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  Questions for today's consumer: Are you feeling 

empowered? Better informed? Maybe even coddled?

 If so, beware. It may be nothing more than illusion -- 

though who can blame you for believing it?

 Just about every retailer is offering reams of coupons. 

Manufacturers are offering buy-one, get-one-free deals. 

Cell-phone companies are giving away "free" minutes. And 

automakers are promoting hefty rebates -- which, by the way, helps 

explain why automobiles in this country are the most 

affordable they've been since 1978.

 But at the same time, many companies have figured out 

subtle ways to help consumers part with their money. To hear 

behavioral economists tell it, only astute shoppers with time 

to comparison-shop, educate themselves and read the fine 

print can beat a system set up to take advantage of human 

nature.

 That's because too many consumers believe they are more 

disciplined than they are, says Stefano DellaVigna, an 

economics professor at the University of California at Berkeley. 

They believe they will return the rental video on time and 

dodge the late fee, and pay off their balance before the 

low credit card teaser rate expires, and cash in the rebate 

that enticed them to buy the DVD player they didn't really 

need, and calculate the "taxes" and "surcharges" that jack 

up the ballyhooed low price on the long-distance calling 

plan.

 But they don't. And much of  corporate America knows that.

 "Companies understand the behavior of the consumer better 

than the consumer," DellaVigna said. 

 Consider the typical rebate for a cell phone or computer. 

It requires the consumer to keep track of the original 

receipt, submit the UPC symbol from the package, fill out 

paperwork -- all within a narrow time frame.

 "One of the reasons companies prefer to do rebates instead 

of price discounts is because fewer people take advantage 

of rebates," said Gerald E. Smith, an associate professor of 

marketing at Boston College and a consultant with Strategic 

Pricing Group Inc. "They get lazy."

 Redemption rates range from 5 percent to 40 percent, with 

higher responses for more expensive items, retail industry 

groups say.

 But even if consumers are not lazy, companies still come 

out ahead.

 Take the case of Kevin Folk, 40, of Falls Church. Folk 

waited nearly 16 weeks and made three phone calls before he 

received the $100 rebate offered on the $200 cell phone he 

purchased from Verizon. Ideally, the waiting time should have 

been six to eight weeks, as the rebate form indicated, he 

said.

  As Folk waited, that was money in the bank for the 

manufacturer -- a very useful float when one considers the time 

value of that money.

  The hassle did not sour Folk on Verizon. "I would do 

business with them again," he said. But getting his cash back 

did not make him a loyal customer either. "If there's a 

rebate for another phone that was comparable, I wouldn't have 

any problem buying that from another company in the future," 

he said.

 And that's precisely why some retailers, manufacturers and 

the fulfillment houses that handle rebates for them don't 

mind dragging out the process or upsetting the customer.

 They know Folk is part of a small percentage of customers 

who bother filing for rebates in the first place. He's part 

of an even smaller percentage who bother complaining if the 

rebate is not received, said Smith of the Strategic Pricing 

Group. And they figure he will stray anyway and eventually 

abandon Verizon for a rival. So for the company, "it's not 

worth the time or energy to worry about these shoppers," 

Smith said.

 Meanwhile, consumers give up personal information on 

rebate forms that can be used to cobble together a picture of 

their buying patterns, Smith said. Companies can track how 

deep a discount it takes to "incentivize" you to buy. If you 

buy a computer, they may send you a rebate for a printer. 

They may even entice you (with coupons, for instance) to 

trade in the computer earlier than planned. Over time, as you 

respond to these offers or not, they analyze how much you 

are worth to them during your lifetime.

 Credit card issuers are just as meticulous about tracking 

consumer behavior -- and taking advantage of its quirks -- 

when deciding which introductory rates to offer, said 

Lawrence Ausubel, an economics professor at the University of 

Maryland in College Park.

 Ausubel cites an experiment by one credit card company 

that generated a mailing list of 600,000 people who 

pre-qualified for gold cards, divided them randomly into six groups, 

made each group a different teaser offer, and tracked each 

group's card usage for about two years.

 Perhaps it's no surprise that the most popular rate was 

the lowest: 4.9 percent for six months. But by tracking the 

consumers' charging, borrowing and repayment records, the 

company also learned that most of the people who accepted the 

low six-month rate would have been better off with a higher 

(and significantly less popular) 7.9 percent rate that 

lasted a full year.

 Why? Because by the time the six-month offer expired, many 

of those consumers had not wiped out their debt. Under the 

terms of the agreement, they were then locked into a 15 

percent rate for as long as they kept the card. And many of 

them did keep the card.

 Back-of-the-envelope math would have showed them that the 

4.9 percent and 15 percent rates averaged out to about 10 

percent for the year -- obviously higher than the 

less-appealing 7.9 percent annual rate.

 "People are not realistic about their own borrowing, and 

that opens the door for the credit card companies to make 

more money off of them," Ausubel said.

 These experiments are commonplace for credit card issuers, 

and they help explain why the industry has been gravitating 

toward lower introductory offers that last a brief period, 

Ausubel said. "Obviously, those rates are something people 

pay attention to," he said.

 Toss in pricing elements that cardholders pay less 

attention to -- such as late fees, over-the-limit fees and grace 

periods -- and the picture gets more grim, Ausubel said.

 One credit card company, for instance, claims it grants a 

20-day grace period. But in effect it doesn't, because 

statements are mailed about seven days after the closing date 

printed on that statement, he said.

 As for penalty fees: $8 billion. That's how much consumers 

paid to Visa and MasterCard issuers last year, up from $7.3 

billion in 2001, said James Daly, editor of Credit Card 

Management, a monthly industry magazine. Those penalties -- 90 

percent of which came from late fees -- made up about 8 

percent of the issuers' revenue, compared with 3 percent from 

annual fees.

 Why such aggressive penalties? Because credit card issuers 

have been under pressure to make up for lost revenue now 

that many have scrapped annual fees for competitive reasons. 

Meanwhile, they've had to cope with historically high 

write-offs on credit card portfolios as consumer bankruptcies 

soared.

 "So they're trying to keep up the margins somewhere else, 

and they're doing it by zapping consumers with penalty fees 

every time you turn around, which personally I think is a 

lousy way to treat consumers," Daly said.

 But of course, the lazy, the disorganized, the 

strapped-for-cash and the momentarily forgetful have always been a 

reliable stream of revenue for many industries. 

 Another reliable source: the inattentive who don't read 

the fine print and unwittingly sign up for a product or 

service because they did not check the "opt out" box or did not 

call to cancel after a "free trial" expired. Over the past 

two years, complaints to the Federal Trade Commission about 

unordered merchandise have increased by 60 percent, and 

opt-out marketing made up a significant chunk of those 

complaints. 

 But sometimes the print isn't even fine and consumers 

still get duped, said David Seidel, an assistant business 

professor at the University of British Columbia and co-founder 

of ABTolls.com, a consumer-oriented telecommunications Web 

site.

 In the telecommunications industry, the quest to offer the 

customer rock-bottom "permanent rates" has led to a rash of 

additional fees disguised as taxes, Seidel said.

 For instance, a carrier might advertise "5 cents a minute" 

but then tack on a "carrier cost recovery charge" or a 

"property tax surcharge." These official-sounding fees add 1.4 

percent each to the bill total, Seidel said. "But they're 

not advertised as part of the rate."

 Many corporations use these fees, and clever marketing 

ploys, to make up for the low prices they offer customers up 

front. The irony is that while so many corporations act as 

if the consumer is ultra-price-sensitive, the consumer in 

fact is not, said Kevin Clancy, chief executive of Copernicus 

Marketing Consulting in Auburndale, Mass.

 In every category Copernicus has studied, from automobiles 

to fast food, only 15 to 35 percent of consumers buy 

primarily on price, he said. The one exception may be airfares, 

which Clancy has not studied recently. But if they are the 

exception, it's because the airlines have so confused 

consumers in terms of pricing that no one knows what they're 

supposed to be paying. So whatever they do pay usually feels as 

if it's too much, he said.

 "Most industries are assuming that the buyers are obsessed 

with price," Clancy said. "If they took the money they're 

wasting giving stuff away and put it into better service and 

happier employees, they'd have a better business model."

 And, presumably, a more satisfied customer, or that's what 

many companies believe.

 Industries have tracked customer satisfaction numbers for 

years because they have equated customer-satisfaction with 

loyalty and repeat visits. But that thinking is flawed, 

said John Fleming, lead consultant for customer "engagement" 

at the Gallup Organization. "We know that satisfied 

customers defect," he said. To hold on to customers these days 

means tapping into their emotional side and inspiring trust and 

affection, he said.

 "The foundational elements of that emotional attachment 

are trust and integrity, especially the integrity part, which 

has to do with fair treatment," Fleming said. "Feeling that 

you're being ripped off is the definition of inequitable 

and unfair treatment."

