of the warranty system. 

- 
Finally, in both the white goods appliance 

and automobile industries there is current examination 
and some experimentation with mediation systems. 

Problem Areas  

We have identified in the preceding section 
changes in the structure and operation of the in and 
post-warranty service systems which have led  'to,  or 
have the potential for improved systems performance. 
There are, however, a number of problem areas. 



69 

1. The first group of problemsis related .to 
organization capability to pràvide service. There is  à 
short-to medium-term shortage in , both the white goods ' 
appliance and automobile industries of Competent -
service personnel, both technical . and managerial, over-
the total service systems, but particularly in rural 
areas. The problem with respect' to technical personnel 
is greater within the appliance industrY. It is 

- believed 	the industry that' the problem is related in 
part to the relatively low perceived status of the 
appliance service jobs on the part of many People 
making job and career choices'. The problem with 
respect té managerial  personnel, on the other hand, is 
greater within the automobile industry with its reèent 
emphasis on providing customer'service in addition to 
product service. There is an acknowledged problem in 
both industries with lack of consistency and/or quality 
of service performance. It was stated to us in several. 
interviews that "the biggest problem in both in-1 
warranty and post-warranty service is that the product 
is not fixed right the first time.'!-_ 

This view is confirmed by data in the Ash 
studY. Exhibit 8-11 shows that for , the four services 

 where the reason is relevant, "The service was not 
performed correctly the first time" was the leading 
reason in terms of the percentage of respondents 
indicating it as a reason for their high diSsatisfac-
tion. Exhibit 8-12 shows this reason as being the'key 
one for more respondents than any other reason. 	' 

The third problem area in this group of 
problems is speed of warranty claim response, and it is 
primarily an automobile problem. This occurs because 
of claim size, a greater magnitude of customer misuse 
and abuse of product and, we suspect in some cases, in-
sufficient cooperation and trust in manufacturer/dealer 
relationships. The importance of early settlement of 
warranty claims 'was emphasized by one executive of an 
automobile manufacturer, who said that "We can satisfy 
almost all customers if we settle a claim within ten 
days. However, if the claim is not settled in 30 
days, about 80% of the customers will not be satisfied, 
no matter what the settlement offer is." 

The final area in this section is the trend 
on the part of off-shore manufacturers to policies of 
discontinuing parts supplies. This is normally 
accompanied by the supply.  of 1/2% to 2% additional 
goods with orders to cover replacement of defective 
gOods. The practice currently is occurring primarily 



Auto 	 Television, 	Parcel 	Plumbing 	Appliance 
Repairs 	radio, 	 delivery 	carpentry 	repairs 
and 	 stereo 	 and 	 and other 	(other than 
Services 	repairs 	freight 	home repair 	IV, radio, 

service 	services 	Or stereo 

N=38 	, 	N=24 	 N=22 	 N=22 N=80 

Exhibit 8-11  

Reasons for Dissatisfaction Reported for the Five Repairs and  
General Services Categories Identified as  

Having the Greatest Absolute Number  

Of Highly Dissatisfied Purchasers  

Reasons for Dissatisfaction 

Percent Responding To Reason For Dissatisfactim 

• 
1. The service was provided in a careless, 	 43% ' 	' 	34% 	 63% 	 36% - 	' 	36% 

unprofessional manner 	 , 
2. The service was not completed in the agreed 	 31 . 	40 	• 	75 	 36 	 • 23' 

. time 	 . 	. 
3. The service was not performed correctly the 	 70 	. 	63 	 33 	 59 	 59 - • 

first time 
4. I was charged for services that were not 	 18 	' 	'13 	 17 	 ' 5 	 18 

performed 
S. I was charged for materials that were not 	 6 	 0 	. 	 4 	 0 	 0 . 

furnished 	 . 
6. The fee was much higher than the amount agreed 	20 	. 13 	 0 	 9 	 5 

upon  in  advance 	 . 
7. The fee was higher than an advertised price 	 5 	 0 	 4 	 0 	 5 . 	. 

for the service received 
8. The quality of materials which were furnished . 	15 	 3 	 0 	 18 	• 	23 

was inferior . 
9. Things were worse after the service than 	. 	43 	 24 	 4 	 23 	 9 

• before 
10. An item was lost or broken 	 15 	 '. 8 	 50 	. 	5.. 	 0 
11. A professional confidence was violated to my 	 1 	 5 	 0 	 0 	 0 

embarrassment or injury 
12. The professional advice I received was in- 	 14 	 0- . 	 0 	 5 	 5' . 	. 	 . correct and caused me substantial losses 
13. Services were perfàrmed in an incompetent 	 19 	I 	- 	11 	 21 	 9 	' 	 9 

manner- with very harmful results 
' 14. 1 was tricked by the person providing the 	 9 	 11 	- 	 4. 	 0 5 

service into buying services I didn't 
want 	 . 

15. Results fell far short of those claimed in 	 10 	 Ô ' 	 17 	 0 	 5 
ads 

16. I was harassed by bill collectors 	 .,.._ 	1 	. 	0 	 0 	 0 	 0 
17. Credit terms were misrepresented to me 	 --.. 	6 	 3 	 4 	• 	0 	 0 
18. The warranty (guarantee) did not cover everything 	24 	. ' 	8 • 	 - 6 	 5 	 8 • 

that went wrong 
19. I feel I was treated with extreme rudeness 9 	 3 	 , 	17 	 5 	' 	9 
20. Other reason not listed 	 9.- 	 11 	 29 	. 	• 	9 ' 	 18 

• 

Number of Purchasers in Category 774 	 514 	 469 	 394 	 344 

N for total Sample = 1052 

Source: National Consumer Satisfaction/Dissatisfaction Study; Ash (forthcoming) 
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Exhibit 8-12  

Distribution of the "One Most  Important Reason" For  
Dissatisfaction for Four Service  

Purchase Categories  

Percent Responding to Question 

Auto • 	Television', ' . Plumbing, 	Appliance Total 
Repairs 	radio, 	' 	carpentry,. 	Repairs 	No. ' 
and 	 stereo 	 and other 	(other 
Services 	repairs 	home repair. 	than TV, 

' 	services 	— • radio or 
stereo) 	- 

Reasons for Disàatisfaction N=80 	. 	'N=38 ' 	 N=22 	 N=22 

1. The service was provided in a careless, 
unprofessional manner 

2. The service was not completed in the agreed 
time 

3. The service was not performed correctly the 
first time 

4. I was charged for services that were not 
performed 

5. 1 was charged for materials that were not 
furnished 

6. The fee was much higher than the amount agreed 
upon in advance 

7. lhe fee was higher than an advertised price 
for the service received 	. 

8. The quality of materials which were furnished 
was inferior 

9. Things were worse after the service than 	. 
before 

10. An item was lost or broken 
11. A professional confidence was violated to my 

embarrassment or injury 
12. The professional advice I received was in-

correct and caused me substantial losses 
13. Services were performed in an incompetent 

manner with very harmful results 
14. I was tricked by the person providing the 

service into buying services I didn't 
want 

15. Results fell far short of those claimed in 	 0 
ads 

16. I was harassed by bill collectors 
17. C redit  terms were misrepresented to me 	 3 
18. The warranty (guarantee) did not covereverything 	5 

that went wrong 
19. I feel I was treated with extreme rudeness 	 1 
20. Other reason not listed 	 4 

Source: National Consumer Satisfaction/Dissatisfaction Study; Ash (forthcoming) 

3 	 0 

5 	 5 

1 	 0 
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with small appliances and results in a retail practice 
called "over the counter" replacement warranty. The 
problems or potential problems are likely to arise 
post-warranty, if the customer is not aware at time of 
purchase that replacement parts are not available. 

2. The second group of problems might be 
termed willingness on the part of an organization or 
system to provide service. Within this group, one 
problem area occurs where there is not a clearly 
defined responsibility within the service system for 
providing customer service. The problem is more likely 
to occur in the white goods and home entertainment 
industries where financial responsibility for providing 
warranty service is split in some situations between 
separate business organizations. An example of such a 
problem was given in Exhibit 5-1. A similar kind of 
problem can occur in warranty systems which incorporate 
consumer and/or brand owner fault when the warrantor is 
not willing to assume financial responsibility for all 
warranty decisions made by agents. This situation 
exists in the new automobile industry, where dealers 
have varying financial limits on their authority to 
make warranty claim decisions. 

Another problem area, constraints in warranty 
service portability, is related to this problem of 
willingness to provide warranty service. In the situ-
ation described in Exhibit 5-1, the in-system financial 
arrangements constrained customer warranty portability. 
Some automobile'warranties constrain new vehicle 
maintenance to the selling dealer. 

A further problem area in this group of 
problems regarding warranty service applies currently 
to white goods appliances and home entertainment 
products, in metropolitan Montreal, Toronto, and 
Vancouver. Appliance industry executives stated that 
daytime access to dwelling units was a problem because 
of the high number of units in which no adult was home 
during the day coupled, with high anonymity of 
"neighbors." Some experimentation with evening 
service calls has been done. While this does add to 
customer service, it has been found that this does 
create additional staffing problems and costs. The 
executives also noted that there was a far greater 
tendency in these three metropolitan areas than any 
other part of Canada for consumer expectation of 365 
days a year service. 
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WI-Ïere warrantors do not provide. after-sale - , 
service at a level sufficient to fulfil their warranty 
obligations, risk of economic loss is Shifted from 	-- 
the brànd owner to.the consumer. The Ash study 
contains some data on the magnitude  of. this loss, as 
perceived by  the :consumer.  This distinction is 
impàrtant, hécause - the data may cdntain situations in 
Which the economic loés stemmed from - consumer misuse  or 
abuse of the product for which the warrantor denied 
compensation, or from consequential  damages  which were 
legally excluded frOm the warrantY-offer. Exhibit 8-13, 
shows for new cars and trucks, and  Exhibit 8-14 shows 
for Major -appliances that.there is a strong linkage 
perceived by consumers between'waranty difficulties 
and financial loss. The same relationship also holds 
for small appliances. 

3. This group of problems relate to consumer 
knowledge and beliefs with respect to repair costs and 
services. It is an-area where'we do 'not.have good' 	- 
direct data, but have sufficient "bits and pieces" t.o - 
suggest that some problems in the repair, marketplace . 
may be occurring because the knowledge and>beliefs of 
the consumer may not be congruent with-the realities of 
the marketplace. We see that the problems can occur in 
one or the other of two levels. 

The first relates to lack: of - consuMer - know7- 
ledge about- Product economic life càsts such  as those - ' 
presented in Exhibits 3-2 and 3-3. Mre strongly :suspect > 
that consiamers seriously Underestimate the after-
purchase costs associated with product  use 'and,  to the 
extent that this - ,is true, may Overextend themselves 
financially with respect to product purchase, downplay 
service considerations in the decision as to place of 
purchase, exhibit the deferral of maintenance reported - .  
in Chapter Six -, and viewproduct breakdoWn requiring . 
repairs  as  a'nasty psychiC and budgetary surprise,. In , 
suet' situations, à consumer is likely to,bring , feelingS 
of anger and ,hostility to the repair situation, or , 

 warranty situation wherecustomer fault is an issue. 

One automobile organization reported that'the. 
existence of such feelings declined - markedly where 
repair payment policies were changed'from cash O'nly to 
acceptance of credit cards. 

The other level of problem area relates to , 
consumers maintaining what might be called :traditional 
beliefs that are at variance with what is occgrring in 
the marketplace. In . Chapter:Five, it was noted,that a 



Warranty 
Difficulties 	32.8% 	75.0% 	.90.0% 	67.7% 

7 	3 	9 	 6 	25 

Exhibit 8-13  

New Cars and Trucks - Association Between Warranties  
as a Cause of Dissatisfaction and Financial Losses  

Financial Loss 

None 	$1-99 	$100-499 $500 plus 

No Warranty 	15 	1 	1 	 3 	20 
Difficulties 	68.2% 	25.0% 	10.0% 	33.3% 

22 	4 	10 	 9 	45 

Kendall's Tau C 	0.427 	Sig—= 0.004 

Source: Data from a National Consumer Satisfaction/ 
Dissatisfaction Study, Ash (forthcoming). 

Exhibit 8-14  

Major Appliances - Association Between Warranties  
as a Cause of Dissatisfaction and Financial Losses  

Financial Loss 

None 	$1-'24 	$24-99 	$100-499 

No Warranty 	34 	2 	7 	 1 
Difficulties 	87.2% 	66.7% 	63.6% 	20.0% 	44 

Warranty 	 5 	1 	4 	 4 
Difficulties 	12.8% 	33.3% 	36.4% 	80.0% 	14 

39 	3 	11 	. 	5 	' 	58 

Kendall's Tau C 	0.343 	Sig. = 0.001 

Source: Data from a National Consumer Satisfaction/ 
Dissatisfaction Study, Ash (forthcoming). 
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number of focus group participants had beliefs abou t . 
the appropriateness of materials in'relàtion to product 
reliability and and longevity (e.g. steel preferred to 
white metal or plastic), beliefs hot reinforced by the 
materials used in a great many products in the 	. 
marketplace. There' is'also widespread - belief, it would 
appear, that rePair of individual parts .  is 
intrinsically'desirable. Two examPleS of - this belief 
are provided in Exhibit:8-1.5: It is clear from thess , 
examples that belief in the desirability of indiVidual 
part repair can create a conflictHwhere the repair 
labor cost:in a repair/replace part decision should' 
lead to replacement rather than repair.. It appears :that . 
in their desire to protect their belief in the value•of 
repair, manY consumers underestimate. the labor costs 
associated with repair. 	• 

4. The final problem group, relates to . 
government activity. Over  the course of our data - 
collection, it became very apparent that many members 
of the white goods appliance and home entertainment•
industries believe that sharing of service information 
among organizations is functional in improving the 
overall level  of services performance and have,  in  
fact, formed the Canadian Electronic and ApPliance 
Service Association (CEASA) to • achieve-  that goal. We 
did not find any .comparable cooperation in the 
automobile industry. While the situation was never 
discussed in any of our interviews with automotive 	. 
executives, we bave . concluded that the oligbpolistic 
industry structure' creates-an environment in which ' 
executives believe any intercompany activities should-
be minimized tei.avoid Potential problems with: respect 
to competition policy legislation. The outcome - in, Our 
estimation is lowered service system performance -, 
because of the lack of, shared information on systems 
for improved service planning and delivery, and 
monitoring 'of  delivery performance:- . 

A related problem area is in the area of data 
collection..CEASA Members rely heavily on sales Sta-. • 
tistics for parts and ,service planning. Availability 
of Statistics Canadiandata - is.crucial for Produçt 
categories Where imported pr6ducts répresent. any 
substantiai'Proportion  of sales'. This" data is.hot 	. 
collected for eledtronic products other than TV,.which 
has created substantial service planning  problems' in' 
the growing area of the home  entertainment ProduCts. 



EXHIBIT 8-15  

A "SOUND OFF" COLUMN IN THE LONDON FREE PRESS,  
BY GORDON SANDERSON, JANUARY 29, 1979  

Fix-It Men Hard to Find in a Modular Society  

We are living in a modular society. The old 
concepts of service and repair are changing as mass 
production and the high cost of labor make it easier to 
throw out a component part than spend hours looking for 
a loose wire. 

In the electronics and small electrical 
appliance field, service technicians are becoming more 
parts replacers than trouble-shooting fix-it-men. 

The consumer is the one who pays, often for 
unnecessary replacements, because service shops find it 
uneconomical to take things apart in the hope a 
labor-saving gadget can be fixed in less time and for 
less cost than simply ordering a new one. 

Example: Jennifer Clarke of 199 McCarty St., 
Thamesford, took her Schick hand-held dryer to Row-
land's Appliance Service Ltd. in London for repair on 
Jan. 18. 

Two days later Rowland's phoned Mrs. Clarke 
and said the dryer needed a new motor. Total repair 
bill would be $17. 

"As the dryer was purchased new for $25 and 
is presently on sale for $19.95 I did not feel that it 
was worth having it fixed for that price," Mrs. Clarke 
said. 

She took theryer parts home in a bag and 
later asked an electrician to look at it to see if it 
could be repaired for less money. 

"He took thel-notor apart and found that a 
spring that held two magnets together had come loose," 
she said. "He put the spring beck in place, reas-
sembled the dryer and it has worked fine ever since." 

Mrs. Clarke told Sound Off she has not only 
lost confidence in the repair service but also was 
unhappy to find a piece of the plastic dryer casing was 
broken when returned to her. She now has taped it 
together. 



Exhibit 8-1-5 cont'd. 

Frank Piddin, <president of Rowland's, said 
his firm would have been willing ,t.o replace the plastic 

 shell of the dryer "If we broke iti" but Mrs. Clarke_ 
had not returned to report the damage. 

He'said it is "standard practide" on small: 
appliances like - .dryers to take them apart and try to 
find the problem. But if there is nô 
reading" on the motor, they  assumé  it has gone and 
needS-replacing. 

.""The Motors on :these things are very small 
and 99 per Cent  of the time, when ,there's a problem, - 
it is either the field or  commutator, which would 
necessitate à new motor,"- Piccin said. "In this case 
we were wrong, but it_is the exception.":  

• 

"Because of the _(low) cost of these units, if 
there's any problem with the motor we can't spend the: 
time on them because the customer probably wouldn't 
want to get it repaired -anyway." 

Piccin -noted that Mrs. Clarke's dryer had 
been given the usual checks to find the problem, such 
as "checking the cord, the • circuit board .and diodes, 
etc.," and  that after she-was given the $17 repair 
estimate, which was declinded, she had not been charged 
for the diagnosis. 

- 	"If a customer wishes to have a unit reassem- 
bled there is a $4 charge." , 

Sound Off checked with a couple of other 
appliance repair firms in,London.and received varying. 
opinions -about  the incidence of electric motor "burn- - 
out" in hair dryers. One repairman did not agree they . 
were unrepairable 99 percent of-the time. 

The head  office service centre of Schick 
(Canada) Ltd., Scarborough, however, .said nonfunct1on-
ing motors of all small appliances returned for repairs 
are "thrown  out" and replaced with new motors. One 

: reason' for this is that all products sent out by Schick 
must comply with  strict Canadian Standard Association:•
regulations. 

"We never open up returned motors. We junk 
them," said a service person. If 'a consumer returns a 
hair dryer to the factory for service, cost of a 
replacement motor on a hand-held unit would be $4.50 " 
plus $4.00 for labor. 



Exhibit 8-15 cont'd. 

Another example of the "replace, don't fix" 
policy now prevalent - in the service industries surfaced 
in a Sound Off complaint letter last fall from Joe 
Abela of 1167 Sorrel Road, London. 

Abela said his wife called a local TV repair 
service after the sound and picture failed on the 
television set. 

A serviceman from Peter's Television Ltd., 
checked the set in the home and replaced a power supply 
unit and another part. The total bill was $89, includ-
ing $64.90 for parts, $2.60 sales tax and $21.50 labor. 

Abela said he raised objections to the bill 
for complete replacement of the power supply module 
because "in most cases the problem is a small burnt 
diode that can easily be fixed cm the spot or at the 
shop. We had similar repairs before for much less 
cost." 

Peter Gurlesky, owner of Peter's Television 
Ltd., said there are many reasons why a technician will 
replace a defective power supply unit, not the least of 
which is the desire to get a customer's set in working 
order again in the shortest possible time. 

A serviceman in the home will check the usual 
trouble points, such as fuses, but if after he replaces 
a fuse and a power module still shorts out, he will 
replace it. 

"On that particular power supply module it is 
possible at times to répair if you are willing to spend 
a lot of time, for which you have to change. But in 
most cases it is a hit-or-miss thing and then what 
happens if the set goes again and you have an angry 
customer calling you back. 

"In practice,,we do not repair modules but 
return them to Phillips':" 

Though the cost of a replacement is higher, 
the customer has the advantage of a full one-year 
warranty on the replaced module and the TV is back in 
service within a half-hour. 
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CHAPTER NINE  

THE BUY/USE , PROCESS AND CONSUMER INFORMATION  
PROCESSING  

All individuals and groups with an interest 
in consumer buy/use behavior - use soMe kind of implicit 
or - explicit model of consumer behavior. The model used 
Vitally affects conclusions as to'i;the extent and manner 
in which that behavior might be modified. .The purpose 
of this chapter is to present a model that we believe 
represents well the dynamics of consumer information 
processing in the acquisition and useof major dura- , 
bles, together with what we see as the major implica-
tions for government policy  ma] ers with respect to 
influencing that process. 

The core model is one developed by Dickson 
and Wilkie in a,recent publication, The  Consumption of 
.Household Durables: A Behavioral View (1978) .. 1 	_ 
Their model is depicted in Exhibit 9-1, and relates to 
a purchase decision,,rather than a person or hOusehold. 
The decision can involve joint household buying 
behavior as well as a number of people in specific 
individual roles at varying stages in the process. 

The key propositions 
stated by the authors, are: .  

underlying the model, as 

1. Deliberate and highly involved search 
behaviour, however short, is either pre-
cipitated by an unexpected event or trig-
gered by an expected event which converts 
priorities or stalled plans into action. 

2. Casual  acquisition of product information 
may occur over an extensive time-before a 
precipitating or catalytic event happens. 
This information is obtained under very 
different conditions of interest, concerh 
and product involvement from what will te 
found at stages of - deliberate and 
intensive search. 

3. The search for and choice of the purchase. 
outlet' frequently may Precede the 	- 
consideration of specific brands and, 
consequently, clearly influences the 
composition of the evoked choice set. 
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Exhibit, 9-1  

A Model of the Acquisition  of Major Durables 

Initial Acquisition 
• Priorities 

Source: Dickson and Wilkie (1978) 
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Store loyalty ,  çan be a mire important 
concept than brand:loyalty.• 	. 

4. The expértise and interactive - skills of 
store  personnel are significant in the- ' 
purchase of major durables. 

5. After sufficient search, immediate 
purchase may be abandoned or postponed 
and the process may lie dormant until 
activated by a future event. Abandonment 
will have an impact on acquisition 
priorities for other products. 

The beginning stage in the: procesà.for the _ 
young 'person is one of . development of initial  acquisi-
tion '  priorities,, which'are culturally detemined by'-the 
family and sôciety in which that Young person grâws and 
matures.'' This  is followed by an exténded period Of 	- 
low-involvement  information acquisition mhich, 
case of the  young person, is obtained froM "parents, 
relatives, friends, television programs and comMer7 
cials, and other entertaihmentHmedia." ,This  informa-
tion, in turn, shapes acquisition priorities. 	. 

A,key feature of the model •s the authors' 
perspective  that "particular . situational events. - trigger: 
the deciSion to undertake intensive search With a view 
to Ptirchase." 'These events can be categorized as 
unexpected  (précipitant) or expeCted -(catalytic), and 
initiate:a periOd Of short-term -high involvement search 
behavior focusing on decisions about finance, product 
features, where to shop, and identification and use 'of , 

 other sources of information.' In-store shopping fol7 
1oWs, and in-store - interaction with sales staff takes 
place. This interaction aPpears tO be 'a three stage 
Process;:orientation, evaluation and consummation., One 
of three outcobes.takesplace; purchase, postponement; 
or abandonment. If purchaàe takes plade,_there is ' 
post-purchaSe acquisition evaluation, followed' by 
adjustment of_priorities. Abandonment Or postponement 
of purchase are-also folloWed by adjUstment of 
priorities. 

Considerable evidence is provided in the 
publicationto support this twd+stage information séek-
ing Process. Three Specific research studieS relate to : 
this research project. Exhibit 9-2 indicateà t.hat 
service and warranty, together with ease:.of usé, are 
the highest rated attributes,,c5f appliances' on the part 
of both Consumers And retailers. ' However,'results 
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of two studies of consumer/salesman interactions (see 
Exhibits 9-3 and 9-4) suggest very strongly that these 
attributes do not have high consumer salience in 
negotiations immediately preceding the purchase 
decision. Two concepts can account for this apparent 
anomaly in consumer behavior. The first is that store 
and/or brand have become surrogates for service and 
warranty at the time of the specific product decision 
choice. For example, there is evidence in the 
marketing literature that approximately half of 
appliance purchasers visit only one store. 2  

The second concept is that the majority of 
consumers use only that information at a given point in 
the buy/use process that they perceive as functional at 
that point in time. Both the focus group data and 
industry interviews strongly support the notion that 
while the general concept of existence of an express 
warranty may be salient at the point of purchase, for 
many consumers the specifics of the warranty do not 
become relevant unless and until there is a product 
failure. Further, the industry interview data strongly 
support the notion that knowledge of how to use the 
product does not become salient until the consumer is 
actually using the product. On the strength of this 
evidence, we have modified the Exhibit 9-1 model to 
incorproate this post-purchase phase of consumer 
information seeking and use. The revised three-stage 
information seeking model appears as Exhibit 9-5. 

The Implications of the Model 
for Government Policy Makers  

The model supports the fairly widespread 
belief that consumers, individually or jointly as 
family buying groups, plan major purchases such as 
white goods and automobiles. However, the mndel 
perspective that consumers seek and process information 
in a sequential manner is at variance with a commonly 
held view that consumers seek and evaluate all relevant 
information concerning product benefits and costs prior 
to purchase. Further, the model is descriptive, not 
normative. It attempts to explain how consumers do 
behave, not how some person or group thinks they ought 
to behave. The distinction is important, we believe, 
because our training and experience both combine to 
form our conviction that the probability of influencing 
change in consumer behavior is much greater when the 
activities designed to influence change are based on a 
foundation of understanding of existing consumer 
behavior. 



, 	 Exhibit 9-2  

Importance of Given Attribute's of Appliances  

Perdentage of Consumers 
. Rating as Importing  ma:  

, 

Percentage of Retailers 
Rating'as important it-@: 

Refrig- 	 Clothes Refrig7 	 Clothes • 
Attribute 	erator . ,  Range  Washer  . erator 	Range  Washer, 

Price 	 74 	75 	74 	78 	81 	82 

Style 	 72 	74 	55 	' 	68 	81 	46 

Service and 
warranty 	97 	97 	96 	90 	83 	94 

Extra gadgets 	40 	36 	39 	21 	42 	24 

Ease of use 	91 	90 	92 	81 	89 	93 

(a) Perdentage who scored 4,-  or 6 on à six-point importance scale. 
• 

Source: Dickson and Wilkie (1978) Table 36. Abatracted from  McClure . 
and Ryans (1968), Table 13. 	- 



Exhibit 9-3  

Bargaining Topics Between Consumer and Salesman  

Number of 
Bargaining 

Acts per Transaction  

Price 	 11,2 

Product features 	 6.5 

Timing of purchase 	 3.0 

Brand 	 1,9 

Terms 	 1.7 

Delivery 	 1.7 

Service 	 1.2 

Guarantee 	 0.9 

Product quality 	 0.6 - 

Styling 	, 	 0.5 

Source: Dickson and Wilkie (1978), Table 40. 
Original source, Pennington (1968).4 



_ 	>Exhibit 9-4  

Stages in the Salesperson7Consumer Interaction  

Parti  , 

, Orientation Stage 	 › 

Emphasis'on brand.and special features for both 
refrigerators and color TVs. Sècondary emphasis in 
discussion on size and price for refrigerators and 
furniture style for TVs. 

Evaluation Stage  

Customers referred to an average of 1.1 and 1.9 brands 
and models for refrigerators and TVs, respectively. 
Salesperson referred to an average of 3.0 and 5.3 
brands and models, respectively. Emphasis on price, 
construction details, brand and furniture style for TV 
sets. Special features, capacity, price, construction 
details, and brand were the main discussion points for 
refrigerators. The salesperson raised more of these 
factors than the customer. 

Consummation Stage  

Emphasis on nonproduct features, such as store 
financing, delivery, set up, availability, special 
deal, and trade-in. 

Source: Dickson and Wilkie (1978), Abstracted from 
Olshavsky (1973).5 
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Exhibit 9-4 (Cont'd)  
Part 2  

Average Number of References per Attribute per Transaction and the Proportion of Transactions Referring at  
Least Once to Each Attribute  for the Evaluation Phase  

Refrigerators 	 Color Televisions 

Salesman 	Customer 	Both 	Salesman 	Customer Both 

Average number of attribute references 
(range) 

Number of brands or models considered 

Type of product attributes 

Special features 

40.1 	25.6 	13.8 	52.8 	34.3 	18.7 
(11-95) . 	(9-45) 	(2-30) 	(20-148) 	(16-96) 	(4-52) 

	

4.1 	3.0 	1.1 	 7.1 	5.3 	1.9 

	

1.0 	 .96 	.75 	1.0 	1.0 	 .63 

6.5 	2.2 	 0.6 
1.0 	1.0 	.80 	 .31 	.31 	.06 

8 •7 a 0.6 	0.1 

Size (capacity) 

Price 

Construction details 

Brand 

Overall dimensions 

Color 

Product warranty 

Year 

Reliability 

Operating expense 

Furniture style 

Picture quality 

7.8 
1.0b  

	

7.4 	4.4 	2.9 

	

1.0 	1.0 	.92 

	

5.1 	3.7 	1.4 

	

.87 	.87 	.63 

	

0.8 	0.5 	0.3 

	

.37 	.37 	.12 

	

0.6 	0.4 	0.3 

	

.37 	.33 	.25  

6.4 
.88 

5.5 
.94 

11.0 
.94 

	

2.3 	1.4 	1.0 

	

.63 	.63 	.38 

	

0.8 	0.6 	0.2 

	

.50 	.50 	.25 

	

5.6 	3.7 	1.9 

	

.94 	.94 	.75 

1.7 	1.1 	0.6 
.56 	- .56 	.44 

(a) Read: An average of 8.7 references occurred to special features per transaction, 6.5 were by the 
salesman, 2.2 by the customer. 

(b) Read: Reference to size (capacity) occurred at least once in 1.0 (proportion measure) of all 
transactions by either the salesman or customer. Reference by the salesman occurred in 
1.00 (100%) of transactions and by the customer in .75 (75%) of transactions. 

Source: Olshavsky (1973) 



. 	Exhibit 9-5  

A Three-Stage Information Seeking Model for the Acquisition of Major Durables  
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Exhibit 9-6 contains what our research has 
indicated as the key consumer characteristics in the 
purchase and use of major durable products. The 
existence of these characteristics leads us to the 
conclusion that government intervention of any kind as 
it applies to consumer use of information is most 
likely to be both effective and efficient when it 
provides consumers directly or indirectly with the kind 
and specificity of information appropriate to their 
interests and needs at their particular stage in the 
acquisition/use process. We realize that this 
conclusion may not sit well with many government policy 
makers, who perceive that consumer self-interest is not 
well served with their current patterns of use of 
information. We do not argue with the marketplace 
occurrence of consumer misuse or lack of use of 
information. What we are suggesting is that government 
information intervention is more likely to be 
successful if its goal is long-run and oriented towards 
changing consumer acquisition priorities and the 
provision of information directed towards the low 
involvement information acquisition stage of the 
acquisition/use process. For the most part, we see 
this as resulting in the provision of information 
initially at a lower level of specificity than many 
government policy makers currently might like to see. 
An example is the concept of product economic life 
costs. Given low consumer awareness and use of this 
concept, we conclude that consumer education should 
start with development of consumer awareness of the 
concept and its general value in the purchase decision 
process rather than with making economic life cost 
information available at the point of purchase. 



Exhibit 9-6  

Key Consumer Characteristics - in-  thé Purchase and Use of  
Major Durable Products  

• tends to use a small proportion of , the available 
information .  

• acquires and processes information éequentially over . 
economic life: 	. 

(a) purchase 
(b) use 
(c) warranty 
(d) service 

• thinks in terms of Purchase cost, nOt economid life 
cost, with Consequent overemphasis on purchase pride- . 

• knows that warranty coverage is reflected in the 
purchase price 

• uses surrogate information for judging performance; 

(a) existence of  warranty and warranty. period  for 
 reliability, longevity 

(b) ,retail oqtlet or brand name for reliability, 
longevity, existence of warrànty, - and quality:of 
warranty and service systems 

(c) product appearance .for overall funCtional per• 
formance and reliability  

(d) magnitude of repair costs for functional relia-* 
bility 

• has slow changing beliei structure on the relation-
ship between product materials and product longevity 

• wants  fast  respone to problems 

• has little or no interest in, or knowledge:of legal 
rights, especially if expressed in legal language' 

• has expectations about product performance, espe-
cially product reliability, that are based on 
selective references to prior experience 

• perceives that some consumers misuse products 

• has little bargaining power with organizations which 
choose not to bargain 



Exhibit 9-6 cont'd. 

• neglects maintenance/service to an increasing extent 

• perceives direct relationship between size of cost 
outlays and risk protection against performance 
failure 

• works on assumption that things will go right unless 
explictly told to the cOntrary., 

. buys, to an increasing extent, more complex products. 
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CHAPTER TEN 

SUMMARY OF KEY PROBLEM AREAS 

This brief chapter provides à summary of what 
we.see as the key problemS currently exiSting in. - 

 produçt delivery, in-warranty,  and post-yarranty Service 
systems for  white  goodSand automobiles, -They are key, 
problems in our ,  estimation either-beCausè of-their 	, 
pervasive nature or.becaùse- of the high doIlartime, 
or psychic costs incurred when the problem is present. - 

 With one exceptiOn, the problem set is not-ordered, 
in terms of magnitùdé. The:accompIishMent of such a 
task is.well beyond . the scope and resOurces of this .. 
project. 1.4oreôver, we see SuCh a task as less relevant 
than getting reasonable  agreement  among'system members 
(consumers, manufacturers,  distribution  trades, govern-
ment policy makers) that these are the key problem - 
areas, 

Examination - of .the problem set will suggest 	• 
that the problems might be split into three groùps, 
consumers, business, and governMent. We have resisted. 
this form of ''source" categorization' bedause we see a 
number of the problèMs occurring at.the:interfaCe  of 

 these broad groupings, which indicateSto :us joint 
problems. We have shown .  for each Problem  the  area or 
areas of product delivery, in-warranty service, or, 
post-warranty service systems in .which it  lies. Parts 
availability does not:appear in the prOblem set for, the 
product classes we have focussed on.because it is oUr 
conclusion that it is not a problem:of any substantial 
nature in these industries. .Length of_product economic-
life is also not in, : the problem set for the twolpi.odpct 
classes in the study because the-limited data,available 
lead us to the Conclusion that length of economic,life 
of appliances and automobiles  does not,appear:unreason-
able, It is  possible, of  course,'that the availability,  
of trend data may show a problem in this ,area. 

. 	Finally, during the course of our research,' 
we have:identified three existing Or potential problems 
outside the principal research area :that we believe 
merit explicit recognition. These are listed at -the 
end of the chapter. 
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Key Problem Areas for White Goods and Automobiles  

• Lack of consistency and/or quality of service 
performance - In-warranty service, Post-warranty 
service. We see the above problem because of its 
pervasiveness, the fact that there is widespread 
consumer requirements for service, and the knowledge 
that it impacts on a number of other problems in the 
set, as being the most serious one in the set in 
terms of an expectation-performance gap. As stated 
earlier, the other problems in the et are unordered. 

• Expectations on the part of some consumers with 
respect to product reliability, service costs and, to 
some extent, product longevity, are higher than 
distribution/manufacturer ability and willingness to 
provide at prices those same consumers are willing to 
pay - Product delivery, In-warranty service, Post-
warranty service. 

• Information on total economic costs of product owner-
ship not readily available to consumers - Product 
delivery, Post-warranty,  service. 

• Short to medium term shortage of competent service 
personnel (technical and managerial) over total 
service systems, and particularly in rural areas - 
In-warranty service, Post-warranty service. 

• Responsibility for warranty performance not clearly 
defined - In-warranty service, Post-warranty service. 

• Competition policy which lowers service system 
performance when it ,4iscourages shared information on 
systems for improved'service planning and delivery, 
and monitoring of delivery performance - In-warranty 
service,'Post-warrantY service. 

• Scope and quality of information systems which 
monitor warranty and service system performance of 
variable quality - In-warranty service, Post-warranty 
service. 	 • 

• Low consumer interest in available information - 
Product delivery, In-warranty service, Post-warranty 
service. 

• Lack of consistency and/or quality of salesman 
communcication at point of sale - Product delivery. 
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• Lack of consistency and/or quality of predelivery 
inspection (automobiles) - Product'delivery. 

• Waranty information not as available or understand-. 
able as it could be - In-warranty service. 

• Existence of,' and information on implied warranty 
rights not known/understood by'virtually all consu-
mers and many members of the distribution/ manufac-
turing system, - In-warranty  service. 

• Portability of* warranty protection within and across 
provinces not consistent - In-warranty services. 

. SysteMatic product failure which - becOmes known after 
the end of the express warranty period, or beyond the 
financial resources of supplier system member(s) 'to - 
fix - In-warranty service. 

. High'consumer psychic : Cos'ts in .a warranty system in . 
which the organization responsible for Warranty 
protection : is not clearly identified and/or has ' 
final non-legal decision power - In-warranty 
service. • 

. Consumer misperception of how warranty systems 
operate with respect to registration and expiry 	- 
period - In-warranty service. 

. Lack of consistency of'governmental requirements for 	- 
warranty System'across jurisdictions - In-warranty 
service. 	' 

. Outdated and/or vaguely .phrased'legislation which' 
does hot have intended effects and/or has unintended 
side effects - In-warranty service. 

- Other Key Existing or Potential Problem Areas  

• Lowered maintenance levels on the part of automobile 
ownèrà may be leadingto increaàed Public safety 
risk. 

• Trend on part of off-shore suppliers to policies of 
discontinuing parts supply. 

. Lack of sales data for electronic products other than 
TV for use in service systems planning. 
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CHAPTER 11  

BRIEF OVERVIEW OF RECENT PUBLIC POLICY STATUTORY  
INITIATIVES REGARDING CONSUMER WARRANTIES  

The purpose of this chapter is to provide a 
background against which options for future public 
policy initiatives may be evaluated. It is not our 
intention of presumption to pass ourselves off as legal 
experts. Accordingly, we have chosen to concentrate on 
the broader issues of what has been tried or proposed 
by public policy officials in the field of consumer 
warranties in Canada and the United States l . We 
leave a more detailed, technical review and evaluation 
to legal specialists. 

In both Canada and the United States, légis-
lation  affecting warranties exists at the federal and 
provincial/state levels. In both countries, the cor-
nerstone of warranty law is at the provincial/state 
level, although the U.S. has pessed federal legislation 
designed to strengthen state law. 

Canadian Federal Legislation  

The only important Canadian federal legisla-
tion affecting consumer warranties is the Combines 
Investigation Act (1976), Section 36. Those sections, 
shown in Exhibit 11-1, apply to representations about 
products and services. Included in the means of 
representation covered are warranties. For example, it 
is a contravention of the act to make a representation 
to the public in the form  of a statement, warranty or 
guarantee of a product's efficacy or length of life not 
based on adequate tests. Similarly, it is illegal to 
offer a warranty promising product replacement or 
repair if there is no reasonable prospect of this 
promise being carried out. Under the Combines Investi-
gation Act, Sections 36(3)-(5), any party responsible 
for such illegal representations may be fined and/or 
imprisoned in a criminal proceeding and/or sued for 
damages by consumers or competitors. The test of 
whether or not a warranty representation is materially 
false or misleading (Section 36(4)) is the general 
impression conveyed as well as the literal meaning. 



Exhibit 11-1  

Excerpts from the Combines Investigation Act (1976)  

36. (1) No perso fi  shall, for the purpose of 

promoting, directly or indirectly, the supply 

or use of a product or for the purpose of 

promoting, directly or indirectly, any busi-
ness interest, by any means whatever, 

(a) make a representation to the public 

that is faLse or misleading in a material 

respect; 

(b) make a representation to the public in 
the form of a statement, vearranty or guar-
antee of the performance, efficacy or 
length of life of a product that is not based 
on an adequate and proper test thereof,  thé  
proof of which lies upon the person making 
the representation; 
(c) make a representation to the public in a 
form that purports to be 

(i) a warranty or guarantee of a product, 
or 
(ii) a promise to replace, maintain or 
repair an article or any part thereof or to 
repeat or continue a service until it has 
achieved a specified result 

if such form of purported warranty or guar-
antee or promise is materially misleading 
or if there is no reasonable prospect that it 
will be carried out; or 
(d) make a materially misleading represen-
tation to the public concerning the price at . 
which a product or like products have been, 
are or will be ordinarily sold;* and for the 
purposes of this paragraph a representation 
as to price is deemed to refer to the price at 
which the product has been sold by sellers 
generally in the relevant market unless it is 
clearly specified to be the price at which . 
the product has been sold by the person by 
whom or on whose behalf the representa-
tion is made. 

(2) For the 'Purposes of this section and.  
section 36.1, a representation that is 

(a) expressed on an article offered or dis-
played for sale, its wrapper or container, 
(b) expressed on anything attached to, 
inserted in or accompanying an article 
offered or displayed for sale, its wrapper or 
container, or anything on which the article 
is mounted for display or sale, 

(c) expressed on an in-store or other point-
of-purchase display, 
(d) made in the course of in-store, door-to-
door or telephone selling to a person as 
ultimate user, or 
(e) contained in or on any-thing that is sold, 
sent, delivered, transmitted or in any other 
manner whatever made available to a 
member of the public, 

shall be deemed to be made to the public by 
and only by the person who caused the 
representation to be so expressed, made or 
contained and, where that person is outside 
Canada, by 

(I) the person who imported the article into 
Canada, in a case described in paragraph 
(a), (b) or (e), and 
(g) the person who imported the display 
into Canada, in a case described in para-
graph (c). 

(3) Subject to subsection (2), every one who, 
for the purpose of promoting, directly or in-
directly, the supply or use of a product or any 
business interest, supplies to a wholesaler, 
retailer or other distributor of a product any 
material or thing that contains a representa-
tion of a nature referred to in subsection (1) 
shall be deenaed to have made that represen-
tation to the public. 

(4) In any prosecution for a violation of 
this section, the general impression conveyed 
by a representation as well  as  the literal 
meaning thereof shall be taken into account 
in determining whether or not the representa-
tion is false or misleading in a material 
respect. 

(5) Any person who violates subsection (1) is 
guilty of an offence and is liable 

(a) on conviction on indictment, to a fine 
in the discretion of the court or to impris-
onment for five years or to both; or 
(b) on sumraary conviction, to a fine of 
twenty-five thousand dollars or to impris-
onment for one year or to both. R.S., c. 
C-23, 8. 36; 1974-75-76, c. 76,s.  18. 
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United States Federal Legislation  

In the U.S. there is a federal law 
specifically aimed at improvement of consumer warranty 
practices, the Magnuson-Moss Warranty - FTC Improvement 
Act (1975). This act was designed to tackle consumer 
problems with warranties by requiring information 
disclosure pre-sale, changes in written warranties, and 
improvement in redress mechanisms in the event of 
disputes post-sale. 

The act applies to all consumer products 
costing more than five dollars, where consumer product 
is defined as: 

... any tangible personal property normally 
used for personal, family, or household 
purposes (including property intended to be 
attached to or installed in any real 
property, whether or not it is attached or 
installed). Section 101(1) 

All products costing ten dollars or more must have any 
written warranties designated as "full" or "limited". 
(See Exhibit 11-2 for a summary of the distinction.) 
For products costing fifteen dollars or more, any 
warranty must be available to consumers prior to 
purchase to facilitate comparison shopping. The act 
sets out guidelines for readability and information 
disclosure. 

The Act also prohibits any disclaimer of 
implied warranty rights,available under state laws, 
except where a seller specifically states in writing 
that no warranty at all is given. 

Critical to the impact of the Magnuson-Moss 
Act is the effort put into its administration by the 
Federal Trade Commission. Under the act, the FTC is 
enabled to formulate rules on the precise content of 
written warranties, service contracts, redress mechan-
isms for consumers, second-hand car warranties, and 
informal dispute-settling procedures. 

Canadian Provincial Law 

In Canada, warranty law is considered a 
provincial matter because it deals with property 
rights. This means that in Canada alone there are 
several streams of legislation and case law. Because 
our intent here is only to summarize Canadian warranty 



Exhibit 11-2  

Magnuson-Moss Warranty - FTC Improvement Act (1975)  
Distinction Between Full and Limited Warranties  

Full: 

A defective product will be fully repaired free of 
charge, including transportation costs if necessary. 

It will be repaired within a reasonable time. 

The warranty is - À7alid for all owners during the war-
ranty period. 

If the product is unrepairable (or cannot be repaired 
after a reasonable number of tries), the consumer may 
elect for either a new product,,or a full,réfund. 

The warranty Must clearly statewhat_partà,are-and  are 
 not covered under warranty. . 

Limited: It is "limited" if it is anything less than 
the above. FOrexample„ such a warranty May: 

Cover - only parts, not labour. 	 - - 

Allow a pro-rated - réfund, depending upoh,the actual 
time period of usage. 

Require the consumer to cover tran'sportation'costs. 

Exclude coverage for other than the first purchaser. 

Charge for incidentals : such as handling. 	' 
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law as it exists today, we'll look most closely at 
Ontario law as an example of typical Canadian warranty 
law, and then at recent developments in some other 
provinces. 

Warranty law is sales law. By definition, a 
sale is a contract by which goods are transferred from 
seller to buyer. Sales law has developed over a long 
period of time as common law both in England and North 
America. In 1893, England codified common law princi-
ples in a Sale of Goods Act. Canadian provincial laws 
followed shortly thereafter, almost on a word for word 
basis. 

Such laws contain lengthy provisions about 
contract formation, breach of contract, and remedies 
for breach of contract. For example, a study of sale 
of goods law reveals that for a contract to be enforce-
able there must be offer, acceptance, intention, capa-
city, sufficient certainty of terms and consideration 
(money, for instance) transferred from the buyer to the 
seller. Each of these words has specific meaning in 
law. Further, one would learn that the elements of a 
contract may include (a) agreement between the buyer 
and seller (b) general custom (trade practice), and (c) 
statutory rules. Rather than dwell on this, it is 
important to realize that the basic premise underlying 
sales of goods law was that both buyers nad sellers 
were entering into the contract with relatively full 
knowledge of the circumstances and on approximately an 
equal footing. 

Under the Ontario Sales of Goods Act, an 
important distinction is made between "condition" and 
"a warranty". A condition is a major or essential term 
of a contract, breach of which relieves the injured 
party from further duty to perform the contract if he 
so elects. A warranty is a minor or non-essential 
term, breach of which does not relieve the injured 
party from the deal, although he may sue for damages. 
This distinction is important because it determines the 
nature of the remedy available to the injured party. 
In other words, breach of warranty by the seller 
entitles the buyer to claim damages, or get the product 
repaired or replaced, but does not entitle him to 
rescind the contract and get his money back. This 
distinction is artificial according to some experts, 
and worse, is always determined on a situation-specific 
basis. This means the average buyer is highly unlikely 
to know what remedies he is entitled to in the event of 
product problems. 
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• 

Another distinction is made in thelaw -  ' 
between implied and express warranties. - IMplied 	- 
warranties refer to promises the seller is always 
presumed to have Made to the'buyer,, even if nothing was 
said about'tnose promises. At one time these presumed 
promises could be disclaimed - in many.jurisdictions by 
saying's° in 'a written statèmenti4-  In short, implied 
warranties are statutory rightS given the buyer-by law. ' 
Express warranties refer to -  statements' of - reassurance 
about product quality'and performance made by the - 
seller that can be construed as inducements to ' 
purchase. Traditionally, suchstatements were only ' 
binding if made in writing--- the.  "paroi eVidence ruleu - 
disallowed statements made .verbally. . This rule has 
been relaxed in judicial practice. - 

The Ontario Sale of Goods Act confers seven 
implied warranty rights on the buyer (see Exhibit 11-3 
for excerpts). The explanations provided below are by 
no means a complète,  legally accurate description: 

. title - seller has right to sell the 
product 

'. quite possession - no interruption .of 
' physical possession and enjoyment 

• freedom from encumbrance - undisclosed , 
third party does not have a claim' 

. fulfillment of  -description - goods 	. 
correspond with description provided 	- 

, 
, sale by. samPle - goods receiVed correspond 
with sample seen by buyer 	, 

. fitness forparticular, 	purpose 	purpose 
for which the buyer wants the product is' ' 
clear and the buyer relies on the seller's 	' 
judgment 	' 

• merchantability -  "The condition that goods 
are of, merchantable quality requires that 
they should.be . in  such an 'actual state that 
a buyer fùlly acquainted, with the facts and . 
therefore knowing what hidden defects exist , 
and not being limited to their apparent 
condition would buy them without abatement - 
of the price obtainable for, such goods if _ 
in  reasonably sound order and condition and 

. 

	

	without Special terms" :(Bristol Tramways 
v. Fiat Motors) 



Exhibit 11-3 

Excerpts from Ontario's Sale of Goods Act  

!nerd 
mnd timls 
and 
UaTnIntICS 

13. In a contract of sale.  unless.  thé eircumstances of the 
contract are such as . to  show a different intention, there is, 

(a) an implied condition on the part of,  the seller than in the 
case Of a,sale he has a right to sell the goods, and t hat in 
the case of an agreement tô sell lie will have a right to sell 
the goods at the time when the property is to pass; 

(b) an- implied  warranty that the buyer will have and enjoy 
quiet possession of the goods; and 

(c) an implied warranty that the goods will be free from any 
charge or encumbrance in favour of any third party, not 
declared or known to the buyer before or at the time 
when the contract is made. R.S.O. 1960, c. 358, s. 13. 

14. Where there is a contract for the sale of goods by s,d, by 

description, there is an implied condition that the goods will 
correspond with the description, and, if the sale is by sample as 
well as by description. it is not sufficient that the bulk of the goods , 
corresponds with the sample if the goods do not also correspond 
with the description. R.S.O. 1960, c. 358, s. 14: 

15. l'hibject to this Act and any statute  in that behalf, there is implied 
no implied warranty  or  condition as to  the quality or fitness for eNn.emn' 
any particular purpose of goods supplied under a contract of sale,  
except as follows: 	

fitness 

1. Where the buyer, expressly or by implication, makes 
known to the seller the particular purpose for which thé 
goods are required so as'to show that the buyer relies on 
the seller's skill or judgment, and the goods are of a 
description that it is in the course of the seller's business 

, to supply (whether he is the manufacturer or not), t here 
is an implied condition that the goods v;i11 be reasOnably 
fit for such purpcise,  butin the case Of a contract for the  
sale of a specified article under its patent Or other trade 

, 

	

	name there is no implied condition as to its fitness for 
any particular purpose. 

2. Where goods are bought by description from a seller who 
deals in goods of that description (vvhether he is the 
manufacturer or not), there is an implied condition that 
the goOds vvill be of merchantable quality, but if the 
buyer has examined  the  goods, there is no implied 
condition -as regards defects that such examination 
ought to have revealed. 

3. An implied warranty or condition as to quality or fitness 
for a particular purpose may be annexed by the usage of 
trade. 

4. An express yvarranty or condition does not negative a 
warranty or condition implied by this Act unless incon-
sistent therewith. R.S.O. 1960, c. 358, s. 15. 



bnplird 
conditions 

Exhibit 11-3 (cont'd) 

- Salts by 
sample  

16.(1- ) A contract.oU sale is a contract for :ink by saniple 
where there is a term in the contraet,  express  nr implied ,  to t hat 
effect. , 

(2) In the case of:a contract for sale by sample, there is an 
implied condition, 	 . 

• (a) that the bulk will Correspond with the sample in quality; 

(b) that the buyer  will  have a'•reasonable opportunity of 
• comparing the bulk with the sample; and 

(c) that the goods will• be free from .any Alefect rendering 
'them unmerehantable 'that would not be apparent on 
reasonable examination of the sample. R.S.O. 1960, 
c. 358, s. 16. 

53. Where any - right, duty or liability • would aris e . under à 
contract of sale by implication of law, it may be negatived or  
varied by express agreement or by the course of dealing between "'minions 

the parties, or by usage, if the usage is such as to bind both parties'. - 
to the contract. R.S.O. 1960, c: 358, s. 53. 	 • 
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These implied rights provide the buyer with 
the basis to claim for product failure damages, 
consequential damages, or personal injury. They are 
extended to the buyer who is in privity of contract 
with the seller. Privity refers to the direct 
contractual link between two parties, such as between a 
consumer and a retailer. Generally speaking, consumers 
do not have privity of contract with wholesalers and 
manufacturers. However, in personal injury cases, the 
courts have frequently set aside the need for privity 
of contracts and permitted purchasers to pursue the 
manufacturer or wholesaler directly. 

As mentioned previously, sellers in Ontario 
were allowed for some time to limit their obligations 
under implied warranty law by the use of disclaimers. 
An amendment to the Ontario Consumer Protection Act 
(1971, c 24 s.2) now makes such disclaimers void in 
law; that is, they are not binding (see Exhibit 11-4). 
Notice that disclaimers are not prohibited, thus still 
permitting companies to give consumers the impression 
that implied rights have been limited. 

The Sale of Goods Act does not stipulate what 
must be said in an express warranty. This is particu-
larly noteworthy in view of the disclosure of relevant 
information approach taken by the U.S. Magnuson-Moss 
Warranty - Federal Trade Commission Improvement Act of 
1975. 

The Ontario Sale of Goods Act, until re-
cently, was typical of all provincial law affecting 
consumer warranties. However, based on growing concern 
among the legal profession and the expressed dissatis-
faction of consumer voters, several provincial govern-
ments have responded with proposed or actual statutory 
changes. 

One very visible foundation for statutory 
change throughout Canada is the Ontario Law Reform 
Commission Report on Consumer Warranties and Guarantees 
in the Sale of Goods, released in 1972. This major 
study concluded with suggestions for sweeping changes 
in statutory law. The following excerpt gives the 
flavour of the report: 

Apart from the more specific analysis to 
which some portions of this Act will—be 
subjected in the following chapters of this 
report, its principal shortcomings can be 
said to be these. It proceeds from the 



Exhibit 117A. 

1m  plied 
arrantirm 

R.S.O. 1970, 
r. 421 

Excerpts from Ontario's Consumer Protection Act  

GENERAL 

Agreements 
anti waivers 
runt rary 
to Art 

"I 'onsumer 

defined 

44. This Act applies notwithstanding any agreement or waiv-
er to the contrary. R.S.O. 1970, c. 82, s. 44. 	• 

( I ) In t his section, -"constoner sale" means, a con tract 
for t he  sale of  goods made. in the ordinary  'ourse  of business  tu a 
purchaser for his consumption or use., but does not include a sale, • 

(a) to a purchaser for resale;.: 	• 

(b) to a purchaser whose purchase -  is in the  nurse  of 
carrying oribusiness; 	• 

(e) to an association of individuals, a partnership or a 
corporation; 

by a trustee in bankruptcy, a rereiver, a liquidator or a 
person acting under the order of a court., 

• (2) The implied conditions and warranties applying t o the sale 
of goods by virtue of The Sale ofGoods Art apply to goods sold by.a 
consumer sale and any writ-ten term or acknowledgement. whet h- - 
er part of the contract of sale or not, that purports to  negative or 
vary any of such implied conditions and Warranties is void 'and, if 
a terra  of a contract, is severable therefrom, and such term .  or . 
acknowledgement shall not be evidence of circiimstanees shbWing 
an intent that anY of the implied conditions and warranties are 
not to apply. 1971,  C. 24, s. 2 (1). 
NOTE: Section 44a above applies to contracts for eon:miner sales entered into 
after the 18th day of October, 1971. See 1971, c. 2.1, s.  2(2).  

(d) 
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fictitious premise that the parties are 
bargaining from positions of equal strength 
and sophistication and it uses concepts to 
describe and distinguish between different 
types of obligations that are not (sic) 
obsolete and difficult to apply. It supplies 
a framework of remedies for breaches of the 
seller's obligations that are unrelated to 
practical realities. Especially serious is 
the Act's preoccupation with the bilateral 
relationship between the seller and the 
buyer, which totally ignores the powerful 
position of, the manufacturer in today's 
marketing structure. This results, at least 
in the Anglo-Canadian law in shielding the 
manufacturer from contractual responsibility 
to the consumer. By the same token the law 
has largely ignored the impact of manufac-
turers' express warranties and the defects in 
their contents and administration. Finally, 
our sales law is private law and it has 
failed to provide any meaningful machinery 
for the redress of consumer grievances. This 
last weakness is perhaps the most serious of 
all weaknesses, for as has been frequently 
observed, a right is only as strong as the 
remedy available to enforce it. (OLRC 
Report, D. 23) 

Exhibit 11-5 is'a reproduction of the OLRC 
summary of recommendations. 

The Ontario government issued a Green Paper 
on Consumer Product Warranties in Ontario in August, 
1973 seeking comments from interested parties on the 
proposals submitted to it by the OLRC. Some of the 
proposals which the Ontario government found most 
contentious in the view of the business community were 
as follows: 

• An implied warranty that the goods (in-
cluding where' appropriate, the individual 
components of the goods) shall be durable 
for a reasonable period of time, having 
regard to all the surrounding circumstances 
of the sale. 

• An implied warranty that spare parts and 
reasonable repair facilities will be 
available for a reasonable period of time 
with respect to goods that normally require 
repairs. (OLRC Report, p. 156) 



Exhibit 11-5 	 • 

Excerpt from OLRC Report on Warranties  

GENERAL SUMMARY OF 
• RECOMMENDATIONS 

Set out below  il, a summary of the Commissions  Recommendations. • 

PART I 

INTRODUCTION 

-The Nature and Extent of Consumer Warranty Complaints—Chapter 1 

Tilt- Commission recommends that : 

1. The Legislature of the Province of Ontario enact a new statute,. 
to be known as The Consumer Products Warranties Act, which will 
d i-al comprehensively and systematically with all aspects of con-
sinner warranties . 

" 2. The proposed Act apply, in lieu of The Sale of Guoits Act: to  ail  persons 
selling consumer products to consumers, in the course of their , 
business, and to  ail  manufacturers of such products. ,  

3. "Consumer products" be defined  in the proposed Act as meaning 
goods that are regularly:although  to ut  necessarily exclusively, 
bought for personal Use or consumption. 

4. "Consumer' lw defined in the proposed Act as an individual acquiring 
a consumer produet for his own use or consumption, or for the 
use or consumption of another individual. 

5. The proposed 'Act provide that where the buver intends thé product 
tu  he used for a business and a non-business purpose, the pre-
dominant purpose would govern tlw characterization of the use. 

. 6. "Sak'' in the  .proposed Act include all near- sale  transactions,' 
including leae's with an option to purchaSe, leases for substnntial 
terms, and should cover inatt•rials transferred under a contract 

, for work and materials. 

7. The proposed 'Act consist of the following - principal parts: 

. 

	

	a, A statement of the warranty  obligations , of the seller and 
manufaet urer of a consumer product ; 

h. A code of basic guidelines for the contents of ,express  per 
 formative warrant W., and their adininist rat toil ; 

c. Machinery for the resolution of Warranty 'disputes; .and 

d. General provisions for the administration of the Act. 

, 
PART II 

TI1E EXISTING LAW AND ITS SHORTCOMINGS 

The Consumer and The Sale of  Goods Act—Chapter  

The Commission recommends that, Under the proposed Consumer 
Products Warranties .4 

I.  il  ic thi,,t  mit  bet ween contract  uni and non-contractual re-
presentations should be abtilished  and  'replaced hv the single con-
cept of "warranty", which should bu'  defined as follow's: 

• • 	"Ariy affirmation .of fact or any promise by the seller relating' 

to the gonds  is ah expresg warrant  if the natural tendeney 

• of any such  affirmation .or :promise is to induce the buyer to 

purchase the goods, and if the buyer. :purchases -the goOds 

, 	relying thereon." 	 • 	, 

2: The distinction -  between warranties and conditions should also he 

.. abolished and replaced by  the single ciincept of à warranty. This 

• change should •be accompanied by the adoption of à new -set of 

- remedies for breach of the seller% warranty obligations,  as  outlined - 

• in recommendation 6, below. 

•3. The parol evidence rule should. be  abolislted -for consumer  trans-

actions and evidence should be  admissible  of representations whiCh 

. do not appear in the written agreement. . 

4. Effect should be denied in consumer transactions to clauses denying 

the authority of agents or etnployets- of the seller to! make re-

presentations which otherwise would fall within the usua. 1 scope of 

, their authority: 	• 

5. The implied warranties conferred. on a bùyer in a consumer trans-

action should encompass: 

< 	-a. Implied warranties of title, freedom froin encumbrances, and 

quiet possession.- These should follow the existing provisions in 

-• , Thé Sale . of Goutis Ad, subject to the'âdjustments in detail dis- 	- 

cussed  in' the  text of section 5. a., chapter 2 (linplied Condition 

of Title), and' to the observations and recommendations made- . 

in chapter 3 (Disclaimer Clauses). 	. 

b. The warranty of description should be deemed to be an express 

. warranty. It shOuld also be made clear that a sali'  in a self- ' 

service store is a sale by'. description and that a seller is 

`deemed to have adopted as  luis  own the labels or markings . 

• attached , to -  the goods and all • other forms of descriptive 

materials accompanying the goods.' 

.c. An imPlied-warranty of merchantability: 

(i) The Warranty should ,be renamed a warranty. :  of "con- , 

sinner 	 , 	 " 

(ii) It shoUld be detilWd in 'ternis of the definition approved 

in Kendall v. 	except that the scime of thé warrant' 

should c6ver all purposes for which the goods are normally 

used tinless the dealer or. manufacturer tuas inforined the 

consumer that the goods are not fit for all such purposes, 

• 'or it is mini-ion knowledge antorig' consumers that the 	• 

. 	 particular goods are not : fit for all such  punit uses:  

• . 	(iii) It -.Should apply to used as .well as new goods but witli 

'proper allowance being made for the agi-of the goods,-  the 

price paid for them, and all the other surrounding cir- 

. 	 cumstances of the transaction: and • 

- • (iv) . The warranty should , not apPlv with  respect  to such 

defects. as have been a'clequately, disclosed to the Inlyer or 

thdt -would have been apparent to him in tlitist• cages 

: where  hi' Ictus eXamined the goods prior to his purchase. 

„ . 



d. An - .  implied -  warranty that the goods (including, where ap-
propriate, the  ii di 	components of the goods) shall be 
durable for a reasonable periisl of time, having regard to all 
the surrounding circumstances of the sale. 

e. An implied warranty that spare parts and reasonable repair 
facilities will be available for a. reasonable period of time with 
respect to goods that norinally require repairs. 

f. An implied warrantyof fitness. This should follow the existing 
lines of section 15.1 of The Sale of  Gouda  Act, except that in 
The l'onsumer I'roducts I l'arra IllieS Act: 

The condnion  t if fitness should no longer be confined to 
sales where the goods are "of a description which it is 
in the course of the seller's business to supply", but should 
be extended to cover all sales in which the seller is acting 
in the coi ,, s,. of business; 

(ii) The proviso  tu section 15.1 should be repealed; 

(iii) The provision in section 15.1 to the effect that the con-
dition of fitness will be implied in a contract of sale 
only where the buyer makes known the particular purpose 
for which he requires the goods so as to show that he relies 
on the seller's skill and judgment should be replaced bY a 
provision whereby the condition of fitness ,will be implied 
unless the circumstances are such as to show that the buyer 
did not rely,  or that it was unreasonable for him to rely, 
on the seller's skill and judgment ; and 

It should be made clear that the words "particular pur- 
pose" Cover not Only an unusual or special purpose for 
which gotttl›  au t'  bought, but also a normal or usual pur- 

(i) 

(iv)  

Exhibit 11-5 Continued  

6. The Iniver's remedies for breach of  the  seller's warranty obligations 
should lie as follfms: 

a. \\lure  the breach is remediable and the breach is not of a 
lundament al character, the retailer or manufacturer should 
have a rea›tniable ()pp ■rt unity to make good the breach,  in- 
 lng ,Inv breach in the implied warranties of title, freechnn 

.• 	. from encumbrances, and quiet possession. 	• 
b. ' Breach of a fundamental character" means 

Thau  the product departs significantly in characteristics 
• and quality from the contract  description: or 

That the prialuct is substantially unfit for its ordinary 
or specified puri wise ; or 

(iii)  That the product ,  in its. existing condition, constitutes a 
, potential hasaid  tut  the health or property of the purchaser 

or any other person. 

c. \V•licie the defect is of a fundamental character and appears 
within a reasonable period after delivery of the product to tlié 
put clia,er, the purchaser  cl  ould he able to reject the product 
and be entitled to a refund of the purcham. lain% stilliert to  a 
t ea...amble 	htutitaa fm 	list•  iii  illt• gOO(1,, 	TIO• 1/111 l'IlaSt .i  

. should also be entitled to recover any other damages which 

may have suffered, subject to the usual tests of foreseeability. 

d. In other cases: where flue defect  lias  not been remedied within 

a reasonable time,  the purchaser should have the option of 

. • rescinding the contract as under c. or of having the defect 

remedied elsewhere and recovering the cost therein from the 

retailer or manufacturer, together with any other reasonably 

foreseeable damages which he may have suffered. 

e. Where the , dealer is being' sued  for a breach that is basically 

, attributableto the manufacturer he shall have a right to 

"vinich over. " and to be indemnified by the manufacturer in 

respec t .  of any damages that the purchaser maY recover  (rom  

him ,  ttilles he  is precluded from doing so by the menus  of the 

agreement between him and the manufacturer. 

Disclaimer  Clauses;  General Considerations 

und Judicial and Legislative Reactions—Chapter 3 

	

The Ctintmission recommends that : 	• 

1.  Section 44e  of The Consumer Protection Act should be removed from 

that Act and made a part of the new Consumer Products Warranties 

Act, subject to the following: , 

a. Rather than nullifying the effect of those types of disclaimer 

• clauses set out in present section 44e, the new section should 

prohibit the use of disclaimer clauses to exclude, restrict or 

diminish express or implied warranty rights or the remedies other-

wise available to the buyer for breach of them in a consumer 

transaction. 

h. It should be clear that the new section applies to express and 

implied warranties, and remedies for breach thereof. in the 

case of second-hand goods or goods sold "as is" tir  with 

disclosed 'defects. The standard to be applied to goods sold 

. iri such citcumstances would be that formulated under the 

implied warranty of "consumer acceptability", with proper 

allowance made for the  agi'  of the goods, the price paid for 

them, all surrounding circumstances of the transaction, and 

subject to the other features of this implied warranty set out 

in recommendation 5. d., chapter 2, supra. 

c. The new Section should make no exception allowing the ex-

clusion of consequential damages. 

d. The scope of the new section should include oral as well as 

written disclaimers. 	• 

c. 'Section 31 (1) (f) of The Consumer Protection, Act should be 

repealed. 

f. Section 53 of 'the Sale of Goods Act should  be  amended  su' as  

to Make it clear that it does not apply to consumer sales 

governed by The Consumer Products  lb  arranties Act ,  

2. The Commission makes no recommendation respecting the inclusion 
in The Consumer Products Warrautic, .let of any plwer it, dillett ,t• 

with the pi ohibitions against contracting Ma or limiting the nwasure 
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be expected to come  to  the buyer's -  attention in the ordinary 

. course of events shall be effective if the disclaimer or restriction 

, of liability would otherwise be valid.. • 

id recoverable ,damages -  in consunier sales through the use of a 
egulat ion- inak ing power where unfair hardship is claimed as a 

n--idttdthereimmmendedàsoluteprMdbitimi. SuehapMvernmy' 
or may not be a desiralde feature of consanuï transaction kgislation, 

. but the Commissitin . concludes that the case for its inclusion  and,'  
il included, its  scout',  can only ,bi• made after a study of the 
l'Njwriviwv Maier ThC Collsumei .  'Prodnets -Warranties, .1 ci  in the 
recommended form. ' • 

3. An unconschinability provision similar  to  section. 2-302 of the 
form Commercial C ■ sle ›hould lie ai  ded U ., The Sale of Goods . 

pending a general review of that Act,:to provide so nie protection in . 
the case of an ou  fair bargain in a non-consumer transaction. Th, . 
relt•vant part of section 2-302 of the 1?nifortn Commt;rcial Code reads . 
as follow -s: ,  

If the court as it matter ol law finds the contract or any 
•clituse of the contract to have been unconscionable at the'time 
it was made the court  nias'  refuse to en force the -  contract ,  
or it may en force the remainder of the contrart , without .  the 
unconscionable clause, or it ma ',  so limit the application of any 
unconscionable clause as:to avoid . ans'  unconscionable result. 

Problems of Vertical and Horizontal Privity—Cliapter 5 
. 	. 

	

Tin. Commission recommends that : 	 • 
• The doctrine of privity of contract should.he abolished in Warranty 

claims by a eon-miner buyer against . the manufacturer of the goods. 
2. There should be in The Consumer Products' Warranties Act clearly . 

stated statutory 'rules hidding a manufacturer civilly liable •  for- 
• broach of any express warranties and alsO, deeming him to have ' 

given a consul -11LT buyer (whether or not the consumer bought the 
- goods from the manufacturer) iMplied warranties Of the saine type 

• as run from the retail seller to the consumer buyer. 
3. -1"he saute definition of an express' warranty shoul d .  apply in the 

ease of representations by a manufacturer  as  will apply to a 
seller.'s representations, 

. implied warranties of the manufacturer should be Subject 
to adjustments in wording based upOn the difft.•rence in the 
fact  nul  relationship bet ween the consumer buyer and thé retail 
seller  and the consumer buyer and the manufacturer, as illustrated . 

- in section I. d. 	sit/ira, 	. 
5. The measure of damages recoverable by the consumer  buyer and. 

the extent to which a manufacturer can - exclude or restrict his 
warranty liabilities ,  to the consumer buyer should be governed by ," . 
the saune  prineiples as obtain between the consumer buyer and - 
Ins immediate seller, in accordance with .the recommendations  oh- 

- mined in chapters 2 and 3 of this report. Any notice - of a -  dis-
claimer clause given to the consumer buyer hy'or on behalf of the 
manufacturer before ()rat the tinte of thé purchase. of the goods 
t he consumer buyer in writ ing or  lit  lierwise,- and 	mityreasonably:  

. 	. 	. 	, , 
. 	Where' the . buyer is• stied for breiteh of  warrant y' or .other 

obligation for which his seller is answerable over  
(a) he may give his seller written notice of the litigittion. .If'the 

notice states that the seller, may come in and defend and that it 
the seller  dot-_-,  not do so he will be bound in -- an ','  action - 

• - 	agitint hint by his buyer by anY detenninatioituf tail conmion 
to the two litigations, then' unless the , seller.after seasonable . 

' receipt'of the notice dees come in and - defend lie- .is s'U'hoturd. 

.  (hi' if the claim is one for infringemCmt or the like (subsection (3) - 
-- of 'Section' 2-312 1 the original seller may demand • in  'writing , 

•• 	that Iris. buyer titrn -  over to him' control of the litigation 

. 	' • including settlement or else be .bàrred front  an  y remedy over 
Mid if lie also agrees to bear'all ekpense and tit satisfy anY , 

 .. . adverse judgment, .then unles:; ,tht. buyer after 'seasonable . 
'receipt of the deinand does ttirn . ovi,r control the buyer. is . 

. 	. 	so barred. 	. 	. 	. 	. 	. . 	 , 	. . 	 . 	• 	, 	 • 
71  Whert'• the retailer's .right to indemnify is subject to:a. disclaimer 

:.or other restrictive clause, in the contract between him 'and  hu is 

 . •• , seller ,  such clauses' shoilld là..- subject to judicial 'scrutiny :mil 
should he 'unenforceable,- in whole Or in part, if it would not be  f_-or  - 

.' or reasonable in all the 'circumstances of the case..to allow reliance.. . 
. on the clause. 	. 	. 	, . 	 . . 	 . . 	. 	• 	. 	. 

' 8: Subject to the qualifications ,in recninmendation 7 abo‘,.e.- where 	- 

• (a) a retailer  bus  purchased goods from à person other ›than the 

' Manufacturer of them; and 	- 	- ' 

. 	(b) the retailer  is  being stied by. à › conSurner buyer for breach . 
. 	.. 	. 	of warranty, 	- - „. - . 	. 	. 

the retailer should have a right of indeninity against • the maim. - 

facturt:r, tbat is 'co-extensive with the Consumer . ' bUyer's .rights .  
• against the manufactMer. 	 -- 	- - 	- 	• • 

. 	. 
9. The delinition•of "mantifacturer" in the proposed Act Should include' .• 

the following classes of persons: 	 . 	. . 
• (a) The',  person who manufactures or assembles the goods,-except 

- 	Where the goods are Manufactured or àssembled, for another 

, - ix.Non who attartn.s  lus  own brand name to the gtaxls: • 	. 
. 	 . 	. • . . 	 . 	. 

The introduction • tuf  the manufacturer's' new warranty liabilities 
should not 'relieve the retail seller from his -warranty':obligailons 
to the cômunier. HOwever, where the retailer  is heing sued by a 

'consumer buyer, the retailer should  be  able to -"vouch over -  again.st • 
the person front whom  he  bought the goixls (Whether Or not that 

- person  was the manufacturer of the goials) and toclaim an indemnity, 
unh•ss he' is ,  precluded from claiming an intleinnity by tIM  ternis 'of
his agreement with the seller.' The "vouching M•er -  procedure 
Should he similar to the procedure Sti t  out' in. Section 2-607(5i of 

• the Ilniform Commercial Code. 
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I  o  • ril; person who describes himself or holds himself out to the 
public  ai, t Ite manufact mer ol the goods 	 - 

ii' ) .111..y person who ;tt tacky,. his brand name to the goods; 
si.t  lie  ease of imported goods, the importer of the goods where 

the foreign manufacturer does not have a regular place of 
busine» in Canada. , 

10. In order that the rights of a successor in title be adequately pro- 
"consumer  bitter''  should be defined in the proposed Act 

to, include any person deriving his interest in the goods from or 
through the original purchaser. %%let  lier  by purchase, gift, operation 
of law, or to lierwise. 

Il.  For the purposes of recommendation 10, above, the rights of the 
successor in title should he no greater titan those of the original 
e ■ a1,11Mer I/11)Yr. 

• PART III 

MANUFACTURERS' EXPRESS (PERFORMANCE) WARRANTIES 

iegIslatIve•Regulation of Manufacturers' Warranties—Chapter 7 

The Commission recomment Is  litai: 	
. 

I. The stiope of the proposed Consumer Products Warranties Act  inclut e 
provi-;ions that empower the Ontario Government to regulate all 
aspects of express performance warranties, whether given by manu-
facturërs or other suppliers, and their administration. 

2. The proposed Act s.  Mudd deal with ensuring the availability of 
spanqmrts;mdgerwr.dservieelacilUi es. 

3. The Proposed Act must  conta ut  -strong and realistic enforcement 

I Suluect to the guidelines contained in the Report of the Royal 
(«on:mission Inquiry Into Civil Rights, the proposed Act should 
contain basic guidelin •s in as much detail as is practicable and 

. create and entploy a regulation-snaking power to complete the 
legislative scheme ;Mil to adjust it to the circumstances and needs 
of particular industries: , 

5. The proposed Act should  ii nt 	;t provision requiring that every 
regulation  niait'  thereunder lie tabled in the Legislature within 
fifteen days, and stand referred to an appropriate Committee of the ' 
Legislat tire. 

b. The proposed Act should include the power to rerptire by regula-
tion the adoption of standard form warranty documents and retail 
sales agreements, where such are desirable and practical for certain; 
types of products. . 

7. The following guidelines should apply to the form and content of all 
%%mien wan anties, for all used as well as for all new goods sold in 
Ontario, exrept %%here t he unique warranty problems of a particular 
industry require some modification by means of regulation: 

a. The warranty shall  dat e clearly the name anti address of 
t he pvrson olfering the warrant y;  

h. The Warranty Mhall  be clearly legible (unless  the  size of the 

product makes  titis an unreasonable requirement, e.g., a lighter , 

or a watch) and shall refer only to one product or to one 

product classification; 

c. The warranty  '.hall not be,decePtively win-tied; 

d, In particular the term "warranty" or "guarantee" shall not be 

used in the caption of the document unless 

(i) the promisor undertakes at least to repair  or  replace' 

any malfunctioning part free of charge to the consumer 

or to  maki'  him a fair allowance on account of the defective . 

 product on the purchase of a new product of comparait)'  

price and quality; and 

(ii) the warranty covers all the major components of the 

product ; 

e. The document shall state clearly the duration of the warranty 

but different periods may be stated for di fferent components 

of the product ; 

f. The document shall state clearly the procedure for the presenta-

tion of a claim under the warranty; 

g. No warranty -shall make the warrantor or any person related 

to him commercially the sole judge whether a produit  is 

defective or whether the buyer is otherwise entitled to present 

a claim; 

h. The recognition of a claim under the warranty shall not be 
made ciintingent on the buyer returning the product to the 

manufacturer or belling dealer, at luis own expemw or otherwise, 

where the requirement is an unreasonable one; 

i. Subject to the regulations, a warranty shall not exclude or 

Limit the express or implied warranties otherwise created by 

law or the buyer's right to claim damages or other forms ol 

relief for breach of the express or implied warranties  or for 

breach of the written warranty ; 

j. Everv written warranty shall state 'clearly that its  ternis are 

in allition tO any rights or remedies the buyer may have 

under the .Act unless the Act or its regulations permits the 

exclusion or limitation of the statutory warranties.  

PART IV 	. 	 • 

PUBLIC LAW ASPECTS OF WARRANTIES AND GUARANTEES 

Enforcement of the Consumer's Rights—Chapter 8 

• 

The Commission recommends that : 

1. The Consumer Protection leurean Ad should provide that the Con- 

' burner Protection Bureau has the duty ,  in appropriate cases, to 

request that the Attorney General seek to initiate proceedings to refer 

any matter with respect to a vearranty complaint to the courts 

under the prOvisions of The Constitutional Questions Act. 
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2. Th e  proposed Consumer Products Warranttes  .1 cl  should contain a 
section under which a 1.•fereticc as deseribeil in recommendation I, 
above, in respect of a niai ter  arising under the 'proposed Act, is 
specifically authorized. Such  a section might read as follows: 

The Lieutenant Governor in COuncil nuty refer to the Court 
• of Appeal or to a judge of the Supreme Court for hearing 

and consideration any mat ter arising under or in connec-
tion with this Act that he thinks  lit, and the court or judge 
shall theieupon hear and consider the matter so referred. 

.3. The Consumer I'mteetion Bureau Act should provide that, in addition 
. to the existing poweis of the Bureau, it has the power: 

a. to media te consumer disputes; 

• b. with' the consent of the parties ,  to  initiait  arbitration in 
consumer disputes, if mediation fails; 	 . 

. r. in appropriate  cases,  under the direction of ' the Attorney 
Genend, to prosecute any violation iii The Consumer l'roduets 
Il  arranties Act: 

d. as an alternative tu  prosecution, with the consent of the 
respondent. to issue a cease and desist order covering the 
praetice or behaviour which lias been the subject  oint ter  of LIU. . 	
■ milphOill ; and 	 . 	 . 

e. where the parties, do not agree  tu  arbitration or, notwithstanding . 
such i

'
e ,reement, the niai ter  is Of such a nature that a more 

 forinalhearing is appropriate, to' refer the issue to the Coin- 

	

- 	
menial Registrai toil Appeal Tribunal of the Department of 
Financial and Commercial Affairs. 

. 	 . 

",

The Consumer Proteitton Bureau Ail should provide for the establish- 
 ment (it arbitratiim machinery for carrying out recommendation • 
3. b., 'above, consisting initially of a single individual from or 
designated by the Consumer Protection Bureau in Toronto' and 

	

. . 	. from or designated by each Bureau branch office. 

5. Once the basic arbitration machinery is operating as described in 
reconimendation 4, above, arbitration committees should be 
estiiblished in those centres and foi those consumer industries 

• where the volume  ut • business and neees•;:ity for specializatiori 
justify this step.• 	 . 

• . 	. 
6. Arbitration commit tees Should be established for particular sectors 

of  the consumer industries. and :should consist of three persons, one ' 
id whom is 'rum the industiy in question, one of whom is a member 

• of the consuming public and one of whom is an independent 
professional person, although not necessarily a lawyer. , 

7. "I  lie feu'  payable to the arbitrator or arbitration committee should be 
borne by the Consumer Protection Bureau. 	 . 

8. Certain of the arbitration committees should also be designated 
as warranty advisory committees, with one' such committee for each ' 
major segment of Ontario's consumer industries, with respiinsibility. -' 
ina ler the direction of the Consumer ProtectiOn Bureau: 

a; to employ empirical knowledge about the  specialized area 

dealt with by the committee to attempt to work out satis- 

• factory warranty standards with the industries in question; 

b. to evaluate product performance ;- 

c. to assess the adequacy of serVice and repair facilities provided 

.by the industry; and 	- 

d. to advise the Bureau about all aspects of the industries in 

question that relate to -w,arranties and consumer protection. 

9. The Commercial Registration Appeal Tribunal should have jurisilic-

tion, upon reference of a matter from the Consumer Protection 

Bureau, to inquire into and determine whether there lias been a ,  

violation of The Consumer Products Warranties .1d, and to .aSsess 

the quant uni  of the loss to the complainant; as a matter of restitution, 

caused by the breach. 

10, , : 1tra hearing of a matter pursuant to recommendation 9, above. the 

Commercial Registration Appeal Tribunal should be governed by 

the provisions of The Statutory Powers Procedure Act; 1971, with 

power to require witnesses to appear, to compel production of 

documents and to do all other .things necessary  for a full and, fair 

hearing: .  

11. Mille Commercial Registration Appe .al Tribunal finds a complaint • 

referred to it pursuant to, recommendation 3 , e., above, to be 

justified, it should have power to: - •. 

a. make,  an  order for restitution 'flint not for general damages) 

in favour of the complainant ; and 

b.. make an order that, the respondent cease and "desist from the 

violation of the particular provisions of The Con.Sumer Proditets 

Warranties Act identified by the Tribunal. 

12. Where the Consumer Protection Bureau, with the consent of the 

respondent, issues a cease and desist order in aecordance with • 

recommendation 3. d., above, or where the Conunercial Registration 

. Appeal Tribunal issues an order purstiarit 'to recommendation 11, 

above, such an order should be tiled in the • office of the Registrar 

of the Supreine Court, whereupon this order ,should be entered in 

the sanie way as a judgment or order of that Court and be 

enforceable as such. 

13. Thé Consumer Protection Bureau Act should proVicle that the 

- 	establishment and execution of a programme of consumer product 

.testing and  pi  form:Otte eValllatioll should • be a function 01 the 

• Bureau. 

14. Means should be provided to the Consumer Protection Bureau  tic  

engage in a vigorous and continuing public information programme, 

including regular publication of : • . 

• a. an account of the activities of the  Bureau: 	•• 

b. digests of important cases dealt with by mediation, arbitration 

. or consent orders; 

e. reports of rases of violations of The Consunier Products arrantx es 

Act prosecuted by the Bureau under the .  direction, of the 

Attorney Gen.eral; 
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d. reports of warranty cases referred to t he courts by the Lieutenant 
Governor in Council 'pursuant to recommendations I and 2, 
above; 

e. reports of C1L•WS arising under The (:onsunter Products Warranties 
..lel that are dealt with by the Commercial Registration Appeal 
Tribunal; and 

f. report,. of the  ait  ivitit.s and recommendations of the \Varranty 
Advisory Commit tees. 

Consumer IA'arranties and Public Standards—Chapter 9 

The Conunksion recommenfls t hat : 

1. The CUPISJIMer Products  If  arranties .4 .ei should c-ontai  a prohibition 
against the making of any false, tnisleading or ch.ceptive state-
'litmus by a manufacturer or distribUt or in any advertisement, cir-
cular, pamphlet .or  of lier  representation to the public with respect 
to the terms. conditions or benefits to the consumer of any  warranty 
that he offers or purports to offer ,  or that  hi'  indicates is  offert-il in 
relation to the goods by any distributor or retailer with whom he 
deals. 	" 

2. The II Uihway Traffic Act should require that, whenever a certificate 
is issued pursuant to section 58, it must be signed by both the dealer •. 

• and the mechanic who actually conducted or supervised the in- 
spection and tests pi ...scribed under the regulations to the Act. 

.i The Consumer l'roducts I rarrantie, ..Ic/ should provide that in the sale 
of a used vehicle by a rt•gtstereci dealer, there is, where a certificate 
is issued pursuant to section 58 of The II tghway Traffic Ail, as a 
component of the  contrait  of sale, an implied warranty that the 
vellich* meets du. standards prt.scribed untlt.r the regulation,. to the 
Act as at the date of the inspection, and, if the date of delivery is 
later than the chat! of the Inspection. an  implied warranty that the 
velticletuvetsthesamestmmdsrmthelaterde. 

4. The certificate issued pursuant to section 513 of »no. II ighway Traffic 
›hould he retitled a - Ct•rtilicate of Nlinimuni Safety - . 

5. The ('ertilieate of Minimum Safety should firmly disclost. on its 

face that  lis  issuance represents an implied warranty in the terms 
described in reCommendat ton .3. above. 

b. The adequacy of tines prescribed for violation of the mot or vehicle 
certi fication requirtant•nts in 1 .he 11 ighttm_v Traffic :Id should be 

reviewed. 

7. Legislation should be t•nacted to provide that in trade sales to 
consumers, both signatories of a certificate issued pursuant to 
sect ion 58 of TM. II tglneay Traffic :lc/ owe a duty to exercise rt,asonablii, 

• cart ,  to  ail  persons within the scope of the risk crt•ated by a failure 
to exert . ise such reasonable care, even though such persons are not 
in a contractual relatiotedlip with either signatory, to ensure that 
any used vehicle cerilfied as tneeting the prescribed requirements. 
and performance standards on the date of the inspection • for in the,,. 
case of a dealer, on the date of delivery if that is later  titan the daie 
of inspection) in fact meets those standards. 

8. !Legislation should be enacted to provide that in every track sale of a 

used vehicle  tu a constituer  in which a certificate i; requited to he 

sigtu.d by  the  stilling dealer and isstied  tu  the buyer under st•ct ton 58 

of The if ighway Traffic Act. but is not signed in is  t o ut  issued, the 

dealer, for the purposes of an action brought under recommendat ion 7, 

above, shall he deemed to have signed and issued a certificale to 

the buyer  tu the effect .that the vellidelnet titi' prt--.c .rthyd 

ments and performance standards on the date of delivery. 
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According to  one  Official in.the . Ontario government, 
the business reaction, to the - durability rule was 
virtually Unanimous: they did not like,the uncertainty, 
"reasonable" created and wanted a specific list of. 
"circumstances Of the sale" that Mould bear  on an 
interpretation of the word reasonable. 

In 1976, Bill 110 got first reading in the 
Ontario legislature. This bill, "An Act To Provide For 
Warranties In The Sale Of Consumer Products", put legal 
form to the majority of the OLRC Report.recommenda-
tions. In our view, the departures from thoe reèom-
mendations were relatively minor, for example,,here is 
the "durability" section: 

4. There is an implied warranty by the 
manufacturer and retail seller jointly to 
the consumer of a consumer product that, 

. (a) the consumer product and its com-
ponents will perform for a reason-
able length of time, having regard 

- 	to, the price and all surrounding 
circumstances; (Bill 110, Ontario, 
1976) 

As of 1979, the Ontario government has not pursued - Bill 
110 beyond first reading and is still studying.the 
entire area of warranties. 

On May 10, 1977, the government of Saskatche-
wan passed its Consumer Products Warranty Act. This 
act contains much that looks familiar to a student of 
the OLRC Report. The implied warranty rights (statu-
tory rights) of title, quiet possession, freedom from 
encumbrance, sale by sample, fulfillment of descrip-
tion, and fitness for purpose have been retained, 
updated, and (in the view of some) clarified. To these 
implied rights have been added a section on durability 
and a section on spare parts and servicing facilities 
(see Exhibit 11-6 for a partial text). A close reading 
reveals a difference from the Ontario version: in 
Saskatchewan the retailer appears to be legally liable 
whereas in Ontario both the manufacturer and retailer 
share liability. In fact, a later section (s. 13) in 
the Saskatchewan Act extends responsibility to the 
manufacturer, under a specified set of circumstances. 
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Excerpts from Saskatchewan's Consumer Products  
Warranties Act, 1977 - Statutory Rights -  

11. Where a consumer product is' sold by a retail 
seller, the following warranties shall be deemed 
to be given by the retail seller to the consumer. 

(7) that the product and all its components shall 
be durable for a reasonable period of time, having 
regard to all the relevant circumstances of the 
sale, including the description and nature of the 
product, the purchase price, the express warran-
ties of the retail seller or manufacturer, the 
necessary maintenance the product normally 
requires and the manner in which it has been used; 

(8) where the product normally requires repairs, 
that spare parts and reasonable repair facilities 
will be available for a reasonable period of time 
after the date of sale of the product. 
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It  is also interesting to note that_the: Sas-. 
kàtchewan Act confers. rights on the :consumer purchaser 
plus anyone who receiVes the -product'às a gift or 
subsequently.repurOhaseS the item during  thé  time ' 
period "reasonable" iS interpreted tO.Cover. Further, 
unlike the existing Ontario provision -  that voidà-. 
disblaimers, Saskatchewan prohibits- them outright. _ 

The Saskatchewan Act includes an extensive 
section  (s. 17) on express warrahties. .There  are rules-
regarding . what-information an express warranty must 
contain and what information or.statements - must not  be 
contained  (see Exhibit 11.-7). These rules are quite 
similar in many ways to the inforffietion,required -  by the 
Magnuson-Moss Act. One major difference, however, is 
that the Saskatchewan Act does not require:full - 
disclosure pre-purchase. 

Another extensive section of the Saskatchewan 
Act includes several provisions for remedies  in the., 

 event of , breach of warranty rights. These remedies - , 
range from the traditional civil suit in . small Claims 
or divisional court to new•powers of mediation  and 

 non-judicial arbitration. This section is undoubtedly 
intended to ensure that warranty promises are indeed 	- 
delivered to consumers. 

Finally, the SaskatchewanActprovides for _ 
extensive rule ,-making authority by the:goVernment. This 
authority allows product category specific application 
of or exemption  from specific regulations ..'. 

Other provinces have made  statutory changes 
as well.- New Brunswick pessed its Consumer Products 
Warranty and Liability Act in July, 1978. Quebec  also 

 passed the Quebec Consumer Protection: .Act in 1978 which 
contains. 20 sections relevant bp - consumer warranties. - - 
Both acts have much in -common with the Saskatchewan Act 
and at first glance on might conclude that the Saskat-
chewan Act is being,used as a model statute.  This,  
however, is not necessarily the case. For example, the 
N.B. Act does - not outline in detail what information 
must be included in an express  warranty. 'The N.B. Act" 
does, however, include a section on:product liability. 
This provision introduces the concept of "strict lia- ' 
bility" to N.B.: the  person suffering loss dOeS not - 
need to prove négligence or establish : he has a contract 
with a seller in order to claim damages. Instead, he 
has to prove he sufferèd a loss because of design' 
fault, workmanship, or Materials and that that resul-
tant loss was  reasonably foreseeable.- As -another 	. 
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Excerpts From Saskatchewan's Consumer Product  
Warranties Act, 1977 - Express Warranties -  

17. (1) Nothing in this Act shall prevent a warrantor 
from giving additional written warranties in 
addition to the statutory warranties set out 
in section 11. 

(2) Any additional written warranty shall -contain: 

(a) the name and address of the,warrantor; 

(b) the parts of the  consumer product covered 
by the warranty; 

(c) the duration of the warranty; 

(d) the conditions that the person claiming 
the warranty must fulfill before the 
warrantor will perform his obligation 
under the warranty; 

(e) the costs, if any, that must be borne by 
the person claiming under the warranty; 

(f) a statement that the provisions of the 
additional written warranty are in addi-
tion to and not a modification of or 
subtraction from the statutory warranties 
and other rights and remedies contained 
in this or any other Act; 

(g) the procedure a person claiming under the 
warranty has to follow for the presenta-
tion of a claim under the warranty; 

(h) the name and address of the repair faci-
lity that the consumer product is to be 
sent to for repair or that a request is 
to be sent to for the repair of the pro-
duct in the home of the person claiming 
under the warranty. 

(3) 	No additional- written warranty shall contain 
any provision: 



Exhibit 11-7 cont'd. 
• 

(a) that makes -the warrantor or his agent. 
.the,sole judge in -deciding whether-or 
not there is a 'valid claim under the 
warranty;. 	 . 

(b) -.that purports to.exclude  or  limit any 
express orstatutorY warranty or any of 
the rights or remedies' contained in this 
Act; 

(c) .  that makes' a claim under  the  warranty, 
dependent on the consumer product being 
returned to the wàrrantor, when it Would 
be unreasonable to-  so return the 	. 

. product; 

(d) that limits the benefit of the Warranty 
.to the :consumer and that excludes  or In 
effect 'eclude's persons mentioned  in. - 

 subsection (1) of seCtion 1 from . 	- 
receiving the beneÈit of the warranty; 
or 

(e) that is deceptively worded. 
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example of difference, the Quebec Act provides for 
warranties on used products sold by dealers. Exhibit 
11-8 is a thumbnail sketch of these three acts. Each 
act has generated much comment and study, but little is 
known yet how each will be administered or interpreted 
by the courts. 

Overall, three provinces have passed revised 
statutes dealing with warranties, although as of 
October 1979, only Saskatchewan's has been proclaimed. 
These changes have been greeted with enthusiasm by some 
and intense opposition by others. Further there have 
been numerous trips by corporate counsel and senior 
management to provincial capitals to learn just what 
the lawmakers are trying to do, and to influence their 
behavior if possible. Meanwhile, all provincial 
authorities are reportedly examining proposals for 
change. It remains to be seen if the new directions 
taken by Saskatchewan, New Brunswick, and Quebec will 
be followed by the rest of the provinces. 

United States State Legislation  

As in Canadian provinces, U.S. state laws 
have been patterned after English law. The major 
statute is called the Uniform Commercial Code (the 
earlier version was entitled the Uniform Sales Act) 
which has been adopted by all states except Louisiana. 
This law, somewhat comparable to the scope of Canadian 
sale of goods law, was a model statute designed to 
unify state regulations regarding obligations of 
sellers and buyers in sales transactions. This code 
includes sections on implied and express warranties, 
excerpted in Exhibit 11-9. 

The two basic implied warranties under the 
Uniform Code are the warranty of merchantability and 
the warranty of fitness for a particular purpose. The 
code also describes the creation and form of express 
warranties. Broadly, any affirmation of fact, promise, 
description, sample or model which is made part of the 
basis of the bargain creates an express warranty that 
the goods shall conform  to  such promise, description or 
sample. It is not necessary  to  use formal words such 
as "warrant" or "guarantee" to create an express 
warranty, but the seller's opinion, commendation or 
affirmation merely of the value of the goods does not 
create a warranty. 



Exhibit 11-8  

Summary of Recent Consumer Legi:slation in Three Provinces 

	

SASKATCHEWAN 	 QUEBEC 	 NEW BRUNSWICK 

TITLE 	Consumer Product Warranties Act  (1977) 	Consumer Protection Act  (1978) 	Consumer Product Warranty and  
Liability Act  (1978) 

CONSUMER 
PRODUCTS 	. . . Any goods ordinarily used for per- 	. 	Any moveable property used by 	. . Any tangible personal property, 

sonal, family and household purposes . . . 	any person, except à merchant who 	new  or used, of a kind that is com- 

Includes - Used goods 	 ,obtains goods or services for the 	manly used for personal, family or 

.- Goods for installation 	 purposes of his business . 	. 	. 	household purposes . 	. 

- Leased goods 	 Includes - Leased goods 	 Includes - Leased Goods 

- Conditional sale goods . 	 - Used goods 	 - Conditional sale goods 

IMPLIED 	Manufacturer and Retailer. 	 Manufacturer.and  Herchant 	 The seller 

WARRANTOR 

PRIVITY OF Not a defence 	 Not a defence 	 Not a defence 

CONTRACT 

DISCLAIMERS Prohibited 	 Prohibited 	 Prohibited 

WHO MAY 	* Consumer 	 * Any person using the product 	 * Any perSon who stiffers a consumer  

CLAIM 	* Subsequent owners by whatever ,  means 	 loss because of the product. 

IMPLIED 	* Title 	 * Title 	 * Title 	 . 

WARRANTY 	* Freedom from Encumbrance 	 * Freedom from Encumbrance 	 * Freedom from Encumbrance 

* Fitness for Purpose 	 * FitnesS for purpose 	 * Fitness for Purpose 

* Fulfillment of Description 	 * Fulfillment of Description 	 * Fulfillment of Description 

* Quiet Possession 	. 	 * Quiet Possession 

* Durability  - ... the product and all 	* Durability  - ... Goods being the 	* Durability  - ... the product and 
its components shall be durable for a 	subject of a contract must be durable 	any components thereof will be dur- 
reasonable period of time, having regard 	in normal use for a reasonable time, 	able for a reasonable period of time 
to all the circumstances of the sale ... 	taking account of their, price, the 	... 	In determining a reasonable 

terns of the contract and the condi- 	period of time ... regard shall be 
* Acceptable quality  - ... that the tions of use of operation of the 	had to all relevant circumstances... 

product supplied under the contract is of 
acceptable quality (except where defects 	g°°ds ' 	 * Acceptable Quality - ... that the 
are pointed out or should have been 	* Spare Parts and Servicing  - ... 	product is of such quality, and as 
apparent) 	 replacement parts and repair service 	fit for the purpose or purpoies for 

must be available for a reasonable 	which prciducts of that kind are 
*  Sp ire Parts and Servicing  - ... that time after  the  making of the contract 	normally used as it is reesonable, 

spare parts and reasonable repair facili- 
(except where the consumer is warned 	to expect having regard to the 

ties will be available for a reasonable 
period of time after the date of sale of 	

by the merchant or manufacturer thet 	seller's description, if any, the 
he does not supply spare parts). 	price, when relevant, and all other 

the product. 	 .relevant circumstances . 	. 	. 

.EXPRESS 	Terms  - Any written, oral or advertised 	Terms - Any written, oral or adver- 	Terms - Any written, oral or public 
claim made by retailer, manufacturer or 	tised claim made by merchant, 	 claim made by seller or agent/ 

WARRANTY 
agent/employee. 	 manufacturer or representative. 	employee'acring within usual 

authority. 
Written Form  - 	 Written Form  - Written Form  - 	, 

Name and address of warrantor 	 * Name and address of warrantor 	* No specific requirements 
\ 	* Parts covered by warranty 	 * Who May introke the warranty 

*  Obligations of  claimant 	 Obligations of warrantor 

Costs borne by claimant, if any ' 	* Recourse procedure 

* Recourse procedure, 	 * Length of warranty 

* Length of warranty 

* Name and address of repair facilitY 

* Statement that written warranty is 
in addition to statutory warranty 

PAROL 	Admissible, even where it adds to, varies 	No specific mention 	 Admissible, even where it adds to, 

EVIDENCE 	or contradicts a written contract. 	 varies or contradicts a written 

contract. 

Source: Compiled by Peter Thirkell, Doctoral Candidate,' The University of Western Ontario 



.Exhibit 11-9  

Selected Sections from United States Uniform Commercial Code  

- Uniform Commercial Code §2- 313: Express Warranties by A ffirma- 

• Lion, Promise, Deseription,  Sam pie.  
— 

(1) Express warranties-by the seller are created as follows: 

• (a) Any affirmation of fact or poise  Made by the seller to the buyer 

which relates to the goods and becomes part of the basis Of the bargain 

creates an express warranty that the goods shall conform to the affirma-

tion or promise. 

(b) Any description of the goods which is made part of the basis of the 

bargain creates an express warranty that  the  goods shall conform to the 

deseript ion. • 

(e) Any sample or model which is made part of the basis of the.bargain 

creates an express warranty that the whole of the goods shall - conform to 

the samPle or mode l. • 
• 

(2) IL is not necessary to the creation of an express warranty  tu  at the 
seller use formal words such as "warrant" or "guarantee" or that he have a 
specific  in  to make a warranty, but an affirmation merely of the 
yeic of the goods or a statement -Ptirporting to lie merely  the  seller's 
opinion or commendathm of the goods  dues  not create a warranty. 

. 	Uniform Commercial Code §2--•'314: Implied Warranty: ,Merchanti- . 
' .ability; Usage of Trade ..,. 	. 

- (1 )  Unless excluded or modified (Section 2 -316), a warranty that the 
gui ois  shall be Merchantable is implied in a contract for their sale if th'e 
seller is a merchant with respect to goods of that kind'. Under this section 
the serving for value of food or drink to be cOnsumed either  on the  prem-
ises or elsewhere is a sale.  

(2) C OM'S to he merchantable must be at least such  as 	 . 
.(a) pass without. objection in the trade under the contract description; . 

and 	 . 
(b) in the case of fungible goods, are of fair average quality within  the 

 description; and 

(e) are fit for the ordinary purposes for which such goods are used; and 

. (d)  ru n,  within the variations permitted by the agreement, of even kind, 

quality and quantity within each unit and  am ou  all units involved; and :. 
: 	- 	(e) are adequately contained, packaged, and labeled as the agreement ' 

may require; and 
(f) conform to the promises or affirmations of fact . made on the con-

tainer or label if any. - 

(3) lintels excluded or 010(11 lied  (Section 2 - 31G) olher implied warm 
, 	„i ps  may ar ise  f ro  in a Impie or d ! qiiin g  or  os:o . of trade. Iii■ 

Uniform Commercial Code §2-315:  Implied Warranty: Fitness for Particular 
Purpose .. 

Where the seller at the tune of contracting  lias  reason to know any parti-
cular purpose for whieh the goods are required and that the buyer is rely-
ing on the seller's skill or judgment to select or furnish suitable  gonds, 

 there is unless excluded or modified under the next section an implied 

warranty that the goods shall be fit for such purpose. 

Uniform Commercial Code §2.- 316: "Exclusion or Modification of 

Warranties 

(1)  

(2) Subject to subsection
.  

(3), to exclude or modify the implied war-

ranty of merchantability or any  part Of it the language must mention mer-

chantability and in case of a writing must be conspicuous, and to exclude 

or modify any implied warranty of fitness the exclusion must lie by a ,writ-

ing and cOnspicuous. Language to -exclude aft imp  lied  warranties of fitness 

is sufficient if it states, for example, that "There are no -warranties which 

extend beyond the description.on the 'face hereof." 

(3) Notwithstanding subsection . (2) 

(a) unless the circumstances indicate ,otherwise, all implied warranties 

are excliided by expressions like "as is," "with all faults" Or other language 

which in common Understanding calls the buyer's attention to the exclu-

sion of warranties and makes.  plain that there is no implied warranty; and 

(b) when the buyer before entering  in (o the con tract  lias  examined the 

goods or the sample or niodel as fully as he desired or has'refused to ex-

-amine the goods there is no implied warranty with regard to defects which 

an examination ought in Lite circumstances to have revealed to him; and 

(e)  an  implied warranty can also be excluded or modified by course of 

. dealing.or course of  performance  or usage of trade. 
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The code permits modification or exclusion of 
implied warranties, but other state legislatidon and the 
Magnuson-Moss Act limit these provisions to varying 
degrees. 

The individual states have in some instances 
passed further legislation on product warranties, a 
detailed review of which is beyond the scope of this 
report. For example, the Californian Song-Beverly 
Warranty  Act (1973) allows the implied warranties of 
merchantability and fitness to be disclaimed only if no 
express warranty is given, and only if a warning label 
advising such is clearly affixed. to the product. The 
act further requires that repair. ,facilities for all but 
certain excepted products must be provided within the 
state by anyone making express warranties for the 
product. Willful failure to comply with -the provisions 
set down gives rise to a possible award of treble 
damage plus reasonable attorney fees. 

Summary 

Warranty legislation in both  Canada and the 
United States is undergoing significant review and 
revision. In the U.S., major emphasis has been placed 
on requiring disclosure of information intended to 
assist consumers both pre- and post-sale. Although 
enabling legislation has been passed-at the.federal 
level in the U.S. to allow promulgation of very 
specific warranty rules, thus far this power has not 
been used meaningfully. In Canada, federal law , 
affecting warranties.is  embedded in broader law 
affecting all forms of marketing representations.' ,Such, 
law is désigned to deal with false or. misleading 	. 
infàrmation, rather than requiring disclosure of 
specific information. Whereas in the U.S. the major. 
changes in warranty law have occurred at the federal 
level, in Canada the major changes have occurred at the 
provincial level. These changes in Canada have been - 
primarily aimed at.strengthening and expanding implied 
warranty rights and at stipulating what information 
must be contained in an express warranty if it is to be 
offered. 

In the next Chapter, we will categorize thé 
various options that exist for governmental authorities-
in Canada in the field of consumer warranties. 	: 
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CHAPTER TWELVE 

OPTIONS FOR FURTHER PUBLIC POLICY INITIATIVES  
REGARDING CONSUMER WARRANTIES 

Introduction  

We began this project with no preconceived 
ideas of what, if any, changes in the warranty system 
for consumer products would be desirable. Further, our 
mandate clearly requests options, not recommendations, 
for public policy consideration. Accordingly, we have 
organized this concluding chapter around seven basic 
policy thrusts. We found it exceedingly difficult not 
to favour some approaches over others and therefore, 
the reader will see in the text our own action 
suggestions for serious considerations by public policy 
officials. Before discussing these options, we have 
some comments to make on the following topics: 

• Is there a significant problem? 
. Is more general research required? 
• Are the research and comments 
generalizable? 

• Options for whom? 
. How can changes in the complex system be 
managed? 

In Chapter Two we discussed the question of 
whether there is, or not, an issue in the consumer 
warranty area worthy of. public policy attention. In 
that chapter, we devel6ped the notion of a gap between 
consumer satisfaction and business system performance 
in the whole field of consumer products warranties. We 
concluded -- and in general consumers, business execu-
tives, and government officials with whom we talked 
agreed -- that yes, there is a set of important prob-
lems which have resulted in a meaningful satisfaction-
performance gap. Further, we discovered that this gap 
has occurred for a large variety of interrelated 
reasons. The implication of this finding is that no 
one group or action, in itself, will eliminate this 
gap. Instead, consumers, business, and governments can 
all meaningfully effect its diminution in a variety of 
ways. 

The steps taken in recent years by consumers, 
business, and governments have, for the most part, 
already helped to narrow this gap. Unfortunately, 
frequently the efforts of members of one group have 
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been negated or reduced by the efforts.of another 
group .  We conclude, that.the major problem with 	- 
approaches attempted thus far ,is not so much one of 
intent on the part of interested parties, but'rathèr. 
one of implementing that intent appropriately in -a 
complex-interest group situation.. . 

We remain convinced that  consumer  product 
warranties deserve the attention of business and public 
policy officials, but certainly it- is not a problem 
area of importance equal to Canadian-international ' 
competitiveness,:regional balance, economic efficièncy, 
etc. At the same time, howevér,:we argue  that  consumer ,  
satisfaction with marketplace.transactions is at the -
foundation of a strong economy.  WarrantyZ practices by 
all parties obviously'can and have affected this 
consumersatisfaction in Canada. 	- 

We do not believe more general research is, 
required to establish whether a problem. exists -. How7 
ever, shOuld there be any broad-based serious disagre-
ment among governments, businesses, aneconsumers-as to 
the appropriateness of the prOblem  set. in  Chàpter Ten, 
further more specific  research May well be required to 
provide information to resoive.these differences. 	- 
Further, most of the spedifiç'oPtional-nsolutions7. to 
the  problem can'and Should be field-tested to ensure:,. 
their approPriateness and..to  fine-tuné them:Whenever 
possible to  have  maximuM efectiveneSs. 

We ,  believe that our findinàs and comments 
based upon  research in thè'nèw automobile and major 
household appliances  Industries are gèneralizable to , 
all consumer major  durable  purchases' . Certainly'.some 
differenceé in indbstry structure .and practice - exist 
within this broad range Of product_categOriès. .Thése 
differences mill'determine the' ineed for and/or r'esis7 
tance to any  public  policy initiatives in the :warranty 
field. 

We are not as 'Confident about the 'generaliza-
bility of our  research  to consumer non-durables, ser-
vices, and industrial' marketing situations. "We'éense 
that  changes in warranty are appropriate in thesè -
fields as well -- particularly:in circumstances of -à 
small businessman' buying from another.seller„ 	' 
situation we think quite comparable to a consumer 	. 
purchasing a durable product. We did not explicitly ' 
examine these.topics whiéh Were beyond the scope Of our - 
mandate. However, we-encourage policy makers tà broaden 
their considei. ations to these circumstances- as well ,  
when thinking about warranty system's and public' pàlicy 
initiatives. 
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We have categorized public policy initiatives 
into seven basic classifications: 

• No basic change  from current situation 
• 

• Voluntary change by industry 

• Required information disclosure 

• Government-sponsored consumer education 

• Government-operated dispute handling 
mechanisms 

• Legislative change in warranty rights and 
• obligations 	• 

• Direct government specification of product 
characteristics and performance 

These options are neither mutually exclusive,  ' nor  we 
suspect, collectively exhaustive. Some of the options 
can be pursued simultaneously. All of the options 
listed above are actually headings of more detailed 
sets of options. We explicitly did not explore options 
which would involve new tax and other financial 
arrangements with governments. The options listed are 
based on suggestions made by those we interviewed, 
initiatives and proposals in other jurisdictions and, 
of course, our own thoughts. 

On the whole, we would argue for a process of 
planned gradual change in the public policy stance 
towards warranties with frequent monitoring to ensure 
that expected net improvements in the marketplace are 
in fact occurring. 

Before embarking on an option by option dis-
cussion, we will provide our thoughts about the "change 
process" which evolved as consumers, businessmen and 
government officials shared with us their hopes, expec-
tations, and frustrations in seeking warranty system 
improvements. 

Making Changes  

The "interest group" diagram for consumer 
product warranties in Canada is actually considerably 
more complicated than that shown in Exhibit 2-1. 
Because of this, it is difficult to get consensus on 
the need for change, agreement on the method of change, 
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_ 
co-operation in the implementation of change. Further, 
the answers, to the-qtiestion who should take the.initia-
tive (e.g. level of government, business or government, 
etc.) .  vary - according to whom one addresses the ques- 
tion. We Conclude that as policy makers addréss  the 
options of who should be change agent and what that 
change agent do that: they would'be well-advised to 
consider the followin(j questions: 	 . 

1. Who is in the best position to effect 'meaningful 
change? 	 • 	 ' 

For examplé,,goVèrnment . IegislatiOn-  is ,more 
powerful in regulating the warranty promise than thé - 
delivery against that promise.. Téchnically knowledge-
able but company independent individuals are better , 

able to judge product performance disputeà -than 	• . 
legally trained specialists. Furthèr i -the, Registrar of 
Motor Vehicles in Ontario has far mOre direct clout 
over the automobile induètry than an official in the. . 
Department of Consumer and Commercial Relations. .In. 
general, as we have'disCoVered, a brand owner has far 
more at stake in a particular brand's post-sale 
performance than a distributor of several brànd names. 

2. What "benefite.can be expectèd from a particular . 
action and howfwill they be distributéd amongst the 
various intèrest groups? 

' In this respect, we maintain the following 
general principles apply: 

• . Benefits, éven economic Ones-, will, be, 
valued differently bY different' system_ 

• members ,. Economic benefits in particular 
are subject to a "What have you done for me 
lately?" phenomenon. • 

• 
. Psychic (non-economic) benefits tend to be 

. 	undervalued beCause they are not easy ,t0 
relate to' financial outlays.. 

. If duration-and/or extent . of change in 
benefits is not clear, system mémbers will 
tend to act as if no change has occurred. 
'Passing on bénefits, then - having-to 
Withdraw:them,' creates 	 among ' 
system members. 	 - 
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• Without compulsion  to  "pass through" 
benefits, benefit pass-through_ will be 
primarily based on the bargaining position 
of various system members. 

• As a benefit passes through a complex sys-
tem it is subject to a reduction factor. 
Either each system member takes "his share" 
and/or each passing through action has cost 
which is deducted from the benefit. 

3. What "costs" can be expected from this action and 
how will they be distributed amongst the various 
interest groups? 

Again, here are several general principles we 
believe apply: 

• Any action that increases fixed costs and/ 
or is a significant increase in variable 
costs will hurt small business relatively 
more than large business. This comment is 
particularly important in view of our find-
ings in Chapters Five and Nine concerning 
changes in industry structure due to in-
creased use of electronics, changes in 
retailing methods, costs of gathering and 
maintaining records, sales staff training, 
and parts inventories. The small business 
individual is in a bind if, on the one hand 
he must bear the fixed administrative costs 
of these systems, and on the other hand 
compete on,price with larger organizations 
who can sprèad their costs over greater 
volume. Therefore, any policy initiative 
that requires small business to incur 
greater fixed costs in order to improve 
warranty offerings (e.g. parts inven-
tories, information disclosure campaigns), 
will place him at a competitive disadvant-
age to larger, more financially able firms. 

• Any action that increases system costs 
will most likely shift those costs to the 
consumer if possible; and/or to the weakest 
system member, such as the small retailer 
or manufacturer. 
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Any action whose costs are uncertain will 
result in hedging practices by system 
members to protect themselves. Such 
hedging may be well in excess of the costs 
expected by the action initiator and in 
excess of the short-run costs incurred. 

,Costs are subject to a multiplier effect in 
complex systems. The main reason for this 
is information handling and other - 
administrative difficülties. 

Actual 'costs may never be measurable 	- 
becalise of differing accounting methods, 
administrative slack, market condition 
changes, and so on'-. 

4. Based on the balance between costs and benefits, 
who will support and who will oppose change? 

Rather than accept support and opposition as 
"givens" it is often possible to work with interest 
groups to gain and mobilize their support, or atleast 
diminish their opposition. For éxample, a recent major 
study in the United Statesl reported that one third' 
of consumers surveyed believed inadequate guarantees  or  
warranties worried consumers a great deal, and one 
quarter of the consumers reported at least one -occasion 
in the previous twelve months when they did not buy' a 
product.because the warranty or guarantee was judged as 
inadequate. This is in contrast_ with the perspective 
held by businessmen, where only three .per cent of 
senior managers surveyed believed inadequate guarantees 
.or .warrantes worried consumers 'a great - deal. 
Obviously, if this is the prevailing, belief of,,business 
people, then an argument for dramatic change in 
warranty practicè -- and résultant cost increases -- 
will be resisted until those - business people are first 
convinced there is a need for change. Similarly, as we 
have  pointed out particularly in Chapters Four and 
Nine, in order to improve consumer satisfaction, it is 
necessary to work with the realities of consumer 
information processing, purchasing, and usage behavior. 
To do otherwise is futile. 

In this regard, we suggest that this report 
and its acompanying appendix on the focus groups be. 
distributed to business executives, consumer, groups, 
media, etc. for, two reasons. First, it is a relatively 
simple, and inexpensive method to get comment, agree-
ment or disagreement, and elaboration on our findings 
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and opinions. Second, it can be used as a starting 
point in exploring change options in a dialogue 
fashion. 

Option 1: No Organized Change  

No organized change in public policy actions 
regarding warranties can actually be subdivided into 
two alternatives: 

• Do nothing--let the system participants 
each proceed on their own. 

• Work with existing legislation and 
dispute handling mechanisms. 

The first option is appealing if one values 
avoidance of further government intervention, if one 
believes in the merit of decentralization or the 
futility of provincial-federal co-operation, or if one 
believes that the system can resolve and is resolving 
warranty problems efficiently and in a timely manner. 
It is not appealing, however, if one believes the 
problem is important and unlikely to be resolved soon 
or well without some overall public policy co-ordinat-
ing effort and resource commitment. 

The second option refers to using existing 
law more. For example, it is our observation that the 
Combines Investigation Act, existing trade practices 
acts (especially sections regarding unconscionable 
practices), and sale of goods acts may be used more 
effectively than at présent to eliminate at least the 
more objectionable warranty practices. The difficulty 
with this option from the perspective of some public 
policy formulators is.the conservative tradition of 
"case law" that has beén built, particularly in the 
sale of goods act field. The courts are unlikely to 
move as far or as quickly as these public policy for-
mulators would like without more explicit legislative 
mandates. However, there remains much to be tested 
under "misleading and deceptive" representations and 
trade practices. 

A related part of this second option involves' 
using existing non-legal dispute handling mechanisms 
more. The complaint handling/mediating services of 
provincial and federal - governments, industry groups, 
media "action lines" and others all Can be allowed 
fuller rein to pursue objectionable, warranty promises 
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and inadequate delivery against promises. This "moral 
suasion" approach can be extremely effective  when (a) 
it is based on fact not suppositiOn, (b) the business , 
concerned is given - a relatiVely non-publiC opportunity' 
to deal with the problem before .the ,full power Of 
public  exposure is used, and (c) the complaint handler/' 
mediator acts in as fair and neutral a way as possible. 
Ali too often recently, these conditions have hot been 2 
the case. Many business people we talked with  
recounted instances Of unfair treatment - of business by 
such agenOies and indicated their belief that thé 	• 
result has been and would continue to be ,less, not more 
co-operation with such agencies:from business. One . 
option that deserves careful consideration,is a two-. 

 sided complaint handling mechanism:that gives the 
"defendant" more due procéss. As long as-some 
complaint handlers act on the basis. of ."guilty until 
proven innocent", the effectiveness Of'existing 
non-legal dispute bandling_mechanisms will never be ' 
realized. - If non-legal mechanisms are inéffective, we 
will then see a continued Pressure On , légal  mechanisms 
such as small claims courts to handle SuCh problems. . 
The disadvantages of this trend are many and Obvious. 

Option 2: Voluntary Change by Industry  

Voluntary changë by industry refers to-a 
variety of initiatives undertaken by-business without 
legal compulsion. Such changes. may be undertaken 
totally independently of public policy officials or as 
a result of government involvement. To the 'extent that 
there is government involvement, it would be primarily 
enCouragment/persuasion'and/or assistance/co-operation. 
The nature of the changes could include all , aspects of 
the warranty System from product design through to 
delivery against -  the warranty'promise 'In the service _ 
system. 

Our research led us to the conclusion that -
the "best" - companies are'jenlightened already on the 
warranty offer and delivery issues and have . changed and 
will continue to change without any government involve-
ment. However, such changes'are . often beyond the 
financial capability, knowledge, or system Power base , 
of the'small business.' In such situations, government 
involvement may be necesary. 

The starting point will be getting agreement. 
that there is a meaningfUl .  problem, one that individual - 
companies can and should deal with., We believe that 
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one approach would be to share with businessmen govern-
ment's understanding of the consumer expectations-
performance gap, the apparent sources of that gap, and 
the view that a variety of measures designed to shape 
reasonable expectations and to ensure reasonable 
performance can and should be undertaken. For example, 
government might approach this task by designing an 
information campaign aimed at business, not consumers, 
which outlines typical problems, their costs to 
business and consumers, and some sample methods of 
avoiding these problems. Throughout this report we 
have mentioned these warranty problems (e.g. lack of 
consumer knowledge how to operate the product), their 
causes (e.g. low consumer involvement at time of 
purchase in post-purchase issues), and solutions tried 
by some companies (e.g. visit few days later to 
instruct in use; owner's manual to read between car 
purchase and delivery). Such an information campaign 
either in print or in fact-to-face "seminars" with 
appropriate executives could be directed first at brand 
owners of consumer durables and later modified and 
expanded to other businesses. It would not only serve 
to encourage and assist industry voluntary change, but 
also would send another important message: public 
policy officials are attempting to deal constructively 
and flexibly with business-consumer issues. There is 
one major problem with this approach. Recommended 
solutions will only be accepted if there is agreement 
that a problem exists and if the individual businessman 
can be convinced he is better off financially to 
implement a voluntary change. However, from the 
business perspective, the relevant time frame is not 
independent of the firm's financial resources. Those 
firms which are relatively weak in financial resources, 
and this includes a great many small businesses, may 
not be willing to implement voluntary change unless 
they perceive a very  short  term payback. 

Secondly, public policy officials will find 
business far more receptive if public policy is aimed 
not only at making business more responsive and 
responsible, but also at making the consumer behave 
similarly. For example, industry efforts at dispute 
resolution will get far more attention, we believe, if 
government ensures that consumers must give these 
mechanisms a reasonable trial before going to "third 
party" mechanisms. Similarly, public policy that has 
the effect of allowing the consumer to purchase 
"risk-free" is only likely to result in a variety of 
business practices to ensure all consumers bear the 
financial risk of such a philosophy, not a constructive 
problem-solving approach to reducing unreasonable risk. 
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Thirdly, here is a brièf list of some of the  - 
initiatives business could voluntarily undertake to . 
reduce the expectations-performance, gap. . 

• More attention, clarification, and 
- communication of what a reasonable consumer 
.can and should expect for his/her money in'. - 
• terms of product performance and post-sale .  
obligations of the seller. For. example, if - 
the warranty ,  is not a reasonable basis on . 
which to'have produc -Ulongevity 
expectationè, what is? Further, if the 
manufacturer maintains trim parts for-two 
years and functional .parts , for ten years, 
why not say so? If 'parts are much more 
expensive, centrally warehoused, and take 
four weeks to get across the country, why - 
not say so at the tims'service is being ' 
discussed? Business should realize that 	• 
consumers,do have some reasonable, 
expectations, but that much of their' 
expectation set is' based either on lack of , 

good information from those in the best . 
position to provide it, or on information 
provided in advertising, designed to . get the 
sale, not to keep a. ,satisfied customer . 

Testing of the communicability of seller-. 
initiated information. All consumers are 
not- alike in their ability'to process 

› information so one "formula",is unlikely to' 
be ideal.  At the  -other extreme, expecting 
.each'seller, especially Small business, to 
do consumer research is naive., However, 
some organizations, particularly those that 
are large and vertically integrated have 
good, relatively inexpensive_opportünitieà., 
to enàure that their sales promotion, 	. 
warranty, owner's manual 	etc.communicates 	- 
what is intended. -  If changes are made' by 
such sellers.and,rewarded by:consumer 
patronage, Other competitors will.follow 

- suit. 	• 

• .Distinguish-more carefUlly between 	' 
"general":.information - to the buyer and 'very - 
"specifieinformation.. -SFor example,'until 
consumers change dramatically when taking 

- delivery of -,a new car,:it is inappropriate • 
at that time to discuss Warranty policy.' 
Similarly, consumers who think they know 
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how to operate a product based on previous 
experience will not read the owner's manual 
thoroughly if it begins by reinforcing this 
assumption with known information. 
Rather, such a manual might get more 
attention by focusing on the 'new" 
procedures that an experienced consumer may 
not know about. These of course are 
generalizations on our part based on our 
work and constitute empirical questions for 
the sellers involved. On the whole, 
however, one viable option is to improve 
the quality of the information offered to 
consumers rather than its quantity. 

. Engage more in marketing and less in 
selling. For example, it often appears 
that problems result when companies change 
behavior and attitude towards the customer 
once the sale is consummated. Service 
staff lack of courtesy frequently is the 
starting point of post-sale problems. 
Similarly, tests of the product could be 
based not only on laboratory inputs, but 
also on average consumer operating 
knowledge, usage patterns, etc. Finally, 
many firms seem to have lost sight of the 
inexperienced consumers' problems in making 
choices amongst complex expensive 
products. 

• Behave in accordance with the claim that 
the warranty is regarded as a marketing 
tool. In particular, if the competition's 
"promise" cannot be bettered without 
creating unrealistic expectations, then 
focus on differential advantage in "deli-
very" against that promise. In fact, 
should government choose to require some 
information disclosure in the warranty 
offer such as in the United States, then it 
would be possible to improve on this by 
disclosing one's "delivery" record. 

. Realize that most consumers are suspicious 
about post-sale service, especially by the 
selling dealer/retailer. No amount of 
breast-beating promotion will convince 
consumers that dealers are not "ripping 
someone off" and/or doesn't care about the 
consumer if instances of both are visible to 
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consumers. Industry would  have more 
Credibility if it engaged  in company7 
independent 'Monitoring of their service 
systems, the results were in some way visible, 
and  sanctions  visibly imposed - . In this way, 
subsequent public assertions by  sellers would 

. have some credibility. This sort -of within-
industry co-operation'should be allowed under 
the  Combines investigation Act and should be. ' 
explicitly_communicated to industry (jroups who 
may mistakenly fear proSecution,for illegal 
'conspiracy. Done properly, this cooperation 
. should not result in any undue lessening of 
competition and certainly: should, be in the 
public 'interest and the interest of economic 
efficiency'. 	 , 

. The same comments as immediately preceding - thib 
section could apply to•changes in information 
gathering, -  dispute  handling mechanisms, ' 
advertising "information" campaigns,,etc. that 
are undertaken on an indUstry-wide basis._ 

Better prôcedures to identify and deal with 
consümer problems with product-  performance 
resulting in economic loss. - Many firms have- 	- 
made notable progress in detecting levelS  of 
consumer satisfaction. 	Such efforts must  not 
be deterred by requiring' such information as . 
evidence in legal Proceedings. Similarly, some ' 
other .efforts are notable : such as:.assisting 
consumers in record-  keeping (which  as  was • 
'pointed out in Chapter Four they do hot do well 
usually), in getting access to.decision-making 
personnel In the.event 'of a .problem, and such 
as .ïncreasing the speed of response to a 
Consumer with:a problem. This effort can be 
continued and embraced by more sellers. 
Bimilarly, while,some-products,have -  been 
designed with serviceability in mind, this too • 
oftèn is not-the case. 	 • 	, ' 

.'Provide  more options as to  the  Post-purchase 
relationship of buyerseller., : . 'Service • . 
contracts, discusSed in Chapter Eightre an 
example of this approach. 
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In addition to the efforts of public policy 
officials to acquaint business with the nature and 
magnitude of consumer problems post-sale and some 
solutions as mentioned previously, government could 
meaningfully encourage and assist industry voluntary 
change in the following ways: 

• Assist industry to get customer product and 
service expectations to a reasonable point 
by government-business co-operative infor-
mation gathering and disseminating of 
product/service experience in terms of 
reliability, costs, speed of service, and 
product longevity. Perhaps the least 
threatening way to begin this process would 
be by collecting and publicizing economic 
life costs by product category (not brand) 
of major purchase items (e.g. over $500) 
for say five years at a specified amount of 
usage (e.g. 100,000 km). Costs would 
include purchase price, operating costs, 
maintenance etc. as we outlined briefly in 
Chapter Three. The impact of both the 
content of such a campaign and  Its  manner 
of presentation should of course be tested 
to determine future directions. 

. Assist industry in improving service per-
formance by ensuring a continuing stream of 
qualified technical service personnel as 
discussed in Chapter Eight. This can be 
done through existing educational institu-
tions or apprenticeship programs. 

. If particularly concerned about product 
longevity, develop a Canadian data base and 
share it with industry. 

. Assist business in dealing with responsible 
third-party groups. This can be done in 
two ways. First, do not encourage develop-
ment via funds provision, etc. of groups 
that do not meaningfully contribute to the 
overall problem identification and dispute 
handling system. Second, provide responsi-
ble groups with appropriate system informa-
tion to ensure they deal with important and 
controllable shortcomings in business 
performance. 
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Option 3: Government Required 
Information Disclosure 

As discussed in , Chapter Eleven, both the 
United States (Magnuson-Moss) and several provinces 
(e.g. Saskatchewan, Consumer Product Warranties Act, 
Section 17(2)) have opted for required information 
disclosure by the seller to the,buyer. _There are 
several possible ways to - approach this notion: , 

1. Timing of disclosure 	, 

• pre-sale 
• during consummation of sale 
• whenever consumer 'reads product 

literature. - 

2. Disclosure about what information 

. implied rights 
express rights and obligations , 
the seller's promise in total 

• the seller's'delivery against 	, 
that promise 

• the process of .obtaining rights or • 
. launching complaints 
• financial responsibilit,ies for - 

economic loss, 
• reasonable product performance, 

expectations 
. the warrantor (name, address, etc.) 
• the advisability of enquiring about. ,  . 

warranty pre-sale. 

3. Extent of disclosure. 

. total 
• partial 

4. Method of disclosure 

• in.writing - in the product literature,. 
• promotion - 

, - in the express warranty - . 
,- separately 

. yerbally 	 • 

. imposed on the consumer 	 - 
• available on request by  the consumer  

• 
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5. Method of communication 

• disclosure made 
• disclosure made and agsurance of 

understanding obtained. 

6. Extent of standardization - of approach 

• one format imposed on warrantor 
• flexible formats may be negotiated. 

Because of the many combinations of options 
possible, we have chosen to make some comments about 
information disclosure in general and then to say a few 
words about specific approaches. 

On the whole, our research indicates that 
consumers do want access to warranty information 
pre-sale (see Chapter Four). However, there was little 
support for imposing such information on the consumer 
as opposed to simply making it available for those who 
were interested. Further, our focus group research 
indicated quite clearly that consumers are not so much 
interested in changing the "promise" and its format as 
they are about increasing the quality of the delivery 
against that warranty promise. Accordingly, efforts to 
change the promise or its communication without corres-
ponding efforts to improve delivery will have, as its 
most likely outcome, an increase in consumer dissatis-
faction. 

We also know from our own research and exten-
sive work by others, some of which is quoted in Chapter 
Nine, that consumers process information sequentially, 
on an as-needed basis. Requiring disclosure of infor-
mation at a time that the consumer does not believe it 
relevant may therefore not only be ineffective, but 
even dysfunctional if more appropriate times are 
accordingly missed. Therefore, the choice of when to 
require disclosure is very much inter-related with what 
information will be required, and when the consumer 
wants that information. 

All consumers are not alike in their informa-
tion processing behavior. A combination of availabil-
ity of detailed information for those interested with 
disclosure of general information to all pre-sale is 
likely preferable to required disclosure pre-sale of 
details to all. (For support of this notion, see the 
section on low and high involvement information search 
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in Chapter Nine). Consumer' demand for information 
pre-sale may bè affected by  an extensive consumer ' 
education campaign (Option 4), but this' will take time 
and occur slowlY. On the whole, demand for'disclosure 
will be highest among consumers engaged in making major-
purchases where they'fperceive (a). the risk of economic 
loss is high, or (b) the . risk of economic loss is 
virtually unknown, and/or (c) the ektent of possible 
economic loss is high and the question of who will bear 
that loss unanswered. In general, consumers currently 
want information available when product  performance 
problems arise--that is, Post-sale. This argues for at 
minimum, disclosure of relevant' information inthe 
literature accoMpanying thé product. Further, because - 
consumers are very negligent in keeping product records 
and literature (Chapter Four), required availability of 
such Information àt the seller's place of business is 
also worth Serious consideration. 	 ' 

Requiring total disclosureof information is 
not, in our  opinion, a.good option for two reasons. 
First, it removes the possibility for some companies to 
compete on this dimension of marketing activity. 
Second, and related to the first reason, this approach - 
is basèd on the presumption that policy makers have 	' 
sufficient knowledge and ability to require extensive -
technical information disclosure in mass market ' 
situations. 'We believe the alternative of partial, 
indeed "core" disclosure 'of facts with latitude :for ' 
additional information is ptèferable. 

The same argument as in the preceding 	- 
paragraph may be applied to the format of warranty 
presentation& It is one thing to say what Information 
must be available or communicated; it jA3 another to 	' 
specify exactly how. 

If mandatory disclosure were required, we 
favour that disclosure be made in writing and in a way 
that the consumer has his own copy. Requiring the 
salesman to cOver the tOPic in his sales pitch is not 
really controllable and thus not sufficient. 

We also point to the choice between informing 
the consumer and informing plus ensuring understanding. 
For example, it is conceivable that warrantors be 
required, on request, to demonstrate that their efforts 
at communication are being properly understood by their 
customers, much the same as requiring an advertiser, on 
request, to substantiate his advertising claims.  This 
could be done via conventional research, or in the 
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extreme, by embodying some form of "release form" ("I 
have red the warranty, discussed it, and understand 
it", signed ...) into the contract of sale. Such an 
approach is likely to encounter both consumer and 
business resistance as adding consumer costs 
disproportionate to consumer benefits. 

The strongest and most expensive way to 
approach information disclosure is to require warranty 
registration with a governmental group. This group 
could withhold registration if, in their opinion, the 
extent of information, language, format, etc. did not 
meet the standards set by the group. Such standards 
presumably would be set and modified by periodic field 
research with consumers. Without a registration, the 
company would be unable to sell its product, or some 
form of unusual relief to aggrieved consumers (such as 
product replacement) could be stipulated. Such a 
program could be phased in by industry, or product 
category, or model year. Clearly, it would be the 
option most distressing to business because it places a 
great deal of power in a bureaucratic group. There-
fore, the benefits and costs of such an option should 
be very carefully delineated, considered and discussed 
relative to other choices before adoption as a 
preferred choice. 

The most difficult issue in this set of 
disclosure options is the question of disclosure about 
what. Most everyone we talked with agreed that con-
sumers have a right to such basic information as the 
warrantor's name and address, how to process a warranty 
claim, and who makes decisions about allocation of 
economic loss. AgainWe point to the Saskatchewan Act, 
Section 17(2), with the exception of (f), as an example 
of such an approach. Beyond that, there is divided 
opinion. It is important to note, however, that such 
information should be available even if no express 
warranty is offered. Therefore, requiring it to be 
included in the express warranty is not necessarily the 
best approach in thosesituations of "marginal" sellers 
running on the edge of the law, because the presence of 
such information would tend to lull consumers into a 
false sense of security. 

Obviously, the extent of uniformity across 
provincial jurisdictions will have a great bearing on 
the extent of business co-operation and opposition to 
any informational requirements. This question of 
uniformity will be discussed further under Option Six. 
It is, however, pertinent to raise it here in the 
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context of requiring warrantors to:inciude in their - 
information a description or explanation of implied/ , 
statutory rights. -  For exaMple, one possibility - would 
be tO insist that a warrantor could  not offeran.:- 	- 
express  warranty without at the:same tiMe deScribing 
how that express warranty related to the rights- a: - 
consumer had already under'law.: .Thip . could have ,two 
potential advantageà and twoHpotentiai'disadvantàges. - 
The advantages,are as f011ows: (a) the warrantor-Must 	• 
darefullY think through his "offernin the context of 
statutory warranty rightsland thUS, hopefully-at 
his offer wi ll  be more meaningful to the consumer and 
(b)the warrantor thus takes•On the responsibility -of ' • 
conVeying legal- rights information.to - cdnsumersi a tas 
at which governments have not been particularly adept. 
The disadvantages are that: (a) this educational •- 
campaign might have done poorly, resulting in  consumer 
confusion, Or that (b)  express  warranties,- as à conse-
quence, become less common. As to the latter concern, 
we do not .believe express warrantieà'Will disappear ›. 
provided governments do - not make them totally meaning- • 
less or . excessively burdensome tooffer. Rather, if-
public policy' officials clearly position express 
warranties as a way in which àn individual warrantor' 	- 
can explain his offer and delivery in,the context.•of 
general law, then it remains-in the ,interest of the 
warrantor to continue:with express statements . . On the 
contrary, if implied rights vary materially by pro , 

 vince, or express statements-aré regulated differently,_ 
the likelihood:of business and governMent working '• 
together is very-much decreased .. 

-Certainly the question of ,reqùired disclosure 
could he discussed at greater length.. For example, we 
could,go further into the matter of what information is -
more appropriatŒpre-sale (e.g.  S: the  warranty. port-
able, such  as  the .problem referenced in Chapter Five, 
Exhibit 1) or.poSt-pale--(e.g., who doeà one talk to with 
a warranty questioh). Tn general, we think the evi-
dence supports a limited informational -disclosure- . 
aPproach pre7 sale-and_More extensive disclosure 	. 
post-sale. At this  point in time, the evidence from 
the U.S. experiment with information disclosure under • 	; 
theiMagnuson-Moss Act is inconclùsive, Nonetheless', 
the approach is probably preferable first to more 	- 	 • 
drastic  public  policy initiatives. 
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Option 4: Government Sponsored Consumer Education  

As business executives and public policy 
officials all have discovered, consumer education is 
not the panacea once thought. Chapter Nine elaborates 
on why this is so. Further, as pointed out in Chapter 
Six, marketers have had considerable difficulty in 
instructing consumers in correct product usage. 
Instructing them in legal matters is bound to be even 
more difficult. However, we also uncovered evidence 
that consumers do understand that variations in usage, 
user characteristics, etc. have an important effect 
on product longevity and reliability and hence overall 
economic life cost (Chapter Four). There are, there-
fore, reasonable starting points in warranty educa-
tional efforts. 

The purposes of any educational effort may be 
quite varied: 

1. to induce business change by encouraging 
consumers to ask for warranty information 
pre-sale or by discouraging consumers 
from purchasing in situations where the 
seller is unable or unwilling to provide 
such information. 

2. to  prépare  consumers to deal better with 
business reality by instructing them in 
what to look for and what to avoid in 
warranty offers. 

3. to convey information to consumers about 
their legal rights and the variety of 
methods to ensure such rights are 
obtained. 

4. to affect consumer expectations regarding 
product performance, economic life cost, 
and/or post-sale relationships with 
warrantors. 

Each of these objectives is ambitious and 
must be considered in light of our findings in Chapter 
Four: 

. consumers don't know the difference 
between warranties and guarantees. 

consumers don't know about express or 
implied warranty rights. 
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• .consumers don't know about the dispute 
hanàling processes etc. 

and most important, 

. consumers don't much care until they' . 
_individually have. a problem resulting in 

	

:economic LDSS. 	 . 

• 

We believe-  any .educational-çampaign  must  be 
extensive, long-lasting and thusi,„ expensive.. Further, 
its objectives must be foçused and capable' of being . 
delivered in a. general fashion to an audience in a'• - 
low-involvement state. This is,a difficult task.- 
Perhaps the best place to Start WOuld be purpose.number 
four above, leaving the, other objectives to  be accom-
plished later or in conjunètion with other.initiatives 
inyolving business particiPation. 

The above discussion is concerned with mass . 
 communication. There:also is the option of dealing 

with a smaller target audience, opinion leaders/ 
 influencers. For examplé,.a provincial-government 

might prepare . a communications package about the 
warranty system to be sent-to teachers, consumer 
organizations, consumer columnists , . etc. for.use in 
their activities. This two7stage .communications. 
appoach frequently.  is. very successful When the 	. I 
objective . is  to  change deep7seated attitudes or 
behavioral patterns. - 

	

. 	. 

, 
Option 5: dovernment-operated  Dispute  

Handling.Mechanisms  

Comments  have  been made previously, under 
Options 1 . and,2.especially, about dispute handling- - 
mechanisms. In this.section, thelocus is on govern-- 
ment operated or funded mechanisms as Oppbsed to 
government-independent, groups. Nonetheless, many of 
the comments made in,the last paragraph of the Option 2 
section are equally applicable to processes in 	' 
government groups. 

,Dispute-handling' gechanisms are concerned 
with rèacting to problemS that have already occurred. 
Information disclosure or-educational efforts .à.e more 
concerned With preventing problems. . Dispute-handling 
mechanisms may be:legal or non-legal, binding or'hot on 
the parties., The disputes.dealt with may include: 
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• meaning of the warranty offer expressly 
given. 

• interpretation of the warrantor's obliga-
tions in a particular situation. 

• extent to which the"delivery" against the 
offer matched the warranty "promise". 

existence and character of the remedy 
appropriate in an economic loss situation. 

As is immediately obvious from the above, these dis-
putes can be quite technical either in the sense of 
product technology or in the sense of legal "technol-
ogy". Frequently, experts skilled in one field (such 
as judges) are hard-pressed to deal with the other 
field. Because of this, there is an obvious need for a 
variety of mechanisms. 

Further, according to pur findings, the key 
area not being well-handled currently is disputes about 
the adequacy of business performance against after-sale 
obligations (see Chapter Ten for problem listing). We 
believe this is so because conventional dispute mechan-
isms such as small claims courts or consumer affairs 
departments are not sufficiently knowledgeable to make 
good judgments in such disputes. Unquestionably, 
industry people are in the best position to deal with 
this problem, if they can be used in a company-inde-
pendent fashion. Accordingly, one option worthy of 
consideration by public policy officials is government 
funding and co-ordination of industry expert panels to 
judge warranty disputes. Such panels would have to be 
rotated, locally available, and provide early decisions 
to be attractive to both business and consumers. Fur-
ther, judgments must have an avenue of appeal, parti-
cularly if legal procedures are not adequately fol-
lowed. To add to credibility, perhaps a representative 
of the public might be placed on each panel. It is 
quite possible that even if these conditions are met, 
such panels might not meet with high consumer accep-
tance because of a preference to move directly bp other 
existing mechanisms such as small claims courts. The 
area of consumer preference in this matter is one that 
should be researched well before another level of 
dispute handling mechanism is institutionalized. 

There is a need for early consideration of 
small claims procedures ($ limit, speed of access, need 
to appear, etc.). This legal mechanism and others like 
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it are matters of broader concern than just warranty 
problem-solving. It is a chicken-and-egg question as 
to whether more demand for access to the courts is a 
cause or an effect of our legal judicial system. If 
consumer expectations about the marketplace are not 
lowered or business performance raised, or both, 
inevitably there will be continued pressure on all of 
government's dispute handling mechanisms. Therefore, 
any moves to make these organizations more efficient or 
more available will be useful. 

Option 6: Legislative Change in Warranty Rights  
and Obligations  

The topic of legislative change in warranty 
rights and obligatons is a complex one because it 
embraces so many issues, many of which are unfamiliar 
to most citizens. We have organized discussion of this 
topic under the following headings: 

1. Detailed list of options. 

2. Who has rights and obligations for what 
transactions. 

3. Period of rights and obligations 
("coverage"). 

4. Minimum rights ("implied warranty"). 

5. Relationship of implied to express 
warranty. 

6. Legislative draftsmanship. 

7. Legislative uniformity. 

1. Detailed List of options -  • 

.As a way of portraying.the  options;  we have 
chosen to diagram several choices under several 
different headings. A detailed discussion follows in 
subsequent sections. 

type of loss covered: 
• direct economic loss 
. consequential economic loss, including 

property damage 
• personal injury costs. 
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rights available: 
• to purchaser only 
• to person given product as gift 
• to subsequent purchaser. 

obligations rest on one or more of: 
• final seller 
• brand owner 
• organization with most financial resources 
• source of economic loss 
• organization that could but did not solve 

the problem, once discovered. 

application to: 
. new products ) with or without 
• used products ) $ threshold 
• services - on products and/or pure. 

determination of obligations: 
• with regard to fault or negligence 
. no fault ("strict liability"). 

period of rights and obligations: 
. specified in law 	early use 

- specific rules 
later economic life 

. not specified in law. 	 • 

ability to disclaim minimum obligations: 
. yes 
. no 

plaintiff: 
. individual-  with rights only 
. government as well ("substitute actions"). 

express warranty role:, 
• additional to rights and obligations in 

law 
. clarification of rights and obligations in 

law 
• no appropriateness 

types of rules regarding rights and obligations: 
. per se in statutes 
. administrative rule-making authority 
• flexibility in interpretation by courts. 

jurisdictional similarities: 
• uniform code 
• each jurisdiction on its own. 
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2. Who has rights and obligations for what  
transactions -  

As ,  is,well-known, ,the over-riding principle 
of traditional'warranty-law, and other aspects of sale 
of goods, has been privity  of  - contract, This principle 
has been eroded dramatically in tort law' and all  

indications are that it - is no longer appropriate in 
economic loss (warranty)-law as well. HoWever, if - 
firms and individuals-  not in privity of contract-have 	• 
obligations and rights, the question arises as - to who , 
exactly is involved in any particular dispute.. The 	. 
trend in product liability law regarding obligations 	- 
has been to strict liability for the organization with . •  

the most financial resources, and hence presumably, the 	: 
greatest degree of'control over the problem and least 
hardship in compensating for injuries. The trend has 
resulted in what many businessmen view as excessive 
financial settlements, a booming product liability 	• 
insurance business, and .of course increased costs that . 
all consumers -must,share. An alternative to this  in  
warranty law would be to place responsibility primarily 
on the firm that - feels it - has the.most at stake anyway: 
the brand owner. This brand owner may or may not be  a..'  

manufacturer. AlternatiVely, one might place the onus ,  
on the firm that was responsible for the problem. - 
This, as discussed in Chapters Six, Seven and Eight, is 
easier said than done, especially in such complex , 
product categories as automobiles. Similarily, the 
option of placing responsibility on an "accomplice" 
-- an organization that was aware of the loss poten-
tially or actually, but.did not takè possible steps to 
solve the problem.-- is also practically difficult. 	" 
Perhaps the best approach is a combination of obliga-
tions. For example, 'the brand owner may be responsible' 
for such rights As "merchantability" while the final 
seller responsible for "sale by descriptions", etc. 
This could be somewhat complicated in situations where 
the final seller's' actions or lack thereof impact on ' 
the brand owner's delivery against these rights -- and 

' vice versa. On the whole, however, those we ihter-
viewed supported the notion that individuals and 
organizations should be held acountable only for 
situations over which they have substantial control. 
In this-regard, brand owners are usually most in, 
control because they have the most at stake. 

	

It is important to consider what obligations 	- 
the buyer has as well as the seller or other organiza- 
tion in the distribution network. One alternative is 	' 
to protect-the buyer, even from himself.' -Another is, to 
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expect the buyer to exercise reasonable care in his 
purchase choice, usage, and maintenance of a product. 
Further to this second alternative, both consumers and 
businessmen supported the notion that the buyer has 
obligations, dependent upon price paid, age of goods 
and other circumstances of the sale; upon usage 
behavior and maintenance and service; and upon the 
seller's attempts to inform the buyer of product 
expectations, usage, maintenance, parts availability, 
etc. Following this reasoning, the rights of a buyer 
would be balanced against the extent to which he acted 
responsibly. 

As to rights, clearly a limitation to the 
buyer alone is unrealistic in today's marketplace. 
Rights should be extended to receivers of gifts. A 
somewhat more difficult choice involves whether or not 
a subsequent purchaser should be entitled to rights 
during the same period that the original purchaser 
would have right. Consumers support this idea, but 
businessmen have a concern about the administrative 
difficulties in keeping track of who has rights in 
second-purchaser situations. However, if the focus of 
rights relates to the product, logic leads to the 
conclusion that transferability should be permitted. 

The question of rights about what is also 
contentious. One approach is to say new product only, 
perhaps as in the U.S., only those new products above 
a minimum dollar threshold (selling price). Alterna-
tively, the law might embrace used products -- an 
approach Quebec has attempted and found very conten- 
tious. The difficulty of course is again the matter of 
who is reponsibile for'what as opposed to who can 
control what. Consumer expectations for used products 
are not the same as new products, but on the other 
hand, some warranty protection is desired and expected. 
Finally, services may be covered by the law, either 
services on products (e.g. repair of a product) or pure 
services (e.g. personal services such as hair styling). 
We see no serious difficulties in including services, 
except for the problem of determining "adequate per-
formance" in matters of taste. 

3. Period of rights and obligations -  

Periodically, the question arises as to 
whether the law should impose a period of coverage on 
warranty rights and obligations. Usually, this notion 
is associated with lengthening the period provided for 
in sellers' express warranties on the basis that such 
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periods are too short. On the.whole, both consumerb, 
(Chapter Four) and businessmen  (Chapter Six) do not 

 want government to do this. The reason given by both 
is the cost that all consumers will bear to do thiS. 
Added to this  argument  is the complex set of influences 
that determine reliability in later "product life ' H 

•(recall Chapter Six) - and 'thus .the technical difficulty 
in deciding just what thé period of coverage. ought to 
be for each pràduct category. Another -option woilld be 
to'focus the period of ,rights and obligations on-the': 
"period of early use". This perfod would not,need.‘be 
specified - in law exactly, but rather would be phrased' 
as being-long enough to ensure-that reliability Was  H ,  
delivered and flexible enough - to:cover - situations ,(SuCh 
as air conditioning in cars) where use-is not tied'to 
calendar time from purchase, but climate. 'FolloWing 
this approach, it would be. uP to the warrantor to 
decide what the specific period of early use is - -+ a 

 practice not much different from  express  warranties of 
one year, 90 days, etc., noW. However, the law cduld 
strengthen this provision by: 

• providing that if the warrantbr does not 
• state a period of early:use, the court (or 

a dispute handling  panel)  will decide 
- based on industry practice. 	' 

• enabling the bliyer to challenge the period 
.of.early use based oh,cirçumatanceè,, 	• 
:industry practice, etc.., - hearing in mind 
any  attempts by the seller to communicate . 

 his reasoning to the buyer, 

4. _ Minimum  rights.-  

Minimum rights refers to the rights a buyer 
..las in all transactions, ,  regardless bf.Whether ôr-not. 
the seller offers such rights at  the  time  of sale. 
These statutorY rights'are ususally referred to as . 

 implied'rights. In the Ontario  Law Reform  Commission ' 
: Report,2 these minimum_implied rightè were - 	• 
summarized as follows: the:buyer "should be entitled 
to receive goods,the . condition  of  which  corresponds  to 
the expectations Of a reasonable buyer". It is 	: 
difficult to argue with this statement. conceptually. . 

However, as-pointed out throughout this  report,  the*, 
statement iS fraught With praCtical:Problems  in its 
implementation. On the whole,:those we talked to -who 
,knew any substantial amount  about  implied warranty 

. rights focused thèir concern on understanding what 
"merchantability" and "fitness for,,purPose" really 
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meant. Adding new termS such as "consumer 
acceptability" did not appear to deal with this » 
concern. We see no need to discuss changes in 
traditional warranty rights of title, freedom from 
encumbrance, quiet'possession, sale by description, and 
sale by sample -- except to say that the communicabil-
ity of what these rights mean tip - lay people couldqDe 
markedly improved. 

The initiatives in Saskatchewan, New Bruns-
wick and other provinces on imrilied rights can be 
crudely classified as expansion and perhaps clarifica-
tion of "merchantability" plus an additional right to 
longevity via spare parts and servicing facilities. 
These efforts are well intended and would be more 
widely supported, we believe, by business and consumers 
had they been implemented somewhat differently. First, 
rather than creating the impression that the government 
and judiciary would be dictating reliability and longe-
vity standards to business, it would have been possible 
to follow the approach suggested above under "early 
use" to say to business "Look, you do something and if 
it's not appropriate then we reserve the right to step 
in". Second, had government said more clearly that one 
rationale for requiring spare parts and servicing 
facilities was to prevent "knock-off" competition from 
abroad, not to change dramatically good domestic 
practices, then again more support would likely come 
from business. Third, many businessmen believe that 
there will be unintended economic  conséquences  where 
legislation does not allow for any form of disclaimer 
for consequential damages. Where a consumer risk is 
pooled and the individual consumer perceives that 
he/she is in a "no risk" or "free good" situation, 
expectations about and demands on the system will 
result in system average costs being pushed to an 
unrealistically high level. We see merit in this 
perspective and it is an area where government should 
give careful attention to analysis of effects and/or 
draftsmanship. Finally, when open-ended standards are 
legislated, it would be wise to be more careful in 
describing the process and people who will interpret 
and enforce those standards to instill greater confi-
dence into business and consumers about the meaningful 
nature of the effort. Clearly, the implied right on 
merchantability needs reworking and thus the choice is 
not whether to do it but how to do it. 

The right to third-party dispute arbitration 
might also be considered as a minimum right. This 
would be an interim step between unilateral judgment by 
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the warrantor, and going to the court systeM. For 	- • 
example, this mighÈ requirelthe warrantor to partici-
pate-in, if not establish, a company-independent 
dispute handling 'group for all economic losS claimS 
above a stipulated threshold dollar . aMount (or pro-. 
portion of purchase, price). This mechanism should only , 
be available to the Consumer if he had made a previous 
effortto resolve the.problem directly with the respon . 

 sible Party,  and, the  judgment of this mechanism should- 
be appealable to  the courts by  the consumer or the . 
business organization. 

Another minimum right that might be-directly: . 
incorporated into warranty.law-iSthé right.',to truth-
fui, non-misléading warranty.  promises. Based on 
Combines Law. (recall'discussion Chapter . Eleven),this - 
section would embrace all •forms of 'warranty représenta7 . 

 tions. The' employer of the•spokesperSon or the funder 
of the spokesperSon couldi be.responsible in cases of 
oral representations;  and written representations ;coed 
be required to include the identity 'of - the warrantor.. 
This particular section could be used tà advantage in:% 
situations where the delivery, did not match the 
promise: if not, then the promise was misleading or 
false. 

We suggest elso .  that consideration be giVen ' - 
to-empowering government to launCh substitute actions 	; 
in instances where minimum rights . are not being 	, 
observed (especially  in cases of systematic - economic . 
loss), yet individual consumers do not find the 
dispute/claim..process,worth'pursuLng. • A model-inthis 
regard•might be B.C.'s trade. pi-actice legislation. 	. 

5. Relationship of implied to  express  'warranty - 	. 

The'relationship; between .implied  and express . 
rights and obligations has . been complicated reCently,by, 
two Public policy  initiatives : tarprohibition of . 
disclaimers to implied rights and obligations, prev-. 
iously frequently found'ln express warranties  and (b) 
the . apparent extension  of, implied rightS beyond those 	: 
offered in express statements. The combination of  
these two developments has prompted several -Of those 'we . 
interviewed to, question whether- express .warranties have 	' 
any role at all any more'. One option is siMply to do . 
away with them and require informatiOn such as implied . .• 
rights, address of warrantor or - agentï ètc.,,to' be ' 
disclosed to the consumer in the product litèratùre 
(recall  discussion of Option 3). We 'would argue that; 
while  simple,  this is.not a preferable option if the . 
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express warranty can and does get used to make explicit 
what general implied rights mean to the buyer and 
seller in those specific circumstances. We think there 
is reasonable acceptance, with the exception of 
consequential damages, of the prohibition of disclaim-
ers and strong opposition to lengthening the period of 
coverage (recall discussion above in 3). 

By treating all representations as to product 
performance, service, etc., as express warranties, this 
requires the selling organizations to be much more 
careful in their sales approach. An additional option 
would be to have a close look at service contracts and 
decide whether these should be treated separately (as 
insurance contracts) or as part of the product offer 
(as express warranties). We do •not see this as a 
particularly attractive option to pursue at the time in 
that the consumer data in Chapter Four suggests that 
many consumers prefer to maintain the option of accept-
ing or rejecting risk pooling at a time in product 
life, where amount, manner and/or style of usage are 
factors which affect the risk of performance failure. 

Further discussion of express warranties in 
particular has appeared in discussion of earlier 
options. 

6. Legislative draftsManship -  

Throughout the - report we've referenced the 
difficulties vaguely phrased ecànomic regulation law 
can create. Those who have followed anti-trust law 
since its incePtion in North America in 1889 know that 
vague rules increase légal  costs due to protracted 
court battles and increase system costs as participants 
hedge against the uncertainty of bearing costs. At the 
same time, "per se" rules of great specificity are 
seldom desirable due tà the changing and varied charac-
teristics of business practice. General, albeit vague 
rules provide flexibility in interpretation and thus 
stand the test of time,far better. We believe that 
this is precisely the same in Warranty re;gulation, and 
further, that there is no easy solution. Drafting good 
law is far more difficult than most people realize. 

We do suggest consideration be given to 
greater efforts in communicating the intent of law. 
Plain language legislation is wonderful whenever 
feasible. HoWever, more commonly we think a detailed 
"statement of ,intent" in laymen's language should be a 
necessary component of any economic regulation legisla- 
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tion. Such a statement-would explain legal terminology 
to laymen and guide judicial interpretation'in the 
inevitable "grey" areas embodied in economic law. 
Such a statement can even be pretested‘for communicabi-
lity before wide-scale promulgation. Further, we would 
argue that if such a statement could not be prepared, 
the law is not ready for passage. It strikes us as 
ironic that the lawmakers can pass a law requiring 
business to commùnicate better their warranty offers,. - 
yet that law is barely Comprehensible except to -the 
legal specialist. 	. 

We suggest also that consideration -  be given 
to consolidating warranty .law into one piece of legis-
lation -- a task that will encourage updating, language 
simplification, and more careful draftmanship at the 
same time. 

Neither consumers nor executives understand 
or have a clear > single meaning associated with the 
word "durability". We suggest consideration be given 
to avoiding the word in warranty law. 

Most consumers do not know ,  the difference or 
similarity between the words warranty and guarantee. 
Consideration ought to be giVen to either banning the 
word guarantee or treating it appropriately in law. 

7. Legislative uniformity -  

' Time and again, as mentioned throughout the 
report, the  business  executives we interviewed strongly 
asserted that uniformity in warranty legislation (as 
well as other economic legislation) was highly func-
tional. The alternative is to see more "disclaimers" 
in express warranties along the .lines of,"Provincial 
law may differ. Check with your'local Consumer Affairs 
Office." We believe, as do executives and consumers, 
that such a situation serves no one well'. We see two 
possible approaches to obtaining greater uniformity in-
warranty law. The first option is joint draftsmanship 
of,critical sections (such as minimum rights) by 	, 
rePresentatives of the provinces. The fact that this 
report was commissioned by a Federal-Provincial Task 
Force is encouragement that this option is .  viable. A 
related but somewhat -different approach involves 
development of a "model statute". This approach' has 
been used in the past, notably the Uniform  Commercial 

 Càde and the Printer'S", Ink statute in the United 
States.  Such  a statute could be developed by a task 
force'composed of provincial representatives and then 
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offered to all jurisdictions as an appropriate, 
rationalized solution to some aspects of the warranty 
problem. This model code would be for provincial 
adoption although those more skilled in constitutional 
affairs than us might decide it worthwhile and possible 
to consider federal law as well. The one note of 
caution we feel obliged to sound is that such a code 
must not only be produced, it must be sold to each 
jurisdictional government as being appropriate, ben-
eficial, and not as an attempted infringement on pro- 
vincial autonomy or negative comment on provincial 
law-making competence. We believe, based on our 
research, that this approach should be examined very 
seriously by public policy officials as the way in 
which to implement changes in legislative warranty 
rights and obligations. 

Option 7: Direct Government Specification of Product  
Characteristics and Performance  

In the view of many we interviewd, it is a 
very small step from enabling legislation that appears, 
at least, to give power to the judiciary to determine 
reasonable product characteristics and performance to 
directly specifying those characteristics in legisla-
tion or administrative rule-making. This option is 
certainly contentious as most everyone seems to recog-
nize. In what follows, we have attempted to capture 
some of the advantages and disadvantages that seem to 
be associated with such a public policy intiative if it 
were substantially embraced beyond the already existing 
use of it. 

1. Advantages  

This approach reduces the burden on consumers 
Of making product choices by reducing the likelihood 
and cost of bad choices. It does not require active 
consumer information search and processing, but rather 
proceeds on the basis  that  the consumer will be pro-
tected in spite of himself. Brand competition would be 
still possible, but on other less basic functional 
characteristics. The legal requirements also could be 
regarded as the minimum rather than the maximum perfor-
mance features. Finally, in the shortrun at least, 
such standards would reduce resource waste by ensuring 
that products lasted longer, broke down less often, and 
in some cases, were safer for the consuming public. 
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2. Disadvantages  

Stipulation of explicit standards for many 
products will be an administrative nightmare unless the 
standards are set exceedingly low or the penalties for 
non-obervance exceedingly high. There is an unfortu-
nat tendency for minimum standards, if set relatively 
high, to become the average, even the maximum for most. 
This would be contrary to public policy intention. 
Administrative complications also arise because this 
approach could well ignore those factors beyond the 
brand owner's control which have a substantial impact 
on product longevity and reliability (recall Chapter 6 
especially). Thus, costs could well rise well beyond 
the incremental benefits obtained. Also, such costs 
fall most heavily,  on small business. 

Further, such an approach, especially if 
incomplete, may well lull the consumer into a false 
sense of security. Consumers may believe that they are 
more protected than in fact they are and thus behave in -
ways that in net effect, leds to a worsening of 
consumer welfare. 

Second-order effects may also occur. For 
example, technology may change at a rate greater than 
the relevant standards, resulting in situations where 
there  are. market  rigidities which .  create economic 
waste. 

Finally, there are political and philosophi-
cal_considerations. On the whole, product standard 
regulations may be argued to reduce consumer choice and 
to be direclty in conflict with "free market" philo-
sophy. Such regulations, in the-abence of public -- 
safety considerations, are difficult to justify in our 
Canadian society unless la) industry is obviously 
negligent and/or (b) industry does not respond to real 
changes in market requirements. 

We have had-and will , continue to have govern- , 
merit stipulation of product performance standards. 
Experience has shown .that it is an involved, politi-
cally difficult approach to improving the marketplace 
and in general is not an appropriate approach unless 
other public policy initiatives have been tried and - 
found• ineffective. 
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Epilogue  

This has been a long discussion of nany 
complicated public policy options. We end this chapter 
as we began it -- urging all interested groups to work 
together to improve gradually but steadily the consumer 
products warranty system in Canada. 
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