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Telephone Affordability Study of Selected Wyoming Residents

Annemarie Bury
Wyoming Public Service Commussion

Introduction

The Wyoming Public Service Commission (Com-
mussion) is the state agency responsible for admin-
istering the Wyoming Telecommunications Act of
1995. Among other things, this Act mandates
cost-based pricing for local telephone service but
also states that: "It is the intent of this Act to pro-
vide a transitio. from rate of return regulation of a
monopolistic telecommunications industry to com-
petitive markets and to maintain affordable essen-
tial telecommunications services through the tran-
sition period."'

This study was developed to provide Wyoming
policymakers with a better understanding of the
concept of affordability from the perspective of
average Wyoming residents considering their local
telephone service. The findings provide the Wyo-
ming Public Service Commission and others with
information that may assist them in the formula-
tion of policies implementing the Wyoming Tele-
communications Act of 1995 and in ensuring com-
pliance with the Federal Telecommunications Act
of 1996, both of which mandate competition for
local telephone service while maintaining afford-
able prices.

A direct mail survey was chosen as the best
method to collect the necessary information to
determine affordability for the average Wyoming
resident primarily. Existing prices and the recent
U'S WEST hearings conducted by the Wyoming
Public Service Commission further illustrated the
value of the proposed mail survey because
affordability issues presently enjoy some promi-
nence in the minds of consumers. The survey was
limited to ten to twelve questions to make it as easy

'Wyoming Telecommunications Act of 1995, 1995.
37-15-102, Legislative intent.
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as possible for the recipient to answer and return,
in tumn increasing the response rate.

This study was developed to provide Wyoming
policymakers with a better understanding of
the concept of affordability from the perapec-
tve of average Wyoming residents considering
their local telephone service.

Background
Wyoming Public Service Commission

The Commission must educate customers, resolve
complaints, and ensure that the residents of Wyo-
ming have access to safe and reliable utility ser-
vices. Under the Wyoming Telecommunications
Act of 1995, the Commussion is charged with over-
seeing the transition from rate of return regulation
to the competitive provision of local exchange
services. Its duty is to see to it that the change is
as transparent as possibie and that the benefits of
competition are passec 1 to the state's residents.’

Wyoming Telecommunications Act of 1995

In 1995, the Wyoming Legislature adopted the
Wyoming Telecommunications Act of 1995 (W.S.
37-15-101 through 37-15-501). The Act mandates
the local telecommunications industry in Wyo-
ming to make a transition from a monopolistic to
a more competitive paradigm. The intent of this
legislation, when fully implemented. is to provide
customers the benefits of competition, including
ultimately prices moderated by competition and
enhanced choice, not only in who provides local
telephone service, but also in the manner in which
that service is provided (e.g., land line vs. wireless
service, local dial tone only vs. local service pack-

"See: hupuipsc.state. wy uvstrategicplan heml.
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aged with other optional or long distance < -vices).
The Legislature's concern in adopting this . jisla-
tion, as evidenced in the Act itself, is that local tele-
phone service remain affordable to all Wyoming
ratepayers.

By enacting this legislation, Wyoming went di-
rectly to the forefront of national telecommunica-
tions policy initiatives. As an example, in 1996,
fully one year after the passage of the Wyoming

Act, Congress enacted the federal Telecommunica-
tions Act of 1996 which contained many require-
ments simi'ar to those in the Wyoming Act, includ-
ing a call for vastly relaxed regulation of local tele-
phone service. Both of these pieces of legislation
required that, during this change, telephone rates
must remain affordable. As discussed in the FC_'s
Report and Order regarding universal service re-
leased on May 8, 1997, the determination of
affordability includes not only subscribership lev-
els, but also nonrate factors such as local calling
area, income level, population density, and the cost
of living and other nonprice based measures of
affordability.”

Local exchange services, pursuant to Wyoming
law, now must be priced so that the amount of
revenue recovered from the sale of each service
recovers the cost of providing that service, as mea-
sured by the service's total service long-run incre-
mental cost (TSLRIC). The Wyoming Act states
that: "No telecommunications company shall use
revenues eamned from or allocate expenses to non-
competitive services to subsidize services deter-
mined by the commission to be subject to competi-
tion.*

In order to make the transition to competition less
burdensome to ratepayers and to mitigate the pos-
sibility that some extremely high cost customers
would drop their service altogether, the Legislature

'Federal Communication Commission Joint Board Report
and Order, Released: May 8, 1997. CC Docket No. 96-45,
paragraph 109.

‘Wyoming Telecommunications Act of 1995, 1993,
37-15-403 (a), Cross - subsidies proh bited; enforcement.
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adopted provisions allowing for the establishment
of a Universal Service Fund as part of the Act

Thus fund's purpose is to ". . . assist only those
customers of telecommunications companies lo-
cated in areas of this state with relatively high
rates for essential services.” A monthly charge
applied to telephone service subscribers will cre-
ate the fund, and it will be distributed to the com-
panies which provide service to customers at rates
that "exceed 130 percent of the weighted statewide
average local exchange rate.” The fund enables
local exchange service to remain affordable for
customers who live in remote or otherwise high
cost areas by keeping their basic monthly tele-

f one charges down.

“he fund enabies |ical exchange service to
remain affordable for customers who live in
remote or otherwise high cost areas by keep-

ing their basic monthly telephone chargea
down.

Survey

According to 1990 census data,” there are approxi-
mately 169,000 household: in the State of Wyo-
ming. While the us of statistical methods in
determining the appropriate sample size for the
survey was contemplated, it was concluded thata
statistically valid sample size, determined by way
of accepted sampling techniques, was well beyond
the scope of this study. At the same time, it was
also recognized that the use of an inadequate sam-
ple size would not be representative of the larger
body of Wyoming ratepayers, particularly in light
of the fact that the average response rate for mail

'Wyoming Telecommunications Act of 1995, 1995
37-15-501 (¢), Universal service fund created; contributions;
administration.

*Wyoming Telecommunications Act of 1995, 1995.
37-15-501 (d), Universal service fund created, contributioas;
"See: hitp/yenus census gov/cdrom/lookup/864408116.
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surveys is 25 percent. Conversely, the use of a
supra adequate sample size would have had seri-
ous implications for the budget established for the
project. Ultimately, it was determined that a sam-
ple size of one thousand Wyoming residents would
be within the budget and would provide a suffi-
cient number of responses to provide meaningful

results.

The sample was obtained by requesting a mailing
list from a company headquartered in Florida, with
the only stipulation being that the addresses pro-
vided be located somewhere in Wyoming. Most
addresses were residential, but there is the possibil-
ity some business addresses were included. The
survey ques ionnaires and envelopes were
addressed to "Wyoming Resident” in order to avoid
the possibility of new occupants of a household
returning the survey unopened and therefore in-
creasing the undeliverable rate.

When the mailing list was received, the addresses
were divided into three regions based on the fol-
lowing criteria:

® the first three digits in the zip code,

® the cities covered by the Cheyenne
area telephone book, and

® the number of addresses from each
city that were included in the mail-
ing list.

The three regions are large enough that a sufficient
number of responses could be expected to be re-
turned from each region and the results would not
be skewed due to small numbers. The regions and
the number of surveys sent to each region are as
follows:

® Region 1: Casper and Douglas (319).

"McCarthy, Jerome E. and William D. Perreault Jr. Basic
Marketing (Irwin, Homewood, IL: 1987).

Quarterly Bulletin Vol. 18 No. 4

Telephone Affordabrlity Study of Selected Wyoming Residents

® Region 2: Cody, Greybull, Lander,
Lovell, Powell, Riverton,
Thermopolis, and Worland (283).

¢ Region 3: Cheyenne, Laramie,
Rawlins, Torrington, and Wheat-
land (39%4).

The first two questions reflect an effort to deter-
mine the subscribership level of the sample. If the
respondent did not have telephone service, Ques-
tion 2 was aimed at finding out why. Question 3
made it possible to break the returned surveys
into regions. The next question determined
whether the available telephone service gave the
customer access to essential services.

Questions 5-8 dealt with income and the amount
people would be willing to pay for local telephone
service before it would not be an affordable ser-
vice. The next three questions were posed to de-
termine how important local telephone service is
to customers and if there are any substitutes.
Question 12 let the respondents make any com-
ments which they thought would be beneficial to
the Commission,”

Background Findings

Even though telephone- are commonplace in
many households, therc are some households
without local telephone service. According to
some studies on such households, which were
conducted between 1993 and 1995, the primary
reasons people do not have telephone service
include:

® they had telephone service in the
past, but incurred excessive toll

charges,

@ they feared others would use the
service and charge it to them, and

*For & copy of the questions, please see App ndix B
available at hup://psc. state. wy usteico/afford/afiord_| html.
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® they feared they would purchase
items by telephone.”

Another reason that people gave for not having
telephone service was that the installation fees and
deposits are excessive."

The Federal Communications Commission, in
adopting revised rules governing the administra-
tion of the federal Universal Service Fund pursuant
to the Federal Act, recognized that income plays an
important part in the affordability of local tele-
phone service. A recent article justifies this impor-
tance. According to the article, when the cost of
basic telephone service is around 1 percent of the
household income, subscribership levels are at or
above 90 percent. When the cost drops below 0.7
percent of the income, the subscribership increases
to 99 percent.”?

The federal t has several programs in
place that help to keep telephone service afford-
able. The primary mechanism for the distribution
of federal support in aid of local telephone service
is the federal Universal Service Fund (USF). At the
time of the drafting of this report, all the rules and
policies required to implement the revised federal
USF were still being developed by the FCC with
prospective implementation in 1998,

LinkUp America is a federally sponsored program
that assists people in connecting to the local tele-
phone network. LinkUp America allows a $35.00
discount for installation of local service to qualified
applicants. The funds for this program come from
the federal Universal Service Fund.

Lifeline is also a program sponsored jointly by the
federal government and participating state govern-

""See: hnp.//www ctr columbia.edu/vi/papers/cacm him.

B
See:
http.//www cir columbia.edw/vi/papers/ | 996usf htm.

2
“See

http //www benton.org/Library/Recommend/A ffordability htm

|
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ments (about ten states do not participate). The
program provides a disccunt on the monthly basic
telephone service charge of up to $7.00, $3.50 is
sapplied from the federal Universal Service Fund
and the uther $3.50 comes from the state where
the applicant resides.” In Wyoming, participation
is voluntary for all local service providers except
US WEST.

Results™

Of the 996 surveys sent out, 58 were undeliverable
by the post office. A total of 353 were returned
completed giving a response rate of 37.6 percent.
Region 3 topped the three regions with 148
returned surveys. Region 1 had 106, while Region
2 had 91 completed surveys. Eight surveys were
included in the statewide figures, but were
excluded from any one region because Question 3
was left blank or did not have a city listed and so
could not be classified.

Most of the people responding have telephone
service. In fact, 9 percent of those who returned
the survey have local telephone service. This var-
ied between 100 percent in Region 1 and 98 per-
cent in Region 2, with Region 3 reporting 99 per-
cent. The two answers given most often for not
having telephone service were that the installation
fees/deposits were too high and the bills the cus-
tomer incurred were t  large. The only other
reason given for not subscribing to local telephone
service was that there was not an office for the
local telephone company in Cheyenne where the
customer could get problems resolved.

Statewide, 97 percent of the households polled do
not receive a long distance charge when they call
hospitals, schools, and other essential services.
Region 2 again had the lowest result with 92 per-
cent not receiving a toll charge, Region 1 and 3
both had 99 percent who stated that they were

""Wyoming Statutes implementing this program are
found et W. S. 37-2-301 through 37-2-306.

"For the numbers and percentages refer 1o Appendix C
available at the previgusly mentioned web site,
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able to reach these essential services without
charge.

Based on income levels, the most frequent response
to the question of what the level of monthly charge
would be at which people would no longer sub-
scribe to local telephone service is "other,” implying
something greater than $40.00 per month. The
only income level which was an exception was the
50-15,000 level which gave $30.00 per month as
their top response. Forty dollars was the second
most marked response for households both the
upper income levels (greater than $30,000) and the
lowest income level (less than $15,000). The
515,001-30,000 level's second most common answer
was 530.00 (see Graph 1).

Not based on income, the largest percentage of
households questioned (36 percent) marked "other”
again, implying that a price of more than $40.00
would be the highest acceptable basic monthly
charge above which customers statewide would no
longer wish to subscribe to local telephone service.
Following “other” was $40.00 (20 percent) and then
$30.00 (18 percent) for the highest acceptable
monthly charge. Region 3 followed the pattern of
the statewide results of "other” (36 percent), $40.00
(21 percent) and $30.00 (20 percent). Region 1
followed the pattern with "other” (46 percent) and
540.00 (21 percent) being the first two choices, but
the third choice was $35.00 (20 percent). "Other"
(27 percent) was the first choice for Region 2 with
530.00 {25 percent) being second. $40.00 and $25.00
tied for third each with 16 percent. The charges
and corresponding percentages are compared for
each region and statewide in Table 1.

Of those questioned who budget for monthly ex-
penses, 47 percent of the respondents in Region 1
set aside 1 percent or less for local telephone ser-
vice. [n Region 2, 54 percent of the

allocate 2-5 percent of their budget for this service,
as do 47 percent in Region 3, and 44 percent over-
all. Statewide, 85 percent, or 179 out of 215 people
who responded to question six (concerning what
percentage they budget for local telephone service),
apportion 5 percent or less of their monthly budget
for this purpose.
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Considering what the consumers said they cur-
reatly pav for local telephone service, the differ-
ence between that amount and the level at which
they would no longer subscribe was calculated.
The “other” responses were not inciuded, nor were
current charges above $40.00. Statewide, the most
popular answer (with sixty responses) shows that
customers are willing to pay an additional incre-
ment of $5 to $10 per month for telephone service.
Following closely behind (with fifty-six responses)
was the indication that customers would be will-
ing to pay up to an additional $5.00 per month for
telephone service (see Graph 2). Region 2 and
Region 3 had the same order for the first two re-
sponses. In Region 1, up to an additional $5 per
month was the most popular response, followed
by the $5 to $10 increment.

Local telephone service is "very important” ac-
cording to the responses to Question 9. Statewide,
83 percent thought so, while only 2 percent be-
Lieved that telephone service was "not important.*
A total of 100 percent of the returned surveys in
Region 1 rated local service as either "very impor-
tant” (B4 percent) or "somewhat important” (16
percent). In Region 2, | percent thought that local
service was not important, 13 percent thought it
somewhat important, and 86 percent believed it to
be very important. .1 Region 3, only 79 percent
rated local telephone service as very important. A
total of 18 percent thought it to be somewhat im-
portant and 3 percent found it not important.

Based on income levels, the most frequent
response to the question of what the level of
monthly charge would be at which people
would no longer subscnibe to local telephone
service is “other,” implying something greater
than $40.00 per month.

The sampled Wyoming residents rated the impor-
tance of local telephone service, cable television,
Internet service, household transportation, and
entertainment/ recreation on a one to five scale
with five being the highest or most important.
The answers were pooled and summed using a
weighted score. Overall local telephone service
and household transportation were rated as the
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TABLE1
REGIONAL AND STATEWIDE CHARGES

Regical Begion2  Region3  Statewide
$20 0 percent 5 percent 4 percent 4 percent
$25 5 percent 16 percent 5 percent 9 percent
§30 8 percent 25 percent 21 percent 18 percent
$35 19percent  10percent 14 percent 14 percent
$40 2 percent 16 percent 21 percent 20 percent

Other 46 percent  27percent  35percent 36 percent

most important, nearly tying on a percentage basis
(23.20 percent and 22.97 percent, respectively).
Rounding the answers out were cable television
(19.19 percent), entertainment/ recreation (19.07
percent) and Internet service (15.57 percent). The
ruulumhmnyﬂnmwhm&unﬁnmm
viewed separately. In Region 1, telephone service
was first in importance with 23.59 percent of the
responses, followed by transportation (22.14 per-
cent), cable TV and entertainment/ recreation
(19.31 percent), and the Internet (15.66 percent). In
Regions 2 and 3, transportation was most impor-
tant with 23.14 percent and 23 48 percent of the
responses, respectively. Local telephone service
followed with 22.60 percent and 23.24 percent,
respectively. Rounding out Region 2 was enter-
tainment/ recreation (18.83 percent), cable TV
(18.22 percent), and the Internet (17.22 percent).
Region 3 ended with cable TV (19.66 percent), en-
tertainment/ recreation (19.18 percent), and
Internet service (14.44 percent).

Cellular telephone service, electronic mail, and the
Internet service are not viewed as alternatives to
local telephone service according to 64 percent of
those surveyed statewide. However, 36
responded that one, two or three of these techno-
logical options could be used as an alternative. In
Region 1, the results were much closer, 58 percent
said they were not an alternative, while 42 percent
believe they were a possible option. Region 2 was
split with one-third (33 percent) responding that

Quarterly Bulletin Vol. 18 No. 4

they could be an option and two-thirds (67 per-
cent) saying none of the three was an optional
surrogate for local telephone service. A total 68
percent of the people responding in Region 3 said
they were not an option while 32 percent said they
were an option.

Overall local telephone service and househaold
transportation were rated as the most impor-

tant ...

Analysis

The study’s response rate of 37.6 percent was
more than 10 percent better than the average for
such studies, which could be an indicator that
Wyoming citizens are concerned with the
affordability of their local telephone service.
Many citizens also voiced their opinion on Ques-
tion 12, a request for additional comments, which
shows their concern about this issue.

Subscribership rates in Wyoming are high based
on the earlier described responses. This may be
an indication that the telephone rates as they
stand currently are affordable.

Most households do not incur toll charges when
they call essential services such as hospitals and
schools. From this information, one may conclude
that, in most of the polled areas, the calling area is

459



lelephone Affordabality Study of Selected Wyoming Residents
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sufficient as discussed by the Federal Communica-
tion Commission in its Report and Order on uni-
versal service released May 8, 1997, although it
may not be ideally sized for all business transac-
tions that customers would like to make from their
homes on a regular basis. Greybull and Douglas
furnish interesting examples. Of the six surveys
returned from Greybull, four respondents said that
they could not contact essential services without
incurring a charge. Douglas, on the other hand,
responded they could call essential services; but in
the comment section, some citizens expressed their
wish to be able to call to Casper without a long
distance charge being incurred.

Local telephone service is considered by many
Wyoming residents to be essential. They view it as
a service they cannot live without, and they conse-
quently do not want to see prices rise too high. A
substantial portion of those who marked "other” as
their option on the question regarding the monthly
rate at which they would no longer subscribe to
local telephone service described their need for the
service as being so great that they would pay al-
most any amount, but they did not want the Com-
muission to conclude that rates should therefore be
allowed to increase dramatically. Some respon-
dents included long distance charges in the current
amount they reported for their local monthly tele-
phone service charges and, therefore, stated that
their monthly charge was anywhere from $40 to
5100. Therefore believed rates could go higher
than $40.

The second and third most common responses to
the question about the highest rate the customer
would be willing to pay prior to considering dis-
connection were $40 and $30 per month, which are
both higher than most current monthly basic
charges. Also, as indicated by the amount that
subscribers pay now and the amount that would
cause them to disconnect their service,

rates apparently have a "cushion" of up to $10. It
appears, therefore, that there is some room for
upward movement in the monthly local telephone
service charge. That is, the survey indicates that
monthly prices could be increased, if required to
comply with the Wyoming Telecommunications

Quarterly Bulletin Vol. 18 No. 4
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Act of 1995, and still maintain affordable rates and
bigh subscribership levels.

The importance of an item directly relates to
affordability and a customer’s willingness to pay
increased prices. The miore important an item, is
the more people would be willing to spend to
have it. Based on the households questioned and
their responses, people place local telephone ser-
vice among their top priorities (with the question
having excluded food and lodging). Although
four of the five items compared in Question 10
were ranked closely, household transportation
and local telephone service were the top choices.
This leads to the conclusion that people would be
more willing to spend their money on these items
first; and then, if there were any money left over,
they would purchase from the other categories.

Another factor that relates generally to afford-
ability is availability of substitutes. A person will
not pay as much for an item if there is another
item that can be used in its place, as long as the
replacement item fulfills the intended purpose as
well or better than the original or is priced at a
substantial discount where the price savings
makes up for inferior quality. Currently there is
no available and arceptable alternative to local
telephone service, ..cording to a majority of those
questioned. However, about one-third of those
polled view new technologies, such as electronic
mail, the Internet and cellular telephone service,
either as substitutes now or as soon-to-be substi-
tutes for local telephone service. This third may
be willing to switch if local telephone service
prices increased to a level at which the alterna-
tives were more cost effective.

Local telephone service is considered by
many Wyoming residents to be easential.
They view it as a service they cannot live

without, and they consequently do not want
to see prices rise too high.

Conclusion

The Wyoming Telecommunications Act of 1995
requires that local telephone service in Wyoming
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become a competitive industry with cost-based
pricing. This study was conducted to examine
affordability and how it relates to the local tele-
phone service industry. Its purpose is to better
inform the Wyoming Public Service Commission
and other interested parties and to assist them in
the implementation of the cost-based pricing man-
dated in the 1995 Act.

Affordability is an important focus in the federal
Telecommunications Act of 1996 and further dis-
cussed in the FCC's Report and Order regarding
uruversal service released on May 8, 1997, which
the Commission must also consider because of
their effect on prices for local telephone service.
The Report and Order included i

levels and the local calling area in their list of deter-
minants for affordability. Wyoming subscribership
levels are high; and, from the responses gathered

from the survey, it appears that they should remain
high.

Wyoming is predominately rural. Cities are few
and far between, which means that local

areas are limited in size. They do allow people to
reach local essential services, such as hospitals and
schools, which is the basic requirement of a calling
area. Therefore, from the standpoint of calling
areas, Wyomirg's local telephone rates are cur-
rently affordable. Because there is no pending
action to shrink calling areas, this perspective of
affordability is not likely to change.

Local landline telephone service is very important
to the residents of Wyoming. Customers see no
comparable substitute for it at this time which
seems to indicate that the i levels will
remain the same unless the rates go above the
530.00 range. If they do, some people indicate that
they will disconnect their telephone service be-
cause the benefits of having it do not outweigh the
cost to keep it active.

Finally, concerns were expressed about how the
elderly and those living on fixed incomes would be
able to afford increases in local telephone service if
cost-based pricing mandates increases. Itis neces-
sary for people in these groups to have local tele-
phone service in case of medical or other emergen-
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cies. The telephone also keeps some elderly per-
sons connected to the outside world To resolve
dus situation, previously discussed programs,
such a: Lifeline and LinkUp America, can help to
maintain affordable rates for these residents.
Therefore, persons with this concern need to find
mtiftlnymu!ifyformtsmmdcmdosuby
contacting their local telephone company or the
Wyoming Department of Family Services.

Annemarie Burg is currentiy completing her
senior year of undergraduate study at the
Unimrﬁtyof“fymh'whcmhumnjoril
Small Business Management.
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1. Introduction

Coasumen commonaly desire to own products that they cannot affoid o
boy. While the impect of affordability on consumers' purchase decisions
has aroused considerable intereat wnong marketing practitioners (e.g., Haa-
cock, 1993; Scrafin and Johnson, 1995; Wernle, 1995), this issue has received
little attention among counsumer rescarchers. Economic theory recognirzes
that consumers, when attemptiog to maximize utility, are limuted by their
budgets. However, consumer reseurchers, like psychologists, have tried Lo
predict behavior based solely on preferencs, neglecting the cost or sacnfice
clement that entails almost every behavior (Brock, 1968; Meyer, 19R2)

Inspite of its roots in economics, marketing does not share the economist's
holistic view of consumption. A reason for thia is that over time marketing,
especially copsumer behavior, has aligned itself more closcly with psychology
(Leong, 1989; Mittelstaedt, 1990). This has occurred because the objectives of
marksting had more in common with objectives of psychology than thut of
cconomics, i.e., explanation and prediction of individual behavior (Mitel.
staedt, 1990), Microeconomics focuses on aggregates such as price levels, to-
tal production and consumptien (MacFayden, 1986). On the other hand,
psychology 1 concerned with the explanation and prediction of individual
behavior. The differences in the disciplines pot withstanding, greater insight
into behavior of consumers can be gained by integrating psychological and
economic aspects (van Raaij, 1981; Verhallen and Pistess, 1984; Warneryd,

1988). This approach was pioneered by Katona (1951, 1975, 1980) who ar-

gued that in addition to ability to buy (discretionary mcoms), the willingness
to buy (consumer expectations, confidence, and ssatiment) is sn importan!
detsrminan: of consumner expenditurs. He examined various psychological
varigbles in addition (o economic variables to predict economic phenomena.
Katona's argument can be summarized as follows: economic changes are 2
function of consumer sentiment rather than econoimic variables slone, and
there are intervening variables between economic stimuli and vconomic re-
Fponses. Swm
and purchass s welf.

Purchase prediction has often been examined fruitfully within the frame-
work provided by = popular social psychologica! theary, the Theory of Rea-
soned Action (TRA) (Fishbein and Ajzen, 1975). Briefly, the TRA pousits that
the best predicior of behavior is behavioral intention. In turp, bebavioral in-
wention is predicted by attitude toward the behavior and subjective norma.
There is reason to believe that in the marketing context, where the focus
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on predicting purchase, aflordability concerns should also be of great concern
to consumers. Thus, 8 more realistic and complete representation of con-
sumption behavior requires that both sititudes, prefercnces, motivations,
and peroeptions of sconomic realities be coasidered. For example, 8 parent
may have & very positive attitude toward buying his or her child a blcyele
but this may oot trunslate into positive inteot for lack of financial resources.
Further, a positive intent to do so may not translate into purchase for the
same reasons. In this study, we address this gap within the consumer behav-
jor literature.

The purpose of this study is to empirically examine the role of affordability
perceptions in predicting purchasc intent and purchase. Given the scarcity of
research in this area, this stddy is best seen a3 exploratory in nature. As a first
step in understanding the role played by affordability perceptions, we exam-
ine its role within the contaxi of the TRA variables. We seek answers to ques-
tions such as: Can perceptions of affordability provide information over and
above that available from atutude? What is the relationship between atu-
tudes/subjective norms and affordability perceptions in influencing purchase
intention? Does including & measure of affordability perceptions predict be-
havior better than predicted by intention alone? What is the relationship be-
tween affordability percaptions and purchase intaation in influencing actual
purchase? What is the process by which affordability perceplions influence
purchase intent and actual purchase? When are affordability perceptions um-
portant in predictipg purchase?

2. Background

Income is an imporiant variabl¢ in economics and 1s examined extensively,
both as an exogenous and an endogenous vansble. Changes in income are
postulited 1o affect consumer spending and saving, which prompt changes
in interest rates and other sconomic policies. Similarly, changes in economic
policy, €.§, in taxatiop rates, affect consumer incomes, which 1n tum affect
expenditure, saving, and the like, Marketing rescarchers regularly collect m-
formation on family jacome as part of demographic profiles of households.
‘Total family iccme is used Lo !:-.nnu mariots, proﬂ; consumErs.
W m or M M ﬂ"ﬂ!l- betler mes-
ﬂlm'lmuwhmm which is total income
less “essemtial”’ sxpenditures. However, inspite of the obvious merit of such a
measure. it has oot been used muck. Reasons range from the inability of
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consumers (o report their discretionary inpcome precisely (Ferber, 1962), to lity to afford a prod
the subjective nature of what is essentia) and what is not (Katona, the product is perce
1975, 1980). Additionally, easy availability of credit has liberuted consumers ther, it would be ex
from depending upon cash income, and, instead, made spending dependent like i1, or ugnifican!
upon what they psychologically feel capable of spendiag (Tobin, 1972). . ford to buy it

While the role of perccptions of affordability in individual product choice
has received little artention in consumer rescarch, thers is some evideace for

the importance of consumers’ evaluation of their financial situation in pre- 3. Methodology
dicting consumer expenditure at 2 more aggregate level. Resea chers tested
Katona's basic premise and found that consumer expenditure, saving and 3.1, Sample and pre
credit wre aflected by the consumers’ evaluation of their household financial
sitoation; in many cases these subjective evaluations perform better than a To identify prod
measure of real disposable income (¢.g., Curtin, 1982; Pract and Vuchelen, | formal inlerviews w
1984, Williams and Defris, 1981), or a measure of consumen’ cvaluation were asked 12 supp
of the general economic condition of the nation (¢.g.. van Raaij and Gianot- svents that they wo
ten, 1990). ferent levels of ipe

In this study, we examine how peresptions of whether ons perceives that dollan correspond
he/she can afford the product or pot influsnce purchase intent and actual pur- of these interviews
chase. Affordability perceptions are a psychological manifestation of an eco- and ‘celebrating cc
nomic variable. Measuring whether a person feels psychologically capable of sportiog event, or :
spending circumvents the problems inherent in objective measures of income students ‘odicated 1
mentoned above. Further, due to easy uccess 1o credit cards and other forms event and botween
of credit, such perceptions may in fact be a more roalistic measure of how The study was d
much one can actually afford to spend, While affordability concerns should determune students
be imporiant in determiniog purchase, they may not be important for all - spondents were & ¢
types of purchasss. For inexpensive, repeat purchase products like paper tow- { during the winter |
els, candy, and the like, affordability concerns are not important ip determin the students indigt
ing purcbase since it is casy to bear the cost of such products. Sumply tions, and purchm
intending to buy them should be sufficient to Jead to their purchase. Thua, sponses obtained
it would appear that the role of affordability conceras in predictin ; purchase ! reporty were solici
nmhwmfwnﬂm&nmw“munpmnuhym- i nanas Al timse 2,
sumers. Further, solely having the ability to purchase an item does not lead , The respondents v
1o purchase. For purchase to take place, a n has (o intend 15 buy the
product and have the ability to buy it, , purchase intenticns should 1.2. Questionnaire
be stronger if, ip addition to Ekiog the prndunl, a person believed 1 1at he/she
mﬂdaﬂmdwhﬂrm;mdmﬂuth:mhuhmd,wlp:muhhduu Actusl dollar ra
product, but could not afford 1o buy it, he/she would not have strong inten- measures For exa
tions to buy it. However, purchase intentions (compared 1o actual purchase) buy dinner/a prem
are a purely interoal, psycbological phenomeoon. Simply possessing the abi- the calebration s¢

_._____;_____h__‘h\‘\ -
- i
3 f \
= ' e _‘-—r// ik
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lity to'affeud a product should motivate one to buy it, regardless of whetber

the product 18 perceived as expensive or inexpensive by the consumer. Fur-

ther, it would be expected that people intend to buy a product because they

2&.&“ others would waat them to buy it and that they cas af-
to buy it.

3. Methodology
2.1. Sample and procedure

To identify product categories for the study, a pilot study consisting of in-
formal interviews was conducted with undergraduate students. The students
were asked to supply a range of events-and activities associated with these
events that they would normally engage in the coming months. To obtaio dif-
ferent levels of spending, subjects were also asked to supply the amoust in
dollars corresponding to each activity in each event category. On the basis
of these interviews, ‘buying a gifudinner for someone for Valeatine's day’
and ‘celebrating completion of mid-term exams by going out to dinner, a
sparting event, of & rock concert' scenarios were chosen [or tbe study The
students indicated that they would spend between $25 and $50 for the former
avenl and between $10 and $25 for the latter cyent

The study was described as a survey being cond 'ed by the University 1o
determine students' spending habits und activities engaged in by them. Re-
spoudents were & different set of students enrolled in an undergraduate class
during the winter term. Data were collected &t two time periods. At ume |,
the studepts indicated their attitude, subjective norm, affordability percep-
tions, agd purchase intention for both scenarios. The total number of re-
sponses obtained was 157. At ume 2 - two weeks later - behavioral sell-
reports were solicited for the mid-term celebration and Valentine's gift sce-
narios. Al time 2, 116 (73.9%) students responded to both the scenanos.
The respondents were given cless participauon credit

1.2, Questionnaire

Actual dollar ranges obtained from the pilol study were mentioned io the
measurss. For example, intention for the Valentine scenario read "l m'r.rztl'ld to
buy dinner/a present (in the range $25-550) as a Valentine's day gift.” For
the celsbration scenario it read, "1 intend to celebrate the completion of

TEL:904 922 3678 P. 006
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mid-term exams by going out to dinner, a sporting event, or & rock concert,
where | might spend $10-§25."

All the construcis were measuicd on 7-point scales. Attitudes were mea-
sured by seven ltems: pleasant/unpleasant, boring/interesiing, good/bad, un-
favorable/favorable, enjoyable/unenjoyable, useful/useless, harmfulharmless.
The alpha coefficients for the scoparios were 0.93 (Valentine) and 0.9 (cele-

Subjective norms were measured 1n 8 globa! fashion. Normative beliefs
and motivations to comply were assessed non-contiguously in the question-
naire with respect 10 “moat people who are important to me."” Consistent
with the TRA, normative beliefs were combined with motivations 1o comply
to obtain a measure of subjective norms.

Afordability perceptions were measured by three items: “If 1 want 1o, 1
could easily afford "', “For me to spend"; and My personal income permits
me 1o easily spend.” For the Valentine's day scenario, the irems conpmued as
“in the rangs of $25-550 on buying dinner/a present as 2 Valentine's day
gift." For the mid-term esam scenario, each item continued as "'$10-$25
on celebrating the completion of mid-term exams by geing out to dinner, a
sporting eveat, or a rock concert.” The 7-point scales were anchored by “ex-
tremely likely/extremely unlikely”, “easy/difSicult”, and “strongly agree/
strongly disagree” respectively, The first two items were adapted from Ajzen
and Madden (1986); the third item was created to tap into the afordability
and income aspect more directly. An exploratory factor anslysis resulted in
« single factor solution for both the scenanos. The alpha coefficients for
the scenanios were 0.86 (Valentine) and 0.80 (celebration).

Purchase intentions were measured by three items for each scenario: “| w-
tend to”, "1 will try to", and "1 will make an effort 10", The first ftem was
anchored by “‘definitely do/definitely do not”; the second and third items
by “'definitely will/definitely will not". The alpha coeficients were 0.97 (Val-
entipe) and 0.95 (celebration). -

Behavior self-reports (taken at time 2) were coded as | if the respondeat
reported performance of the behavior and 0 if she/he reported the behavior
wis nol performed.

4, Results

Results are given first for the Valentine's gift scenario and then for the cel-
ebration scenario. The data were analyzed by means of hierarchical regres-
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sion. For the prediction of purchase inteation, ATT and SN were entered in
the first step (mode] ). In the sccoond step, AFF was added to the predictors
in model | resulting in model 2. In the third step, the interaction terms of AF-
F*ATT and AFF*SN were enlered resulting in model 3. Since behavior is a
dichotomous variable, the behavioral data were analyzed by means of logistic
regression. INT as the sole predictor of behavior was entered in the finst step
(model 1). In the second step, AFF was added resulting in model 2. In the
third step, the interactiop term AFF*INT was entered in predictors of mode|
2 resulting in model 3.

4 |. Valentine's gift scenarid

4.1.1 Predicring purchase intentions

The results pertuining to the prediction of purchase intention are given in
Table |. It was hypotheaized that affordability perceptions would add ex.
plained variance beyond that provided by attitude and subjective norme in
predicting purchmse intention, As can be seen from model |, ATT
(= 0437, p<0.01) and SN (f = 0324, p < 0.01) resulted in an R, of
0.39. As expecied, the iaclusion of AFF resulted in 2 significant coefficient
(8 = 0.287, p < 0.01) and increased the R, to 0.46. The variance explained
by model 1 is significantly greater than that plained by model 1
(F(1,153) = 20.00, 2 < 0.01). Further, the inclusion of AFF*ATT
(f =038, p<005) and AFF*SN (f = -0439, p < 0.10) terros raised
the R}, to 0.48. This increase in variance expluned by model 3 over model
2 1 significant (F(2,15]) = 3.3). p < 0.03)

These results show that the inclusion of affordability perceprions increases
vanance explained in intention over and above that explained by attitude and

Tabis |
Prediciing wntealion: Valenting's day gl somnanc

Yargbles Mli* M1 M3

ad J ] wd J D wd, ) 3
ATT o4 0308 0.3 £.374 L ATH) 0.082
™ 0.3 win 0234 0.124 [N L Bl
AFP - - R 0.1 =0.010 -g ;1i

- = - - T ¥ o I
wﬂ"*::-r - - - - = iy =g.011
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subjective norms alone. In addition, the variancs explained in purchase inten-
tions is further unproved when parons simultansously possess: (1) a favor-
able attitude and the ability to afford the product, (2) strong pressure to
comply with expectauons of significant others and the ability to afford the
product,

To examine the AFF*ATT and AFF*SN interactions, we preseot the re-
gression equation and the estimates from model 3 as Bq. (1);

INT = 0493 +0.082 ATT + 0.329 SN ~ 0.012 AFF
+0.014 AFF'ATT ~ 0.012 AFF'SN. (1)

To examine the nature of these interactions further, the regression analog of
simple main effects analysis in traditional ANOVA was conducted This io-
volves calculat‘ng the unstandardized b coefficient of ATT/SN on INT for
“low" (1 SD below), “average" and “high” (1 SD above) levels of AFF (Co-
hen and Cohen, 1983; Jaccard et al., 1990).  The equation for calculating the
slope of the predicted effects of attitude on intention at any particular value
of affordability perceptions is obtained by differentiating Eq. (1) with respect
to ATT and SN:

Sarr = B (a1 AFF) = 0082 + 0014 AFF, 2)
i]s_i;l‘ = f§;(at AFF) = 0,329 - 0.012 AFF. (M
Level of AFF SINT/SATT r-value SINT/ESN  1-value
Low 0212 471" 0218 1,96
Average 0286 6.36™ ,0.154 481
High 0.360 4.4 0.091 2.84
= p< 00!

Thess mmulhuwmlumtﬂnminmhmuw.lum:
increase m attitude resulus in grester Impact op iotention; or, the impact of
atttude on purchase intenticnd i stronger at higher lovels of affordability,

* 7 value obrained by subssianag law, averaps nod high valun of AFF imto Eg (2) For sguatisn
F oo+ 0ATT + 55N + JLAFF & L, AFFATT « LAFFSN 40,1 = (J, MAPFYRd error (A
AFF). where, sd. errar (4, at AFF] = [(varid, ] + AFF war{l,) + 2 cov(n,, 8)]"
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subjective norms alone, In addition, the variance explained in purchase inlen-
tions is further unproved when parsons simultaneously possess: (1) & favor-
able attitude and the ability to afford the product, (2) strong pressure to
comply with expectations of significant others apd the ability to afford the
product,

To examine the AFF*ATT and AFP*SN interactions, we present the re-
greasion equation and the estimates from model 3 as Bq. (1)

INT = 0.493 + 0.082 ATT + 0.329 SN ~ 0.012 AFF
+0.014 AFF'ATT ~ 0.012 AFF'SN. ()

To exan ‘e the nature of these interactions further, the regression analog of
simple main effects analysis in traditiona] ANOVA was conducted This in-
volves calculating the unstandardized b coefficient of ATT/SN on INT for
“low" (1 SD below), “average” and “high” (1 5D above) levels of AFF (Co-
hen and Cohen, 1983; Jaccard et al., 1990). * The equation for calculatng the
slope of the predicted effects of attitude on intention at any particular value
of affordability perceptions is obtained by differentiating Eq. (1) with respect
to ATT and SN:

SINT

SATT ™ 1 (at AFF) = 0.082 + 0.014 AFF, (2)
fs-i-;r = B,(at AFF) = 0.329 ~ 0.012 AFF. (3
Level of AFF SINT/SATT t-value SINT/SSN  1-valus
Low 0.212 4.7) 0.218 1.96
Average 0.286 6.36™ ,0.154 48]
High 0.360 , a4 0.091 284
' p<0.0]
MWHMWIHMWWMT.IW}
increase m attitude results in mmpact op iotention; or, the impac! o
atttude ou purchass hﬁﬂfuﬂw at higher lovels of affordability.

¥ 9 valus obalned by substiterag low, averags aad Bigh valver of AFF inis Bq (3) For squstien
Fout BATT + hSN + BAFF « LAFFATT + JAFFSN 40,1 = ([, st APFYRd  erroe (0, wt
AFF). wheve, wd. error (4, 01 AFF) = [(var(),) + AFF? wae(8,) + 2 covip,, 80]"".
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On the other hand, the results for the AFF*SN term show that as afordab-
lity percoptions get stronger, & unit increase in subjective normy results in in-
creasingly less impact on iutentioo. This implies that the more the
(e3poodsots could afford to buy the product, the less weight they put on other
people’s opinjon.

Given that affordability perceptions can explain variation in intention ovar
and above that provided by attitude, one question s1ill needs to be addressad:
What Is the process by which affordability perceptions impact purchase in-
tent? Would a lack of financial resources result in a lesser positive attituds,
which in tum will lead to poor purchase intentions or, could a person have
a positive artitude toward buying a product while at the same time not intend
to buy it for lack of financial resources? That is, does attitude mediate the ef-
fect of affordability perceptions on purchase inteation or do alfordability per-
ceptions have an effect on purchase intention that is indepeodent of artitude?
E ldd.r:;la ;]Ium Questions, a mediation analysis was conducted (Baron and

Mrl -

ATT
/ (mdi.nN’
AFF -4 INT

(independent variable) (dependent variable)

To demonstrate mediation, we need 10 conduct three regressions and demost-
rate that

|. The independent variable (AFF) influences the mediator (ATT).

2. The indepeadent variable (AFF) influences the dependent varizble (INT).

3. The mediator influences the dependent variable. The impact of the inde-
pendent vaniable on the dependent variable must be less compared to that
in regression 2. Perfect mediation is demonstrated when the independent
vanable has no effect when the mediator is controlled for. Note that we
are testing the mediating role of attitude and not that of affordability per-
ceptions since as per the TRA thers is no theoretical rationale for the lat-
ter.

The results for our mediation analysis are given in Table 2. These results
show that AFF significantly affects both ATT (0449, p < 0.01) and INT
(0.581, p < 0.01). In addition, the size of the regression coefficient for AFF
(0.424, p < 0.01) is reduced a bit wheo the effect of ATT is controlled for.
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Tebla 2
Tuming (e aniude ss 4 medistor of the aforcadily perceptions=prurchase intcn relavoraup Valentines
day pift scrmarie

Conditlon Ragranion equanon

i AFF (0.44%=) jnfumnces ATT
AFF (0.501") ipfuences INT

] ATT (0.33)™) mfusnces INT wnd misgioally desredied L 108 andd
of AFF (0.434"") on INT

PEQIG " p <0 =pcOm

The f coefficient drops from 0.581 in the second rcgression equation 1o 0.424
in the third equation. This implics that sttitads only margnally mediates the
effect of affordability perceptions on purchase intent, and that affordability
perceptions have & direct apd indspendent influence on purchase intert

4.]1.2. Predicting actval purchase

Of the 115 subjects available at time 2, 72 (62.6%) reported going out 1o
digner or baving bought a presen! for someone. The resulls pertaining to
the prediction of purchase are given in Table 3. In logn analysis, the signif-
icance of & set of k independent variables is determined by a likelihood-ratio
(LR) test. The LR test is the counterpart of the F-test in analysis of variance
or regiession analysis. This invoives computing an LR statistic as follows
Furst, the mode is estimated by constraining and not constraining the impact
of the set of k independent variabies to zero. Then, corresponding log-likeli-
hood (LL) valugs denoted as L; and L;, the LR statstic is compuled as
2(L;-L;). This statistic is x° distributed with k degrecs of freedom. [t was ex-

Table 3

Predicting behawior Valentioe's dey g7l sconarie

¥prabies M| M3 M)
INT 0.2~ 305 -0.08)
AFF - oo =0 118
AFT INT - - oo
Log-iledihood (LL) =l =104 10 =0l ad
Pradugrom adiIly

Pruportiog corres 0. 0 ko8 e
Cow 0i% 05M 0340
e 0.430 0830 €430

‘p 2010 "p <005 p <00,
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pected that affardability perceptions would predict behavior be'ter than that
predicted by purchase intention alone. Copsistent with this expectaiion, AFF
(f=0.099, p < 0.10) predicted purchase better than the model with INT
alone (x*(1) = 7.3, p < 0.01). Io addition, as expected, the inclusion of AF-
FINT (f=0021, p <005 further mproved the ft of the model
(x(2) = 1822, p < 0.01).

The significant AFF*INT term implies that purchase is the strongest when
both purchase intent and affordability are suwong. Based on the regression es-
timates of model 3 from Table J, we preseat the effect of purchase intent on
purchase at various levels of affordability. These results show that the rela-
tionship between purchase.intentions and purchase is such that the impact
of purchase intention on purchase is stronger at higher levels of aRordability
Thus, affordability perceptions moderate the purchase intention—purchase re-
lationship.

Level of AFF SPURJSINT sl
Low 0112 3,50
Average 0.213 8.26"
High 0.334 7.4
~ p <00l

While the LR test provides evideuce for - descriptive performance of the
model, the predictive perlormance of the madel was also evaluated. The pre-
dictive performance of the model indicates how well the independent van-
ables discriminats among the two groups, namely the purchasers versus the
non-purchasers. Using estimates from the logit model, a discriminant (classi-
fication) exercise was performed and the properuon of carrect predictions
was noted. The proportion of correct predictions was compared to the pro-
portional chance cniterion, Cy, and the maximum chance cnterion, Cumn
(Morrison, 1969). Tabie § provides evidence for the predictive ability of
the three models estimated. Model | correctly predicted behavior in 77.3%
of the cases, mode) 2 i 80 9% and model 3 in 81.3%. All models exceeded
the Cpee a0d the Cpyy criterion. However, model 3 performed the best by cor-
rectly classifying purchasers and non-purchasers in 81.3% of the cases.

Given that prediction of actual purchase can be enhanced by includiog a
neasure of affordability perceptions, what is the process by which affordabi-
lity perceptions influence actual purchase? Would « lack of inancial resources

TEL:904 922 3678 P. 012
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Tabla d
Tesung for purcheas intantion es @ medmior of tha Aferdabliivy purchase refalonship. Yalenloes day pit
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Condinoa Regresvon equation

1 AFF (0.401""*) influssces INT

1 AFP (0.19]™) mfusmeas PLUR

| INT (0.209™) influcaces PUR and marpimally decrenms the influsscr

of AFF (0.09%") an FUR
Noir: FUR nands for purshass. “p « 010 =p < 0.0% = < 001,

lead to poor purchase mtentions, which io turn lead to a non-purchase? That
is, would a perception that you cannot afford a product have its effect oo ac-
tual purchase through poor purchase inteotions or, can affordability percep-
tions affect actual purchase directly? Medistion analysis was conducted to
answer this question, the results of which are given jn Table 4. The results
show that AFF ipfluences both INT (0.58], p <0.0]) and PUR
{0.191, p < 0.01). In addition, the effect of AFF (0,099, p < 0.05) 15 reduced
when the effect of INT is controlled for. The f coefficient for AFF drops from
0.191 io the second regression squation to 0.099 in the third. These resuits
show that purchase inteation only marginally mediates the cffect of affordabi-
lity perception on and that affordability perceptions have a direst,
independent influence on actual purchase,

4.2, Celebration scenario

4.2.]. Fredicting purchase intentions

The results for prediction of purchase intentions are given in Table 5. It
was hypotbesized that the inclusion of sffordability perceptions would add
explained variance over and above that provided by attitude and subjecuve
porms in predicting intentious. As can be seen from model ), ATT
(8 =0618, p <0.0]) and SN (8 =0.181, p < 0.05) resulted in ap R}, of
048. The inchusion of AFF (model 2) resulted in a significant eltect
(8 = 0.226, p < 0.01) and increased the R}, 1o 0.52. The variance explained
by model 2 is sigpificantly greater than that expluned by model |
(F(1,153) = 13.33, p < 0.01). Purther, as can be seen in model 3, the inclu-
sion of the interaction terms AFF*ATT (£ = 0.870, p < 0.05) and AFF*SN
(8 = =0,546, p < 0.05) resulted in an R}, of 0.55. The variance explained by
model 3 is significantly greater than that explained by model 2
(F(2,151) = 5.17, p < 0.01). These results for predicting inteations for the
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ATT LT 1 0482 0576 04l 0,188 Q.14
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celebration scenario are parallel to those for the Valentine's scenario. It was
found that perceptions of affordability increasc variance explained in iaten.
tions over and above that explained by atutude and subjective porms. Addi-
tionally, variance explained in intcntions was further increased if subjects
simultaneously possessed (1) a positive attitude toward celebrating and the
ability 1o afford the celebration, and (2) social pressures to celebrate and
the ability to afford the celebration.

Levcl of AFE SINT/SATT tvalue SINT/ASN  rvalue
Low 0.360 9.73" 0136 M
Average 0.454 58 96 0.076 3 g
High 0.544 14.70" 0.015 0.49
= p < 0.0L.

Based on the regression estimates of model 3 from Table §, simple cflects
for the AFF*ATT snd AFF*SN interactions were calculated. These results,
prescoted below, show that the relationship between anitude/subjective
porms and intentions is moderated by affordability perceptions. The relaton-
ship between attitude and intentions 1 such that the impact of attitude on in-
tentions is stronger &t higher levels of affordabiluny. The relationship between
subjective norms and intentions is such that the impact of subjective norms
on intentions is weaker at higher levels of affordability perceptions.

As in the case of the Valentine's scenario, mediation analysis was conduct-
ed to determine whether affordability percepilons influence purchase inteotion

TEL:904 922 3678 P. 014
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Table &

Teaiog (or anitude oy o madator of the sMordability pereeptop-imtention rlationshlp. ealebralion s
naro

Coadition Regronon sguanon

1 AFF (0.294™) influcgom ATT

3 APP (0 426™) jpfluences INT

] ATT [0476) mfluences INT and marpoally decrsams the (afvence
of AFF (0.299) o INT

*p <00, Ve < 005 =p <001

through attitude or whether they affect it directly. The results of this analysis
are given in Table 6, These results show that AFF influences both ATT
(0.298, p < 0,05) and INT (0.426, p < 0.01). Ln addition the effect of AFF
(0.259, p < 0.01) on INT is reduced when ATT is controlled for, These re-
sults show that attitude only marginally mediates the effect of affordability
perceptions on purchase intention; instead, affordability perceptions have a
direct effect on purchase iniention that is independent of attitude.

4.2.2. Predicting acrual purchase

Out of the 116 respondents available at time 2, 37 (31.9%) reported cele-
brating the completion of mid-term exams by going out to dinner, a sporting
event, or & rock concert Since the respondents perceived the celebration sce-
naric as more easily afordable than tha Valentine's scenano
(r=5.55 p<0.0l), we could expect that affordability perceptions would

not play 2 significant role ip predicting purchase for this scenario. The results
for the prediction of behavior are given in Table 7. For the celebration sce-

Tabie?

Predictn g porchise cobrados senanc

Virlables Mi M1 M)

INT 0 197~ eI 0,65
AFF B .08 oM
AFFINT - - .00
Log-likalinood {LL) -127.13 -126.4 ~126 M
Prodiciioe abiluy

Proportion eerrest 0704 0.704 0704
(=58 0.330 0.250 M2
Cous Lawd N ] 0480

‘p 2 0Lk =p < (.04, —p < 0.0].
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nario, the addition of AFF (modsl 2) and AFFINT (model 3) did not pre-
dict behavior better than that predicted by INT alone.

Basad on regression estimates of model 3 from Table 7, the impact of pur-
chass latention on purchase at vanous levels of affordability perceptions was
calculated and 18 shown below,

Level of AFF SPURJSINT i-value
Low 0.177 291
Average 0181 355"
High 0.186 291"
=~ p<00Ol

Although we did not find a significant effect for the AFF®INT term, the
“simple effects” were significant. The impact of purchas¢ intentias on purs
chise is greater at higher levels of affordability perceptions. Thus, in the case
of the celcbration scenario, we find weak support for our hypothesis that
affordability perceptions moderate the purchase intent-purchase link.

Table 7 provides evidence for the predictive ability of the thres models es-
timated. It can be seen that all three models correctly classified purchaser and
non-purchasers in 70.4% of the cases. The proportion of correct classifica:
tions exceed both the Cpe, a0d Cme, critenion. Thus, as was expected, includ-
ing perceptions of affordability did not predict behavior better than that
predicted by intention alone.

As in the case of the Valentine's scepario, mediation analysis was conduct-
ed 1o determine the process by which affordability perceplions iy - ence actu-
al purchass. The results for this analysis are given in Table 8. It can be secn
that AFF aflects both INT (0.426, p < 0.01) and PUR (0.098, p < 0.05). In
addition, the affect of AFF (0.052, ns) on PUR is reduced to non-significance

Tabie §
Tanting [or (he purchase isntion s § medialol of the aficrdabelity pererpuion-purchnse relstionsbip. ot

ebrabon senals

Copdition

Rygrmsion rguation
H AFF (0426~ influcnes INT
2 AFF (0.008~) mfiucncs PUR
3 INT (21 78") infivenoes PUR and dectessei (he afusnis of AFP (0,091s4) aa FUR
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when INT is controlled for. These results show that in the case of this scenar-
10 which was perceived as more easily affordable by the sample, the effect of
affordability perceptions on actual purchase was completely mediawed by pur.
chase iptention.

§, Discossion

This study examuned the role played by perceptions of affordability in pre-
dicting purchase intent and purchase. Two scenarios varying In expensivensss
were examined. As expected, both exhibited parallal results for the prediction
of purchase inteation but dissimilar for prediction of actual purchase. First
we discuss the resulis pertaining to purchase intention and then those pertain-
ing 1o purchase. This is followed by a discussion of limitations and sugges-
tions for future research and implications for practice,

5.1 Impact of affordability perceptions on purchasw intenjion

In predicting intentions (or both the scenarios, it was found that percep-
tions of affordability explained more variance than attitudes and subjective
norns alone. This implies that besidcs possessing a positive attitude and so-
cinl pressures to perform the behavior, perceptions of whether one fexls he/
she can afford the product explainy significantly more vanance in inteaunn.
Thus, the effect of affordability perceptions on purchase intentions is not cap-
tured by attitude ar subjective norms. More Importantly, it showed that the
relationship amongst attitude, subjective norms, intention, and affordabilty
is more complex than implied by simple main effects. Specifically, it was
found that the attitude-purchase intention and subjective norm-purchase in-
tention relationships are moderated by perceptions of affordability. It was
found that possessing simultansously both a positive attitude towards per-
formiog the behavior and strong affordability perceplions Jeads to the stroog-
est intentions. As perceptions of affordability were found Lo get stronger, the
inrpact of a positive atttude on intention became stronger. This is evident
from the model that best fit the data, pamely, model 3 The results from thus
mode! showed that a positive attitude, or sirong perceptions of affordability
were not sufficient by themaelves to influence intentions, but in combination
they had a strong wnfluence on it. That is, the effect of attitude and affordabi-
lity perceptions on purchase intentions is best explained by their Interaction.

12:12

TEL:904 922 3678

P.17/23

P 017

AL

It was also foun
social pressures 1o
strong intentions. |
afford to engage in
intention 10 CORAP
not afford to do w
opinion when they
celebrate. This is
Furﬂhl“ fotent, P
al evaluation of a
pressures as reflec

Qur study also
tions influence pu
purchase intent n
a8 direct and inde
the effect of affon
attitude. That is,

thing inspitz of k
rancial constrain®
purchase intentio

$.2. Impact of aff

We found tha
chese over and
affordability per
was best predicic
tian to buy (in tF
affordability pen
the scenario pen
is consistent watk
postulates that f
control, B measy
value in predicti
ing & behavior d
pc]t:l\l'ld MI\'
bavioral intenlic
the behavior, Wt
dicting behavios




MAY. -28 98(THU) 13:03
UF ILL

=Jad

ase af this scenar-
mple, the effect of
* mediated by pur-

Tordebility in pre-
i in expensiveness
for the prediction
al purchase. First
hen those pertain-
tions and sugges-

wund that percep-
es and subjective
: attitude and so-
ther one fecls he/
ince in intention.
ntions is not cap-
showed that the
and afferdability
secifically, it was
Irm=~purchise in-
irdability. It was
ude towards per-
ads to the strong-
get stronger, the
*. Thus i3 evident
results from this
s of alfordability
t 18 combination
de and affordabi-
their interacton.

T ;

STATE LIBR OF FL.

Fax:352-342-7538

May XB Cag

12:12 i, 168725

A% Notani | Journal of Ecomamic Paychnlagy JA (1997) J33=348 Hi

[t was also found for both scenarios, that possessing simultaneously both
social pressures to buy & product and strong affordability perceptions leads to
strong intentions. However, when the respondents perceived they could easily
afford 10 engage in the behavior, subjective norms had a weaker influsnce on
\ntention to engage in those behaviors compared to when they felt they could
pot afford 1o do so. That is, the respondents cared less about other people’s
opinion when they could afiord to buy a gf for Valentne's day or go out 1o
celebrate. This is an interesting finding becayse it shows that in predicting
purchase intent, perceptions of affordability corbine differently with person-
al evaluation of a purchase s reflected in attitude and differently with social
pressures as reflected m subjective norms.

Our study als» demonstrated the process by which affordability percep-
tions influence purchase intent. Is the effect of affordability perceptions on
purchase intent mediated by attitude or, can affordability perceptions have
a direct and independent influeace on purchase intentions? We found that
the effiect of affordability perceptions oa purchase intent is not mediated by
attitude. That is, a person can have a positive attituds toward buying some-
tung 1nspite of knowing that he/she docs not intend to buy 1t because of fi-
gancial constrants. Thus, affordabulity perceptions can have a direct affect on
purchase intentions that is independent of attitude.

5.2, Impact of affordability perceptions on purchase

We found that perceptions of affordability significantly influenced pur-
chase over and above intention alone. Further, purchase intenuon wod
affordability perceptions intsracted to explun purchase. Tha: purchase
was best predicted when individuals simultancously possess both the motiva-
tion to buy (in the form of inteation) and the ability 10 do 1o (in the form of
affordability perceptions). However, as was expectad, this was true ooly for
the scenario perceived s more expeasive by the respondents. This finding
8 consistent with the Theory of Planned Behavior (TPB) (Ajzen, 1985) which
postulates that for behaviors over which individuals fec) they have limited
control. 8 measure of perceived behavioral control would be of considerable
value i predicting bebavior. When individuals perceive barriers to perform-
ing & behavior dus (o lack of skill, opportunitles, or resources, 4 measure of
perceived behavioral control should be used in addition 10 a measure of be-
havioral [atention. Whea an individual perceives that he/she has control over
the behavior, the concept of perceived behavioral control is irrelevant for pre-
dicting behavior; a measure of iniention glons should suffice. In the context

TEL:904 922 3578 P.oIB
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of the present study, our sample found it significantly easier to afford $10-525
than $25-550. These conditions make the celebration Kcenario more under
volitional control than the Valentine's day gift scenario,

Our results shed some light on the process by which affordability percep-

tions affect actual purchase. [s the effect of affordalality perceptions on pur-
chase mediated by purchase intent? Or, do affordability perceptions have a
direct, independent influence on purchase? We found for the scenario that
the sample perceived a3 more easily affordable (celebration), the effect of
effordability perception on acrual purchase was completely mediated by pur-
chase int*ntion, On the other hand, for the product that the sample perceived
a3 more nptn!m (Valeatine's gift), afordability perceptions had an inde-
Mmtmdda:miu.ﬂumoumndpmmnmnmmuudby
purchase intentions. Thus, affordability perceptions contain information per-
tneni to purchase that is not captured by intention measures.
_ Some support for the importance of financial resources vis-a-vis purchase
intent measures in predicting purchase comes from Morwitz and Schminlein
(1952). These authors examined whether segmentation techniques could be
used 1o predict which intenders acrually bought & car or a personal computer.
Using & large panel of households, they found that the same factors that cor-
related with propensity to buy also correlatad with propensity to fulfll intent
In fact, those who actually purchased came from a segment that had & high
propensity to buy (high income, prior produet uss g2), regardless of their stat-
ed inteat. The authors suggest that this implies that intention measures do
aot caprure underlying propensity to buy that is captured by measures of 1n-
come, prior product usage etc. These reswts are consistent with ours and
show that when people indicare & positive purchase intention, they muy
not suffaeatly account for affordability. One possibility could be that people
anchor on attitude or liking and do not sufficiently adjust for factors like
affordability that are less explicit (Tversky and Kahneman, 1974).

3.3. Limitations and suggestions for future research

The results of our investigation into the role of 2ffo tdability perceptions in
predicting purchase intent and purchasc are encouraging. However, this
study has & oumber of limitations. First, since we employsd & convenisnce
sample, the generalizability of our results is limited. Future research should
examine whether a similar pattern of results emerges for the general popula-
tloa. Second, we examined only two scenarios VArying in expensiveness [n
future research, using pretasts, a variety of products with price levels runging

TEL:904 922 3678

12:13

F.19/23

P. 019

A5 !

from the absolute
of affordability pes
med. Third, our 1
was a Jimutation si
a giftidinner for.

In future resean
amuned via the exp
could be manipula
ferent degroes of
abdlity to jsolate ca
sality is impled in
tal study could, e
buy something ia b
er a persop hasa p
it.

5.4. Implications fi

Market researcl
messures for the
cluding & simple n
better than that pr
sure of afordabili
purchase by @%.

1t should be not
festation of ap aca
tc influence actual
cessfully manipula
sibility of copvern
and sven credit ca
able. The populari
play an important

In predicting pu
lity rather than ot
that affordability §
tive measures of in
on credit, consume
mit them to do so.
representation of w




MaY. -29 9B (THU) 13:04

U ILL

=346

= to afford $10-525
‘sano more under

fordability percep-
srccptions on pur-
serceptions have a
the scenario that
100}, the effect of
* mediated by pur-
: sample perceived
ions had an inde-
not mediated by
1 information per-
ires.
vis-a-via purchase
2 and Schmittlein
:hniques could be
sraonal computer,
¢ factors that cor-
ty to fulfill intent.
it that had a high
dless of their stat-
Lion measures do
1y measures of in-
nt with ours and
mtion, they may
ild be that people

¢ for factors like
, 1974)

ity perceptions in
1. However, this
=d a convenience
: research shoyld
t general popula-
sxpensiveness, [n
ice levels ranging

STATE LIBR OF FL
Fax:352-332-7538 May 28 ‘98  12:14

A S Notani | Jowrnal of Bconamiy Prychohgy 18 (1997) S25-Jed pL]

from the absoluts lowest to the very highest should be determined. The role
of affordability perceptions over a large range of products should be exam-
ined. Third, our use of Valeotine's Day as one of the purchase contexts
wils 4 limitation since not everyone has a partner or somebody elsc to buy
# gifvdinner for.

In future research, the role of afordability perceptions should also be ex-
amined via the experimental method. For example, affordability perceptions
could be manipulated by allotting different groups, different budgeta and dif-
ferent degrees of access to credit. An advantage of this technique would be its
ability to isolate cause and effect. In a survey study such as ours, though cau-
sality is implied in modeling, the true direction is not known. An experimen-
tal study could, e.g.. explore whether a person perceives she/he can afford to
buy something is because she/he has 8 poaitive attitude towards it, or, wheth.
¢r 3 person has a positive atritude towards it because she/he can afford to buy
it.

5.4, Implications for pracrice

Market researchers regularly employ atitudinel and purchase intention
measures for the purpose of predicting purchase. Our results show that in-
cluding 8 simple measure of affordability perceptions can predict purchase
better thap that predicted by purchase intention alone By including a mea-
sure of aflordability perceptions we were able 1o increase the prediction of

by 4%,

1t should be noted that afordability perceptions are a psychological man-
ifestation of an economic variable; and these perceptions may have the power
to influence actual purchase, Thus, if perceptions of affordability can be suc-
cesfully manipulated to make a product appear affordable, there is the pos-
sibility of converting & non-purchase to purchase. In fact, instalment plans,
and even credit cards have the effect of making products seem more afford-
able. The popularity of such devices shows that perceptions of affordability
play an importaat role in faciliiating purchase,

In predicting purchase, we sxamuned the role of perceptions of affordabi-
lity rather than objective measures of lncome. There are reasons 1o suspect
that affordability perceptions might play & more important role than objec-
tive measures of income ip predicting purchase. First, if goods are available
on credit, consumers can buy them even if their income alone would pot per-
mit them to do so, Thus, measures of income alone may not be an accurate
representation of what consumers can really afford to buy. Reports show that

TEL:904 322 3678 P.O
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credit card purchases account for 13.5% of overall consumer spending in the
US (Waldrop, 1992) and their wse is increasing at an alarming rate aiound
the world (Economist, 1992; The New York Tumnes, 1994, Savic, 1991). A
large percentage of consumers use credit cards for their revolving credit prop-
erty for the purpose of increased consumption (Ausubel, 1991). Further, in-
spite of the high intcrest rates charged by credit card companies, which
results in high final product costs, a large percentage of consumers are insen-
sitive to interest rates (Ausubel, 1991; Federal Reserve Bulletin, 1992) Sec-
ond, people with identical incomes may have different affordability
peroeptions due to differences io influences from neighbors, Jevels of opt-
m.sm about the future, desire to acquire material goods, attitude towards
credit, locus of control, self-cfficacy, view of money as a source of power, sen-
sation-secking, non-conformist tendencies, thus making them differentially
prone (o debt (Lea et al, 1993; Tokunag, 1993). Ia a study dempned to ex-
amine psychological, economic, and soclal predictors of personal debt, Li-
vingstone and Lunt (1992) found that & key financial factor like disposable
income was unrelated to indebtedness. Instead, the authors found that psy-
chological factors like being pro-credit, seeing credit as useful, werc signifi-
cant predictors of indebtedness. Other researchers too have found that
prychological variables like external loous of control. Moreover, in compar-
ing objective measures of income and subjectve evaluations of household £+
nances, some researchers found that the latter were superior in predicting
certain kinds of consumer expenditure (e.g., Williams and Defris, 1981, Wells
et al., 1986). The contribution of affardability perceptions versus objective

measures of income In predicting purchase should be examined in future re-
search
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LEEFING RURAL AMERICA CONNECTED:
BTV AND RATES [N THE COMPETTTIVE ERA

Appendix D—
OPASTCO
Subscriber Survey i MO A Dl
Description

Bcc:us.r: virtually all subscribers served by OPASTCO local exchange carrier member companics
are rural, the survey sample was developed from these subscribers so as to have a purely rural sample
The OPASTCO membership list of companies, along with the number of access lines each company
serves, was entered into a database and stratfied by region (Northeast, Southeast, Midwest, North-
west, and Southwest). Twenty companies then were randomly selected from the list. Also, two alter-
nate companies were randomly selected for each of the onginal companies selected.

The randomly selected companies were called and asked to parucipate in the survey. If the
company refused, then the first alternate for that company was asked to paruapate and so on. Nine-
teen of the 20 companies who ultimately partcipated were among the companics in the onginal three
randomly generated lists. In one instance, a fourth company had to be selected in order to complete
the group of 20 companies.

Each of the 20 companies who agreed to participate was asked to generate a random sample of
250 subscribers from their subscriber list. These lists constituted the actual sample of 5,000 rural sub-
wribers who received the survey. The lists included both residennal and business subscnbers.

The Survey Instrument

The survey instrument included four sections: communications services, communications
equipment, community, and background. Because the survey went to both business and residental

subscribers, the instrument sections on community and background were further dvided by residen-
tal and business.

The survey inclided a combination of questions for which respondents could check the box or
boxes that applied and questions that required them 1o fill in a blank. In addinon, a space provided at
the end of the survey allowed respondents to give their reaction to the survey or to write anything
they thought was important but had not been asked on the survey.

The communications services section asked about all the communications services the respon-
dents subscribe to or use regularly; whether they have single- or party-line telephone service; and
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whether they have 911 emergency service, extended area service, and TouchTone service. This sec-
ton also included questions about subscribers” perception of what they would do if the price of their
telephone service increased and about the amount and diversity of their telephone usc.

The second section of the survey asked abourt the different communications equipment the
respondents have, including the available options on their telephone equipment, the number of lines
thq*hzvc.wfnhathcypuncuanlﬁngurﬂ,md%cﬂwdwymmmmﬁ:ﬁukphmm

mmmmm:m'mmqmmmormukpmmm-
juncuion with community participation. This section differed for residential and business subscribers.
Residential respondents were asked about their participation in community organizatons and whether
they know und take messages for someone who does not have a telephone. Businesses were asked
abou:mckpuﬁdpcﬁnnhand/wwmﬂipdcmmﬁwmdmumddlcusrofl}wirbusi-
ness telephone in conjunction with those activities.

Both residential and business respondents also were asked about their distance from schools,
hospitals, and doctors to ascertain the current availability of services that could be augmented by
telecommunications solutions in the future in rural communities. The survey also asked the distance
respondents travel to work in order to understand the potential for telecommuting.

The final survey section asked for background information on the residence or business. This
included questions about employment, presence of someone in the houschold who is chromically ill or
disabled, houschold income, type of residence, length of time at the residence, occupanon, educauon,
and other demographics known to be related to telephone use.

Overall, the survey was nine pages. Residential respondents were asked to answer 51 ques-
nons, and business respondents were asked to answer 43 questions. Each respond:  needed to com
plete seven of the nine pages.

The Survey Procedure

Each of the 20 companies that agreed to participate was sent 250 copics of the survey with a
draft cover letter and 250 postage-paid return envelopes addressed to OPASTCO. Each company
transferred the draft cover letter to its letterhead and enclosed one dollar, the survey, and the retum
envelope in a company envelope and mailed it to the 250 randomly chosen subscribers in its area. The
surveys were coded by region so that a regional analysis could be conducted.

Subscribers were asked 1o return the survey no later than November 12, 1993, which allowed
scven to 10 days for the subscribers to respond. One exception was made: one company did not mail
its surveys until late November due to the loss of the package of surveys. The ulumate cut-off date for
this company was December 1.

The survey was ficlded in early November to avoid the changing calling partemns that occur
dunng the holiday scason. Because the last survey was fielded late, a special code was entered for sur
veys returned after the original cut-off date. The means of the surveys received before and after the
onginal date were computed and compared. While the @ priori expectation was that the number of
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telephone calls reported on the later survevs would be hugher, this was not the case. Hence, the sur-
veys returned late were included in the overall analysis.

The Survey Response

Of the 5,000 surveys mailed, 2,383 were returned for an overall response rate of 47.7 percent.
Of the retums, 1,872 of the residential /both and 201 of the business/both surveys were used in the
analysis. Several respondents answered both the residential and business sections of the survey, so
based on the actual response information, those filled in for both were assigned to cither the business

or residential group. If the call volume and/or the total telephone bill was high, the survey was
entered as a business response. ‘

The remaining surveys were dropped duc to missing data. It should be noted that a mistake in
the survey caused some surveys to be returned incomplete, but even then, the survevs were kept for
analysis if at all possible. The mistake was in the questions about the houschold SOCI0-CCONOMIC infor-
mation and thus did not affect the business responses. The data displayed in this analysis reflects the
mussing responses on questions below the line.

The data was entered into two separate databases, one residential and one business. The resi-
dennal analysis meets a 95 percent confidence level. The business analysis, however, should be consid-
ered qualitative because the number of responses is low. This is a function of the population, not the
return. It was estimated that on a random basis, no more than 10 percent of the sample would be
businesses, and the business response was approximately 9.5 percent.

The survey analysis, consisting primarily of frequencics and conringency analysis controlling
tor independent variable interaction, is set out in chapters 5 and 6.
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SURVEY ON RURAL TELEPHONE SERVICE
INSTRUCTIONS

mmummmmmwm:a Communication Equipment,
me.qnﬂﬂldwm For many questions, you need o check the mupriuohaxmbaxg; ﬁmma_lm_

ihe biank with an appropnriate number. mmummmmm.ﬁn,mmmmm
cooperaton.

QL ANLLA TRON FOR Tiaf a0 Tl PN
AND ADVANCEMENT OF fadag
FELEPHONE COMMNG S

1. Are you a residential or a business telephone subscriber? [ | Residential [ | Business | ] Both

2 Mﬂl,“mmmhmﬂyﬂmw:mh? Circle the response below that best
Poor Fair Good Excellent

ASOUT THE COMMUNICATION SERVICES YOU USE
3 MGMMMMIMMmmmmmm?

{Check all that apply).

[ ] Daily newspaper [ ] Basic cable telavision [ ] General interest magazines
[ ] Weekly newspaper [ ] Expanded basic cable tv [ ] Special interest magazines
[ ] Newsletter [ ] Premium cable tv [ ] News magazines

[ ] Paging or beeper service [ | Cable tv special events [ ] Ovemight deiivery service
[ ] Cellular telephone [ ] Broadcast television [ ]| Computer database service
[ ]Video tape remais [ ] Telephone service [ ] Computer bulletin board

[ ] Electronic mail [ ] Other (Please specity)

a. Of the services you checked, which is the most important?

b. Of the services you checked, which is the least important?

c. Oitmmmm*MHmmlrmmumrPrM?

4 s your telephone service private line or parly line service? | | Private iine [ ] Party line
5 Do you have TouchTone telephone service? [ Yes [ ]No | | DontKnow
] |simcuingmmammmmmmmwmmmmmum?
[ ]Yes [ INo [ ] Dont Know
7 Is 911 emergency service available 1o you? [ ]Yes [ 1 No [ ] Don't Know
a.Hyn.maMMowrﬂmmwnﬂormmwﬂ? [ 1911 [ ] Doctor

8. Of the relationships isted below, who would be most frequently called from your premises?

[ ] Family member [ ] Friend [ ] Fellow association/ciub member
| ] Relative [ ) Co-worker [ ] Business person
| ] Government [ ] Other (Please specity)




g Gtmmmm.MMruuorom:trwrpum;uu&thtmoprnmmrmthnm
month? Check all that apply.

[ | Social comacyKeeping in touch [ ] Handiing a crisis

[ ] Scheduling [ ] Getting something done

[ ] Coordinating community activities | | Gefting/giving information
[ ] Other (Please specity)

a Of the telephone uses listed above, which is most important?
b.amummuuuum.mumummm?

:.Dltmmbpmmﬁnndm.mummnmnmrmm7

10. wamm'mumlmmmmmmmnmm Check all that
apply.

| ] Call waiting [ ] Caller ID

[ ] Call forwarding [ 1Cal

| ]| Speed dialing | ] Selective call walting

[ ] Cancel call waiting [ ] Three-way conference calling
| ] Distinctive ring/coded ring [ ] Automatic call back

[ ] Selective call forwarding [ ]Voice mail

[ ] Data line conditioning | ] Automatic redial

[ ] Call intercept (Do not disturb) [ ] Call trace

| | Wake-up call service [ ] Other (Please specity)

| ] Inside wiring maintenance [ ]None

1. What is your total bill for telephone services in a typical month? (Inciude basic local
service, lelephone rental, extended area service charges, long dis'ance ¢t “rges,

ammwummm:mmmmmmhnWawu.} 5
a. What is the current monthly charge for basic local telephone service? $
. In a typical month, about how much s your long distance telephone bill? $
¢ In a typical month, how much do you pay for extended area
service? (Enter "na” if you dont have this service ) $
d For all the services you checked in question 10 above, what
are the current monthly charges? (Enter *na® if you checked None ) $
12.In the last month, on average, how many local telephone calls per day were received al your premises?
[ JLessthan1 [ |4 [)8 [ 112 [ 116 [ 120 or more
[]11 [15 [19 [ 113 [ 117 [ ] Don1 Know
[12 []6 [ 110 [ ]14 [ 118
[13 (17 [In [ 116 [ 119

2 [ 116 [ ]20 or more
3 [ 117 [ ] Dont Know
4 [1w® -
5

13. In the last month, on average, how local telephone calls per day were placed from your premises?
4
5
6
7 [ 118

il ok =l
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response? Choose a response for each dollar amount listed. (Check the box that applies in each column,)

$500 $1000 S$1500 $2500

a. Pay the increased amount. (] L) [] []
b. Reduce long distance use, thereby lowering the overall bill. (] (1] [] ()
c.Hmwmmh'lwmmm

question 10. [1] [1] [] (]
d. Hm;l.pondilgunmmmmmmw

mmmuna._ _ [ ] [ [ ] []
e.mmmmmnﬂruﬁdm

communication. (1] (] [ ] (]
f. Discontinue telephone service completely. [ ] () [ ] (]
g Other (Please specity) [] (] [] []

15 ﬂmrmh&mhﬂmﬂmmwmmbm.mm your most likely
ies in @ach column.)

be
response? Choose a response for each dollar amount listed. (Check the box that appl
$2

00 $300 $400
a. Use the savings 1o subscribe to an additional telephone line. (1 (
b. Use the savings 1o buy "enhanced" services. Reter 1o question 10. (1 (
C. Use the savings on more long distance lelephone cails. (1 [
d. Use the savings 1o buy other communication services. Refer to question 3. L] [
. Use the savings 1o buy other products or services not related 1o
communication. [] l
. Keep the savings. [] [ ]
g. Other (Please specify) (] |

16 lfmmuldmmrtmmulbyplﬂubytmwrwhwm;&nmmIoflnnqdmaru:el
mlhwuummmmw?{mmhwamm.:

Very Somewhat Dont  Somewhat Very

Unlikely  Uniikely Know  Likely Likely

1?Howmanyhngdistmcaudnﬂmmummnmuh.mm?

| ] None []3 [17 [I1 [ 118 [ 119 or more
[ JLlessthan1 [ |4 []8 [ 112 [ ]18 [ ] Dont Know
[]1 [15 (]9 []13 [ 117

[]2 (186 (110 [ ]14 @ RL
lmmmeﬂMmeﬂuhlnﬁm on average?

“

d | None [13 (17 [ ]9 [ 115 [ 119 or more
| lLessthan1 | |4 []8 [ ]12 [ ]16 [ ] Dont Know
[]1 []5 [ ]9 []13 ( 117

[ 12 []6 [ ]10 [ )14 [ ])e

Please Continue 10 the Next Page -




18. Hmrmwmntmﬂhlmhkmm.Mimrmhlcolyr-mm?cm;
mwmmmm.{mwmnﬂumhmmm;

$5.00 $1000 $1500 $250
Pay the increased amount

. ]
Reduce the number of calls your household makes. E]
Reduce the number of minutes spent on sach call []
Hmmmmmummmmum-;. [ 1
Make calis only when night/evening discounts are effective. [ ]

~eanow
Mt bl i bt
—_—— — ——

]

é
:
!
g_
:
E

[ ——
— — p— —
— e — —

2. nmmmmamumnm.mumm likely response? Choose a
«  response for each dollar amount listed. (Check the box that applies in each column )

a. Increase the number of calls your household makes. 1]
b. Increase the number of minutes spent on each call ]
c.memmmmwummwﬁ ]
d.mkemnhmnmm-uulmh
night/evening discounts to be effective. (] (] []
c.lrueaumahuubnuwmm
services. Refer 1o question 10. [] [1] []
I. Increase spending on other communication services. Refer
to question 3.
9. Increase spending in areas not related 1o communication.
h. Increase the number of telephone lines subscribed 10.

g
2
R

00 84
[
[
[

—==8

]
]
]
]

—_———— —

] [
J [
] [
] [

21 mmumlﬂmmmmmmmrmhmunarmmm?umm
calls 10 telephone numbers beginning with 976, 540 or area code 900 in your response.)

[ ] None [ ]Sports line [ ] Other 900 calls
[ ] Time [ ] News line [ ] Other 976 calis
[ | Weather [ ] Call-in Opinion Poll [ ] Other (Please specify)

ABOUT YOUR COMMUNICATION EQUIPMENT
22. Do you own or rem your telephone(s)? [ JOwn [ JRemt [ ] Both
23, mmﬁﬂmwmmmma?

24 anuhneammmmmrwhmm
from other phones and bill it 1o your own phone number? [ 1Yes [ INo




25 Which of the following types of communication equipment do you have? (Check all that apply.)
[ ] Dial telephone [ ] Stereo System liTmTcrutumm [ j D Player (compact disc)
[ ] Speaker phone [ ] Answering machine [ | Cordiess telephone [ ] Computer
[ ] Television [ ] Computer modem | | Paget/beepe [ ] Facsimile machine (fax)
[]cellu_.llnrphoru | 1CB radic [ ] Video game player [ ] Video cassete recorder
[ ] Radio [ ] Sateiitte dish [ )TOD [ ] Cassette playernape recorder
[ ] Other (Please specily)
26. W?ﬁchmﬂllmmmnﬂﬂmmwmdtmummbcummmrpmmsaﬂ1Ch¢ch
all that apply.)
[ ] None [ ]Flash [ ] Automatic redial
[ ] Mute [ ] Volume control [ ] Hoid
[ ]| Pause [ ] Pulsafone switch [ ] Programmable speed dialing
[ ] Other (please specity)
ABOUT YOUR COMMUNITY
27. Do you know anyone who doesn’t have a home telephone? | |Yes [ | No
a. If yes, does your household ever lake messages for them on your telephone?
[ INo [ ] Yes I yes, about how often?
28. Does anyone in your household actively participate in any of the following organizations?
l]Localspomlng.ml;e.g..uﬂ-Lm)
| | Neighborhood watch
[ ] PTA or other school organization
[ ] Volunteer firefighters/rescue squad
[ ] Religious group or church
[]Semuwizm:t-g Jaycees, Lions, Rotary, etc.)
[ ] Political organizations
[ ] Local chapter of a professional or labor association
[ ] Other volunteer service group or community association (Please specity)
[ 1 None of the above (Go to question 30)
29.

It you checked any organization in question 28 above, is your household telephone used 10 conduct business or
schedule events for that organization?

[ INo [ ] Yes If yes, about how often?
[ ] Less than once a month
[ ] Once a month
[ ] More than once a month -




3o

3

8
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35 How far away does your nearest neighbor live?

mmmuum“mmmmm?

ﬂﬂuﬂmuhﬂmmmm
Iist their one-way mileage between work and home.

How many miles is it one way 10 the family doctor's office?
Hmmwnﬁnistmmwmmm'ﬂ
Hawmnynﬁelutmmmliﬂmlqnd!mmluﬂ&?

rbwmwmsnmmmwmmMM?
a. Elementary school
b. High School

¢. Community college

ABOUT YOUR HOUSEHOLD

36
3z

38

40

41

42

lsthraamwwummmm‘ﬂ ]Yes [ INo
ummmunammwmnmmmun ]Yes [ | No
Entertrnnurrmolp-upiuolnmmmhﬂﬂmwmmiashmrrmamu

— 0-4years — 19 - 24 years — 45 - 54 years
— 5-10 years — 25 -3 years — 55- 64 years
— 11 - 1B years — 35 - 44 years — 65 years & over

Hownunymmmmmmmm?(mnhemnHrlanﬁmaIi'le]
__llltime __ pan time
Of the househoid members empioyed, how many are self-empioyed?
[ 1None [ ]One [ ] More than one
Is anyone in your household cumently unemployed? [ ] No (Go 1o question 42) [ ]Yes
a Hyes.rnwbrghuﬁismmmﬂhubnnumw
[ ] Less than one month [ ] More than three months but less than six
[ ] One to three months [ ] Six to twelve months
[ ] More than one year

What is your total household income per year?

[ ] Under $5,000 [ 1$15,000 - $17,499 [ ]$35,000 - $39,999
[ 185,000 - $7.499 [ ]1$17.500 - $19,999 [ ]$40,000 - $49,999
[ 1$7.500 - $9,999 [ ]$20,000 - $24,999 [ ]$50.000 - $74,999
[ ]$10,000 - $12,499 [ 825,000 - $29,999 [ 1875000 and Over
[ 1512500 - $14,999 [ ]$30,000 - $34,999




43 Ofthe mmew.MmmwmpM?

[ | Protessional [ ] Clerical worker/office assist

| | Manager/official | ] Farmer -
[ ] Supervisorforeman [ ] Laborer or operator

| | Owner/proprietor [ ] Craftsman

| | Technician/repairman [ ] Homemaker

[ ] Sales/marketing Hm

[ ] 7th grade or less [ ] Some college

[ ]86th grade [ ] Compieted college

[ ] Some high school [ ] Some graduate school

[ ] Completed high school [ } Completed graduate school

45. Have you had any other schooling or training?

[ ] Some vocational school [ ]Job training seminars
| ] Completed vocational school | ] Extension courses
| 1 Correspondence school [ ] Other adult education (Please specify)

46. Whal is your currert marital status?

[ ] Single, never mamed [ ] Marmed [ ] Divorced [ | Widowed [ ] Separated
47. Areyou| |male [ ]female?
48. Do you rent or own your place of residence? [ | Own [ ]Remt [ ] Other (Please specify)

49. How long have you lived al your current residence?

50. Wnat type of dwelling best describes your current residence?

[ ] Single tamily house [ ] Apanment/Condominium [ ] Extended family b se
[ ] Townhouse/Duplex [ ] Other (Please specify)

51. Please provide your area code and the first three digits of your telephone number in the space
provided to the righi.

THANK YOU FOR YOUR TIME, COOPERATION AND PARTICIPATION

If you have any comments about our questionnaire or additional information that you would like to provide, we
encourage you to use the space provided below 1o do s0. if you would like to know the results of the survey you may
call OPASTCO at (202) 659-5990. Call collect. Or you can drop us a line with your name and address and we will mail

a copy to you. In order fo protect your confidentiality, please do not include your name and address when retuming this
survey retumn,

IF YOU ARE A RESIDENTIAL SUBSCRIBER, !TDF—HEHEII

9




ABOUT YOUR COMMUNITY

52.

& &

57.

nmmmmmqummmmu.g..mmscmf
of Commerce)? [ |Yes [ |No

a ﬂm.umrwmumummﬂbmnﬂnuwmm\tﬂbﬂ?
[ INo [ ] Yes if yes, about how often?

a um.umrwmmmummummmwbm?

[ I1No [ ] Yes It yes, about how often?
[ ]Less than once a month
[ ] Once a month
[ ] More than once a month

Mmmmmuwmhﬂ“wmmhm&m
actively participate? [ JYes [ | No

a. nm.mmrmmwmoGhmhmuhmmm?
[ INo [ ]Yes if yes, about how often?
[ ] Less than once a month

[ ] Once a month
| ] More than once a month

HmuanynﬂnﬁistrnnamhmlufmmmmM?

Howmanynﬂosismnemli'ﬂmm‘?
How many miles are the following local schools?
a. Elememary school

b. High School
¢. Community college

ABOUT YOUR BUSINESS

58

60.

Fbwmnypaoﬂuduummw

| ] Agriculture/Fishing [ ] Other Services [ ) Mining

| ] Forestry [ ] Construction | ] Real Estate

| ] Manutacturing [ ] Insurance | ] Wholesale Trade

[ ] Finance [ ] Retail Trade [ ] Medicine

| ] TourismvRecreation [ ] Education [ ] Transportation

{lBusmuSarvm | ]| Communication | ] Personal Services
[]

What were your gross revenues for 18927




61.

&

&7

Do you own, rent or lease your business premises? [ ]Own [ ] Rent | ] Lease
mmgp-mmmdymrmrq éxpenses are aftributadie 1 telecommunications
costs?

Is your business a franchise? [ | Yes [ 1 No
Which of the following best describes your business?

[ ] Sole proprietorship [ ] Partnership
[ ] Corporation [ ] Other (Please specity)

—e

How many years has your company been in business?

Hmwmmmhmwmtmﬂ.ummmm“umﬂ
mmn%um“mmmmuumummmnmummnmhld

[ 125% [ 150%

[ 1100% [ ]200%

l 1Mum1mmaaummmm-n.
| ] Dont Know

lfmmumutplmmumm-mhmmmym-bljmmmmmm
Memhwammﬂmmrph'rhmmrw?

[ 125% [ ]150%

[ 1100% [ ]1200%

[ 1wm1mwmmuauwmmm-u.
| 1 Dont Know

thmﬂmmtmﬂtmﬂthﬁliﬂmmdmw
number in the space provided to the right.

THANK YOU FOR YOUR TIME, COOPERATION AND PARTICIPATION

Hywhawawmmnummrmwmmmnmmumwm.m
ermurmmwmﬂummmudnw.Hrwwluihmumtrnmmnﬂlrnwmrymmar
call OPASTCO at (202) 659-5990. Call collect. Or you can drop us a line with your name and address and we will mail

a copy 1o you. Inmummm.pﬂmmmrctﬂomrmwmmmrwmm
the survey.
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arkets,
1), K. E. Hancock
adjust- ;
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Irends
“ﬂlﬁla Semmary. The term "affordablliry’ has been galning currency in housing policy debates, but neither
1-23. ernment nor academic researchers have much consideration to defining it. This paper
B
& . considers what mesnings have been given to the term affordability in practice and seggests a range of
jils 11 wnalytically more useful definitions. It angues from economic first principles it it is mors loglenl s |
ot de | wm soma form of realdunl lnceess definition fhan ene based on & prescribed ratle costs fo
lacome. Most researchers have been uslng & rutle definitlon. The paper then wses data from =
ousing bewschold survey in the Glasgow Travel-to-Work Ares in 1988/89 (o examine the Incidence of
istics af ‘unaffordability” of housing costs according to a variety of definltions,
‘anada.
axalion
I ';r:”.:.: Introduction
“I‘?".‘I ., This paper examines the possible mean- lenures (see Bramley, 1990a and 1990
Jues Tf ings of the concept of “affordability’ in Maclennan and Williams, 1990; and
i ' coonection with individuals’ housing Kearns, 1992). First, there have been con-
cture of costs. It begins with an overview of defini- cemns about the affordability of owner- '
tescarch lions 1n current usage and concludes that- occupation brought about by rapidly-rising
':‘ic"'“' current practice would benefit from an  house prices in ceriain pans of the country,
— } analysis of the concept based on economic the abolition of double 1ax relief for un-
ship, in l first principles. The main purpose of this married couples, rises in interest rates and
teading Paper 15 to propose a set of analytically economic recession. Increases in building
dn.. PI; more meaningful definitions than many of society repossessions and morigage arrears
: Nort those currently employed. Data from a have become newsworthy in this climate
: Crisie: survey of incomes and housing costs are (Anderson, 1990). As well as concerns
'976-81 ) used 10 examine the incidence of ‘unaf- about the impacts of these faclors on
ing and fordability” of housing costs in the Glasgow existing buyers, there are also worries
Travel-to-Work Area in 1988/89 according  sbout their effects upon access Lo owner-
0@ vanety of definitions. occupation among the population of
polential first-time buyers.
Current The second area in which the concept of
eat Lo affordability of housing has achieved cur-
The term “affordability’ has become topi- rency is in the housing association sector.
al in policy debates about two housing Associations, since the new funding regime
Kacen £ Hancock he Contre for Housing Ressarch, , 13, Bure Gardear G GI1aRS, UK
::::"‘ms s i v w?: f— .l?" Adunre, mmm‘m:u Gibh, Ade l‘ﬂrulun‘mxu;m -r;
‘W#M&u-nmrum';mpmrm' 1991, te Fever Lambis for computing aninance, and 1o the ESRC and |
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of pos1-1988, have been urged o abandon
the old principles of rent-selling whereby
rent officers determined so-called fair rents
for properties. In their place, they are being
asked 1o setl ‘affordable remis’, with the
presumption that affordable rents will ex-
ceed fair renis. However, as Kearns (1992)
and Bramley (1990b) have noted, the
government has not set down whal the
principles of affordable rents are o be, and
seems 10 have given the responsibility of
defining affordable rents 1o the associa-
tions themselves. In attempling 1o deter-
mine affordability, large numbers of sur-
veys of tenanis’ incomes are being carried
out by associations.

If associations tumed 1o the literature
for guidance, they migh' well become
confused. A brief survey reveals & lack of
systematic thought about how affordability
might be defined and measured. The ma-
Jjority of wrilers examine ratios of housing
costs 1o incomes for evidence of afTordabil-
ity. The National Federation of Housing
Associations, offering guidance to its
members on the setting of affordable reats,
argues that what associations require is
“some norm for the average ratio between
rent and income. This should relate 1o
pcople beyond the reach of Housing
Benefit, 1.c., those in employment or on
occupational pensions” (NFHA, 1990,
p. 27). The organisalion suggests a ‘target’
affordable rent-to-income ratio of 20 per
cent. Maclennan and Williams are critical
of rent-lo-income ratios offered “without
definition or much justification™ (Maclen-
nan and Wilhams, 1990, p. 11), and argue
that the government should both select the
appropriate ratio and also determine what
itemns of income and expenditure should be
included in bolh the numerator and the
denominator, Maclennan, Gibb and More
(1990) are also highly critical of the use of
“targel’ affordability ratios. Their argu-
menl is that 10 specify a single ratio
of housing cosls 1o incomes across all
tenures, locations and houschold types
over-simplifies. Their research shows that
actual housing costs vary by tenure, loca-

128 K. E HANCOCK,

ok
.

tion, socio-cconomic characteristicy

houscholds and household incomes. Hoy, |

ever, they conclude that: “There i
doubt that broad rent-10-income ray
aggregated across sectors, Ao signify usefy
information for economic policy’ (Maclep,
nan, Gibb and More, 1990, p. 98). It i3 my
contention thal rent-lo-income ratios pro.
vide, in fact, very misleading informatiog
for economic policy.

AfTordability is also usually discussed iy
terms of the ratio of housing costs 1o
incomes or size of loan in relation o
incomes in the literature on owner-occupa.
tion. For example, Bramley employs “ae.
ceasibility' and "affordability gap® indices
of affordability which compare building
sociely multipliers of houschold incomes
—i.e. & measure of loan potential—with
various house prices (Bramley, 1990s,
1990b). Edwards, Director of the Austrs-
lian Nationa! Housing Strategy. outlines
various measurcs of afTordability widely
used in Australia for owners, especially
firsi-time buyers. The factors which he
concludes nced 1o be taken into ouni ig
an index of afTordability for first-lime
buyers include all the cash costs of pur
chase, the income of the buyer, and the
sriternia used by fAnancial institutions to
determine loan size, including the assumed
deposit of the borrower (about 25 per cenl
of the house price)' AfTordability for
existing owners i3 judged by the porcentage
of average incomes necessary to meel the
morigage repaymenis on a median-priced
house, or some other ratio between cash
housing costs and incomes. These indices
are tracked over time by commeniaton
and policy-makers. Also employed in the
Australian literatlure is a ‘deposit gap’
measure of "accessibility’. This is the num-
ber of years' saving required to raise 4 33
per cent deposit by a houschold on medan
income, &t average saving and interes!
rates (Edwards, 1990), .

This paper is concerned with identifying
those who may be suffering from unaffor-
dable housing from a household survey
carried out in the Glasgow Travel-10-Work
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ECONOMIC PRINCIFLES OF “AFPORDABILITY" 129

Arca in | 988/89. This requires a definition
of what may be considered 1o be affordable
housing costs. However, determining what
is and what is not affordable is quite a
different matter for determining afforda-
ble rents, since the range of rents which
may be considered 1o be affordable will be
very large, even assuming a single measure
of afi_rdability commands agreement. Af-
fordable rents are outwith the scope of this
paper, rather, what is at issue here is the
concept of ‘affordability’ itself, The over-
view of some of the more considered parts
of the linerature on afMordability described
above. resulls in the conclusion that there
is some merit 10 be found in a systematic
consideration of the meaning and mea-
surement of affordability of housing, be-
ginning from cconomic first principles,
particularly with a view 10 establishing, or
oltherwise, the usefulness of ratio mea-

sures. This paper is an altempt to begin
that 1ask

Defining Affordability

It is useful 1o begin with 1wo definitions
from the literature which appear 1o give a
reasonable starting point. Maclennan and
Williams offer a very general definition:

‘Affordability” is concerned with secur-
ing some given standard of housing (or
different standards) at a price or a rent
which does not impose, in the eyes of
some third party (usually government)
an unreasonable burden on houschold
incomes. (Maclennan and Williams,
1990, p. 9)

Bramiey's is more specific

that households should be able 1o occupy
housing that meets well-established (s0-
Cial sector) norms of adequacy (given
household 1ype and size) at a net rent
which leaves them ecnough income to
live on without falling below some pov-
ey standard. (Bramley, 1990b, p. 16)

Both definitions appear to conceive of non-
housing consumption as a merit good.

DELS (154 0 ; WT.

That is, they appear to say that there is
same quantity of non-housing consump-
tion which society regards as a socially-
desirable minimum. Bramley's definition
describes this as a “poverty standard”™.
Maclennan and Williams's discusses i1 in
terms of an “unreasonable burden'.? Both
definitions are therefore concerned with
the notion of the opportunity cost of
housing, and clearly this is the essence of
the concept of affordability: what has to be
foregone in order to oblain housing and
whether that which is foregone 15 reason-
able or excessive in some sense. Both
definitions are also concerned with the
standard of housing consumption, Maclen-
nan and Williams speak of “some given
standard of housing” and Bramley of
“social sector norms of sdequacy”. The
cancern with standards of housing con-
sumption also implies that housing 13 a
merit good in these definitions. Although it
is strictly necessary only that non-housing
be considered a merit good to warrant a
social concern with the affordability of
housing, any approach which does nol lake
housing 1o be a merit good is likely 1o be
considered unreasonable since it ir 2lies
that even if people are houseless, pro..wing
their consumption of other goods reaches
acceptable levels, there is no afTordability
problem.

r% e
a% /j%r ==

Figure 1. A minimal definition of affordability

Given information on how much housing
and non-housing individuals are consum-
ing, together with the socially-desirable
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minimum standards of consumption of the
iwo goods, it is possible 1o determine for
some of the population, those for whom
affordability is a problem. Figure | shows
combinations of quantities of housing (H)
and all other goods (¥) being consumed by
an individual, Y* and H™ mark the so-
cially-desirable minimum standards of the
two goods defined for an individual, since
we might expect ¥Y* and H™ 1w vary
according 1o the size and composition of
the household. Point £ on the diagram
therefore indicates the consumption
bundle about which affordability is con-
cerned. It is possible Lo say that consump-
tion patterns represented by Region A are
indicative of unaffordability of housing: if
in this Region, point E is not even a
consumption possibility. Conversely, con-
sumption in area B is indicative of afford-
ability withou! any ambiguily since the
individual is consuming adequate quanti-
ties of both goods. Areas C and D are much
more problematic. In these regions, the
consumer is consuming enough of at least
one good, but insufficient of the other.
These consumption patterns have a num-
ber of possible causes which can be re-
duced to matlers of personal choice and
matters of constraints facing the consumer,
In order 1o determine whether individuals
in these areas are suffering from problems
of affordability, further information is
therefore required about their preferences
and the opportunities they face.

A conventional economic analysis would
be 10 teke the main constraint facing
individuals to be their real income—i.c.
money income in relation to the prices of
goods and services. Amsuming that the
consumer's veal income is just large
enough to allow him o purchase ¥™ and
HM*, then his aliemative consumption pos-
sibilitiecs may be represented by a budget
constraint such as FG in Figure 2. The
position of the budget constraint is deter-
mined by the consumer's money income;
its slope by the relative prices of ¥ and H.
Thus any consumer whose actual con-
sumption is within the shaded area, but

130 K E HANCOCK

Figure 1. Affordability for an individual con.
sumer

not on the line FG, cannot reach £, given
his income and the relative prices of ihe |
two goods. IL seems reasonable therefore 1o
define the iwo triangles Y*FE and H*GE g
further areas of unaffordability of housing
Individuals whose consumption patlem is
either on the line, or in the unshaded
portions of areas C and D, will be consum-
ing too little of either ¥ or H either through
choice or because of some other, non-
income constraint on their choices

S e

L

o

Figure ), Affordability and ‘perverse’ prefe
rences

It is important 1o distinguish berween
the two causes of underconsumption be- ~
cause different policies may be appropnaié
in different cases. Figure 3 shows the
preferences ard constraints facing & cof*
sumer whose income is sufficient 1o pur
chase Y* and H®, but who prefers 10 7

inter
of the
inclu
suppl
alleti
ihe £
alloc.
price
woul
hous:
ol vis
nllow
simp
wher
cated
1o be
that
howe
must
conc.
and *
lons
hous
mak
nlrva
good
So
asf
Ih.c i
Yery
tunit
The
lion
simj
then
reac!
lion
tuch
may



?’ﬁ\-im
Housing

ual con-

. Biven

of the
“foreto
*GE as
ousing.
teen s
ishaded
onsum-

hirough

"« nan-

‘a-n-ﬂ
[Ty ]

¢ prefe

etweeh
ion be-
ropriale
W the
a con
11+ ] 'pl.ll-
Hers W0

consume Y, and H,. This consumer would
argue that the socially-acceptable mini-
mum standard of housing is not affordable
to him because its opportunity-cost in
terms af foregone Y is oo great from his
own point of view. He is less happy at E
then at £,, in other words. If there are no
other constrainis facing him, then thisisan
indication of “perversity’ of preferences:
¥Y* and H* is a ‘can pay, won't pay'
combination n this case. Possible policy
imier entions 1o induce the consumplion
of the socially-appropriate bundie of goods
include persuasion (advertising), some
supplements, price subsidies or physical
allocation of the appropriate quantities of
the goods. If the consumer were simply
allocated H* housing, however, with no
price or income subsidy, it is likely that he
would 1ry 1o get round the problem of his
housing being unafTordable from this peint
of view, by sub-letting part of his house or
allowing rent arrcars to accumulate, or
simply absconding to the private sector,
where choices are less constrained. Allo-
cated housing would therefore either have
0 be subsidised or checks made 10 ensure
that no sub-letting takes place. It is clear,
however, that definitions of affordability
must distinguish between the individual's
conceplion of what is and is not affordable,
and society's judgement. Consumers’ opin-
1003 on the difficulty they have in meeting
housing costs are of little value for policy-
making on their own if policy-makers have
drezdy decided that either non-housing
E00ds or housing or both are merit goods.

50 far, the analyses have been presented
23 if it were possible for consumers 1o vary
the quantiy of housing they consume by
very small amounts. In practice, the oppor-
lunities for doing tnis may be very few.
There are indivisibilities in the consump-
Yon of housing: certain quantities may
uimply not be available. If this is the case,
then consumers may simply not be able to
feach E, the socially-acceptable consump-
Yion bundie, or even E,, their optimum. In
*uch cases, the appropriate policy response
May be either to remove or ease these
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constrainls, or to accepl that what is
socially-acceptable is consumption of ai
least H®, and that income supplements or
price subsidies will be required even for
those whose income is apparently large
enough to afford both Y* and H®. These
are cases where unafTordability is due 10
the presence of an additional non-income
constraint. Therefore 1o determine which
groups are suffering from unaffordability
among those whose income is sufficient to
purchase ¥* and H™, but who are not
actually consuming these quantities, re-
quires separaling those with ‘perverse’
prefereaces  from  those with  other,
non-income constraints. This would be
virtually impossible. However, the more
pervasive one belicves these non-income
constraints to be, the greater the propor-
tion of those whose actual consumption is
in area C or D, butl outwith the iriangle
OFG, should be allocated to the ‘unafTor-
dable’ category. A good example of these
cases is to be found with respect to the
system of property ralcs. [t was ofien
argued that the rates sysiem was unfair
because there were people living in large
houses facing high rates demands, but who
had low cash incomes Such people—prin-
cipally elderly widows, living in their -
ily homes, with no cutstanding morigage
debl, occupying houses rather larger than
H*—faced high rates bills. However, the
incomes of such groups were often small
and thus they could not “afford’ 1o pay
their rates bills. These are clearly examples
of individuals in area C. They may be able
to find the income if they reduced their
housing consumption, but this may not be
possible due 10 emotional attachments to
the family home or the existence of imper-
fect capital markets. Opponents of the
raics system relicd heavily on this type of
affordability argument.

So far, it has been concluded that these
concepts of affordability are all concerned
with opportunity-cost: how much income
has 1o be given up to consume ™, or how
much housing has 1o be sacrificed 1o
consume ¥*? The definition represented in
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Figure | may be regarded as minimalist
and likely to have few, if any, dissenters,
Using other definitions brings with it some
practical problems. Confinine unafford-
ability 10 the triangle represented by the
consumer's budget constraint (Figure 2)
implies either assuming that all consumers
face the same relative prices of housing
and other goods, or else determining the
prices which may be faced by each indivi-
dual. It is certainly highly likely that
individuals face different housing prices
because the housing system is far from
perfectly competitive. Because of the
practical difficulties of disentangling the
various impacts of differences in relative
prices, income and non-income constraints
and consumer Laste, it might be argued that
& broader definition of unaffordability
should be used. Including anyone who is
not actually consuming ¥* and H™ in the
class of those experiencing unafTordable
housing (Figure 4) will increase the size of
the class considerably. However, this very
broad definition is likely to attract criti-
cism because it includes some individuals
who could afford 1o consume H* and ¥*
but choose not to. The practical problem is
1o determine which individuals this ap-
plies to. The solution may be 1o cease 10
consider affordability as a dichotomous
concept, and (o accept that there are more
difficult cases which constitute shades of
grey.

=
Houmrg

Figure 4. A broader definition of afTardability.
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Ratio Measures

Although the definitions of Maclenngp o, 1
Williams and Bramley are usefu] slan;
points in understanding the possibie Meag
ings of the concept of affordabiliyy
practice, both authors use ratio definjtjg,
A ralio definition of affordability, ay 1))
given set of relative prices of ¥ and H, cag)
be represented as a ray through the of o)
of Figure 5, such as OJ. The slope of
ray depends on both the specified rajip of
housing costs 1o income and the rela;
prices of the two goods. Any point on 1k
line represents combinations of ho
cosis relative 1o incomes which are e
to the target ratio. Any poini above the li
represents 2 ratio of housing cosiy (d
incomes below the prescribed level 3 {
indicative that housing cosis are not an)
"excessive burden’ on incomes. Any poinl
below it represents a ratio in excess of the
‘reasonable burden' and proof that housing
costs are unaffordable, in the terms of 1
definition. In order to make compariso
between this definition, and those dis
cussed above, the ratio line has been)
chosen as that which would pass throug)
point E, representing consumption of bot
¥Y* and H*. Itis now por e to expose th
logical Mlaws in a ratio defnition of afford;
ability.

iy
ik

N

Figure 5. A ratio definition of alTardability. 3

Al levels of money income less 'hlﬂ'
represcnied by the line FG in Figure 2, 5
ratio definition defines area OFG as indicig
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tive of affordability of housing. But it has
already been argued above that, if society
15 concerned about consumers achieving a
minimum standard of consumplion of
both housing ard non-housing goods and
services, then consumption patierns in this
area are indicative of unaffordability, be-
cause they involve the consumplion of
either insufficient housing and non-hous-
ing, or the consumption of insufficient
housing. There are other problems. The
unshaded portion of region D in Figure 2
has been argued 10 require further infor-
mation about preferences and constraint
before it can be determined whether con-
sumption in this area is unaffordable.
However, the ratio definition classifies this
area as unambiguously affordable.

There are similar classification difTer-
ences on the other side of the line. The
unshaded portion of area C in Figure 2
rrpresents another ambiguous area on
ather definitions of affordability. How-
cver, the NFHA/Maclennan and Williams
definition classifies this as being in the
unaffordable region. The ratio definition
also classifies consumption in region B
below the ray OH gy being evidence of
unaffordability of housing. However,
people in this region are consuming more
than the minimum standards of housing
and non-housing which, on all the other
definitions, is proofl of affordability. The
problem arises because a ratio definition
$ys nothing about what might be an
cceptlable opportunity-cost of that which
18 being consumed. Any statement about
affordability has essentially to be a state-
ment about opportunity-cost. If the state
Wishes 10 take a view about the afforda-
bility of housing, then it has 1o specily
What opportunity-cost it considers exces-
Sive. The value of the foregone goods and
services is measursd in terms their total
0si, and not in terms of the fraction of
Consumers’ incomes absorbed. It therefore
Makes little sense 1o define affordability in
erms of the ratio of housing cosis 10
Ncomes if it is believed that opportunity-
€ost is important. In a ratio definition, it is

possible for individuals 10 be consuming
very little of either housing or other goods
and for their housing costs siill 1o be
considered affordable (see also Maclennan,
Gibb and More, 1990). In order 10 illus-
trate the differences between the ratio
definitions and the others, it js useful 10
consider the cases of individuals whose
consumption patlerns are represented by
points x and yon Figure 5. Individuals at x
are experiencing afTordable housing on a
ratio definition. However, they arc con-
suming less than the socislly-acceptable
minimum standards of consumption of
both housing and other goods. On the
other hand, individuals consuming at y
would be judged to be experiencing unal-
fordable housing costs on a ratio defini-
tion, and hence be an object of social
concern. Any yel, these individuals are
unambiguously betler-ofT than those aLyin
that they are consuming more of both
housing and other goods and services
These individuals are also consuming
more than Y™ and A

Official Definitions

The concepts of affordability represented
by the British social security and Housing
Benefit system can also be analysed in the
terms just discussed. The Income-Suppon-
scale rates could be argued (o constitute a
‘poveny standard' for the consumplion of
other goods and services, since the housing
costs of those on Income Support are met
by Housing Benefit. However, the Housing
Benefit system does not set down mini-
mum standards of housing consumption:
Housing Benefit is not a housing policy,
but rather a part of the social security
fysiem, and owners receive very little
support from the Housing Benefit system
for their housing costs, unless they are in
receipt of Unemployment Benefits, or
other state benefits. What the Housing
Bencfit sysiem does do is 1o provide for the
questionning of excessive housing costs for
the needs of the household, either because
of high cosis per unit of housing service
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being consumed, or through over-con-
sumption of housing. The implied defini-
uon of unaffordability represented by this
system is shown as a shaded reclangle in
Figure 6, where M, represents the point
al which the state considers excessive
consumption of housing is reached.

o " -~ (M)

Figure . "Official’ definition of affordability.

It is interesting to compare the groups
likely to be experiencing unaffordable
housing on the implied official definition
with the rather more generous definition of
Figure 4, The first point of contrast is that
the state's definition implies that anyone
consuming more than M_,, bul less than
Y* would be regarded as experiencing
affordable housing, which differs from the
definilion suggested by Figure 4, and in
practice, this is likely to be the area in
which many would argue that affordability
problems exist. The only people likely 1o
be in this region are those not on Income
Suppor, but who either through choice or
through some non-income constraint are
‘over-consuming’ housing. They could be
in receipt of Housing Benefit, although
Housing Benefit will not be meeting their
full housing costs. The elderly widows for
whom the poll tax was introduced are
likely 10 be in this area.

If, notwithstanding the official definition
of unaffordable housing, it were argued
that the definition offered by Figure 4 was
more appropriate, than those consuming
more than ¥* but less than H® should be

added in to the total. People occupying this
region may be under-consuming housing
in order 10 have a higher standard of nop.
housing consumption. Most of those in
this area are likely 10 be in the owner.
occupied or private-rented seclor, since
they have more opportunities 10 adjuy
their consumption of housing below Av,
than do tenants of social-sector landlords
It could be argued that tenants of social-
sector landlords are allocated housing
which 15 of the socially-acceplable mini-
mum siandard, and so all will be (o the
right of the vertical line at H*®. Those not
on Income Support may find that thejr
housing costs leave them with less than ¥*
to live on, and may therefore be expenenc.
ing unaffordability on both definitions.
For social-rented tenants on 100 per cent
Housing Benefit, housing cosis are not
really a problem, since meeting them has
no opporiunily cost in terms of Y-con-
sumption for this group. Those on Income
Support, unless there is a problem with
take-up of benehit, should also have sulfici
enl income to allow them to purchase ¥
and ™ if they arc social-sector lenants,
providing they are not homeless persons
temporarily housed in bed-and-breakfaun
accommodation, which seems by common
judgement 10 be ol a low: tandard that
what socicty considers ™.

The Housing Benefit and Income Sup-
port sysiems together, then, effectively
treal housing cost as an ilem of expendi-
ture aboul which the consumer has little
choice. It is also worth noting that this
definition on its own does not treat hous-
ing as a ment good. It is only the standards
set by social-sector landlords which render
housing a menil good for their tenanis.

Measuring AfTordability

To examine the prevalence of unafford-
ability of housing, four definitions of
affordability are ulilised. On a rising scale
of generosity these are:

Definitior 1: A *minimalist® definition.
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corresponding to Figure |, Housing is
unaffordable ift
P'H<PM* and P*Y<pPry* (1)

Definition 2: The ‘official' definition, cor-
responding to Figure 6. Housing is un-
afTordable if:

M—P'H<PrY, H<H,, (2)

Definition 3: A residual income definition
with a minimum standard of housing
consumplion corresponding to Figure 4,
Housing 15 unafTordable if:

M=P*H<Pry* or
M=PrY<P'H®*, Y>y* (%))

Definition 4: A more gencrous version of
the definition corresponding 1o Figure 4,
where PYY™ is set at 140 per cent of the
Income Support applicable amounts,
which is a figure suggesied by some re-
scarchers (see for example, Church of
Scotland, 1988) as providing a mare
acceptable minimal income after housing

costs are deducted. Housing is unafford-
able if:

M=pPiHcprys o
M=PrY<pPipe Y=y (4)

where ¥** is the amount of goods which
can be bought at 140 per cent of the
Income Support applicable amount, M is
the income of the consumer, P* is the price
per unit of housing services, H the quantity
of housing services consumed and F” is the
price of all other goods. In all cases it is
#ssumed that P* and P* are constant across
individuals. This means that it is possible
'c analyse expenditures in order 10 make
inferences about variations in the quanti-
Wesof ¥Vand i among individuals.

Data

Evidence on the prevalence of the afford-
abiliy, or otherwise, of housing according
10 these definitions are gathered from a
houschold survey carried out in the Glas-
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80w Travel-to-Work Area (TTWA) be-
tween July 1988 and June 1989, The
Survey was carried out as part of the
Joseph Rowntree Foundation's pro-
gramme of research into housing finance
and housing subsidies. In the Glasgow
TTWA the survey had a reiponse rate of
66 per cent, and obtained information
from 1564 housing groups on incomes,
housing costs, housing quality and house-
hold circumstances. A detailed technical
description of the sampling frame and
questionnaire is published separately
(Prescott-Clarke, 1990). Because of non-
response bias, multiple dwelling units at an
address and multiple housing groups at a
dwelling unit, resulis have been re-
weighted. The quality of the survey data
varied according 1o questions. The major
deficiency appears to be in the income
data. Only a maximum of 868 responses
—i.e. 55.8 per cent—were usable in any
analysis involving incomes. Owner-oceu-
piers were worst-affected, and the upper
end of the income distribution appears 1o
be less reliable than results from the lower
end. However, the main focus of concern is
the lower reaches of the income distribu-
tion in this paper, and so this js not a
serious concern. Owner-occupier ii . mes
data have been re-weighted to take account
of the differentially-low response rate
Five measurement issues remain. First,
what is the appropriate unit of housing
consumption (the individual, houschold,
lax unit, housing group, etc)? Secondly, the
analyses so far have all been conducted in
terms of an individual, so what sccount
should be taken of different housing and
non-housing nceds of different sizes and
compositions of houscholds (or housing
groups, or whatever)? Thirdly, how should
income be measured? And, fourthly, how
should housing costs be measured? Finally,
how may H™ and H_, be determined?

The Unit of Analysis

The definition of the appropriate wnit of
analysis is by no means obvious or

B




straightforward. Most economic analysis
begins from the point of view of the
household being the appropriate unit. But
households can be, especially these days,
quite complicated housing and income-
sharing arrangements, and it is difficult to
know how far it is appropriate or even
feasible 10 enquire into these in order to
determine the degree of income-sharing.
Probably the most prevaleni problem con-
cerns adult children living in the parental
home. If these are considered 1o be boar-
ders or lodgers, then it could be argued that
their resources should not be counted as
part of the resources of the principal part
of the household, but presumably then the
housing costs associated with the adult
child should be discounted in the afforda-
bility calculation relating to the main
household. Effectively, the question con-
cems whether adult children should be
considered scparale uousing units. In the
research reporied here, the approach
adopled was that housing groups were
taken 1o be the unit of analysis. A principal
housing group is effectively defined as:

Any adull {(over 16) who is named on a
title deed or a rental contract, 1ogether
with any other adult living at the address
1o whom they are either married or with
whom they are ‘living as married’
{Hancock, 1990, p. 14)

This was modified slightly so that the
housing group concept defines employed
adult children living with their parents as a
scparate unit of analysis (Hancock ef al.,
1991), but includes adult children who are
unemployed or in full-time education as
dependents of the principal housing group.
Par of the reason lor adopting the housing
group as the unit of analysis is pragmatic:
it reduces the number of people who have
10 be interviewed about their incomes
—which is a subject on which, in any case,
it is difficult 10 obtain accurate informa-
tion. It should be clear from the above
definition that other adults who do not
have formal boarder or lodger status are
deemed to be separate decision-units and
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effectively disappear from the analysis, [
the houschold survey which formed the
core dala for the rescarch, no income datg
were collected on what may be calleg
informal boarders and lodgers, although
their numbers and ages are known |Ip
some ways, this is a lintle unfortunae,
since il means that questions of affardabil.
ity and access to housing from these
potentislly-independent housing groups
cannot be examined. However, the analytj.
cal uscfulness of the housing-group con.
cept is that it is the core housing group
making the long-run housing-investmeni
decisions which is the focus. The decision.
makers are assumed 1o take inlo accouni
ihe total number of consumers likely to be
living with them when determining the
scale of the invesiment decision. However,
the resources from which they anticipate
financing the investiment are presumed o
include only their own income plus any
contribution or rent from non=dependent,
non-housing group, household members.

Measuring Resources

Some of the debates about the measure-
ment of affordability have concerned the
appropriste measure of th= resources of the
housing group. For ex. .ple, should in-
come be gross or net of taxation? And what
account should be taken of fluciuating
incomes? Economic theory argues the
merits of a very broad conceplion of
income, which includes non-pecuniary in-
comes and expected future incomes as
well, The most comprehensive definitions
of income, such as the lifetime consump-
tion opportunity set (Atkinson and Sugluz,
1980), contain considerable measurement
problems. The first problem is that of
unobservable items of income—i.e. the
items which enhance an individual's con-
sumption opportunities, but which are not
obtained or exchanged through the market
Unrealised capital gains and imputed rents
are probably th: most important items in
this class connected with housing, bui the
values of leisure and DIY activities are

also un
oflten
lem v
concer
It n
ncon
incom
ing de
decisi:
there
indivi
will b
ton. *
by ex:
look i
R oam
that ©
other
m ho
cxpen
main
fures
15 tha
WrOn|
and ¢
1ions
peopl
undet
finan:
diturn
ncon
groufp
them
hikely
Creal
acces
lerms
those
most
adop
when
close
carne
there
CiAM
come
abilin
Th
benel
Erou|



s. In
I the
data
alled
sugh
L In
nate,
abil-
hege
dups
tiwti-
con-
roup
nent
1 0n-
ount
o be
the
IVEr,
pate
'd 1o
any
lent,

ure-
the
“the
in-
vhat
ling
the

in=
« A%
ons
mp-
Iz,
went

of
the
on-
not
kel
:nis
sin
the
are

oy ——

-

s

also importani sources of real income, and
often difficult to quantify. Another prob-
lem with measures of long-rua income
concerns imperfect capital markets.

It might be argued that a measure of
income akin 1o Friedman's permanent
income 15 particularly appropriate 1o hous-
ing demand, especially housing investment
decisions. The basic idea here is thay, if
theiz 15 no bequest motive, then over an
individual's lifetime, permanent income
will be the same as permanent consump-
tion. Since consumption can be measured
by expenditure, would it not be betier 10
look at current houschold expenditures as
an indication of the level of housing costs
that could be sustained in the long run? In
other words, might it not be bette: 10 look
at housing costs in relation to the total
cxpenditures of the housing unit? The
main problems with using current expendi-
ftures as a measure of household resources
15 that of expeciations which turn out 1o be
wrong. Expenditures refllect both current
and expected future incomes, and expecta-
tions can be wrong. It may also be that
people are myopic about the future and
undertake ‘100 much' debt in order 1o
finance current expenditures. Thus, expen-
ditures, although a better guide to expected
incomes over the long term than a housing
Eroup’s current measured income, can
themselves be problematic. It seems quite
likely that problems of myopia, difficulties
created by unfulfilled expeciations and
access 1o capital markets on unfavourable
lerms are more likely 10 be experienced by
those for whom housing affordability is
most problematic. It seems reasonable to
adopt a measure of resources, therefore,
when examining affordability which most
closely reflects the abilities of low-income
tarners 1o meet housing costs. Accordingly
therefore, it seems most appropriate to
txamine the current annual monetary in-
tome of the housing group as the index of
ability 1o pay for housing.

There remains the question of taxes and
benefits, 1t is a better measure of a housing
Broup’s resources Lo examine their incomes
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after National Insurance and income taxes
liave been deducted and after state benefits
have been added. But what about the poll
tax? In the period during which the house-
hold survey was carried out, the rates
either still existed or were assumed still to
exist in the survey questions. However,
afier it came into force, the poll tax should
clearly be deducted from the housing
group’s income in order to oblain a mea-
sure of net disposable income. Housing
Benefit, although it may be argued 10 be
part of the system of income support and
therefore should be added 10 income, is
more appropriately regarded as a housing
subsidy and therefore best subtracted from
housing costs. This is because Housing
Benefit is a tied benefit: receipt is contin-
gent on the consumption of housing ser-
vices and recipients are not free to spend
the money on other items. Therefore,
Housing Benefit is best treated as a subsidy
because it alters the relative price of
housing services for recipient households,

Differences beiween Households

A simple examination of differen. . in
residual incomes between housing groups
is an inadequate guide to differences in the
affordability of housing because the value
of ¥* and H™ will vary according 10 the size
and ageconsumption of the housing
group: larger houscholds need larger
houses and bigger incomes 1o achieve the
same welfare as smaller ones. And il is
income in relation to the needs of the
housing group which governs affordability.
A primary determinant of the total needs
of the housing group is obviously the
number of people it contains. Thus it is
possible 1o make a crude adjustment for
differences in the size of housing group by
working with income per head. However,
this neglects two impornaat sources of real
income difference between different types
of housing group.

The first source of difference lies in
different costs for different types of indivi-
dual. Thus it costs less 1o feed a child than
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Table 1. Equivalence scales implicit in 1988/89 Income Support rales

Housing group type

Equivalence scale, | 988789

One adult, aged 18-24, 0o children

0.78
One person, under 1B (if eligible)
or Lone parent, under |4 0.58
One adult, aged over 24, no children
or Lone parent, over 1§ 1.00
Couple, both under 18 (il eligible) 1.16
Couple, ail least one over 18 1.54
+each child under 11 +0.32
+each child 11-15 +0.48
+ each child, 16=17 +0.58
+each child, 18+ +0.78

Source: Child Poverty Action Group, 1989,

an adult. So, the cost of achieving a given
level of utility will be lower for a housing
group of two adults and two children than
it would for one consisting of four adults.
The second source of difference lies in the
possibility of scale economies or joiat
consumption of housing or other ser-
vices—e.g. of a bathroom, a television ora
washing machine—which are possible for
multi-adult households. The approach
therefore is, given information about the
number of people living in the housing
group, together with the numbers and ages
of dependent children, to calculate the
number of "equivalent adulis’ contained
within each housing group and to work
wilh measures of resources per equivalent
adult.” The Income-Support-scale rates
have embedded within them the govern-
ment’s implicit income-equivalence scales,
since different scale rates are payable for
children of different ages and for adults
shanng. The scales embedded in the pre-
vailing Income-Support system have been
used 10 adjust the incomes of the housing
gproups in the household survey. Their
values are given in Table 1. It should be
apparent that a major advaniage of using
income per equivalent adult is that differ-
ent houscholds can be compared more
easily.

Since larger housing groups tend lo be
those with higher incomes, adjusting net

incomes for the number of adult-equiva-
lents contained in each housing group has
the effect of making the distribution of
incomes, and consequently of residual
incomes, appear less unequal than the
distribution of unadjusted incomes. Inter-
tenure difTerences in average incomes are
also smaller once adjusted for differences
in equivalent adults per housing group.
Table 2 shows the average income per
housing group, the average i ome per
adult-equivalent and the average number
of adult-equivalenis per housing group in
the Glasgow casc-study. Since owner-
occupiers have larger houscholds, the ad-
jusiment for equivalent adults reduces the
differences between the mean incomes of
owners and renters

Measures of Howsing Cost

Much of the affordability literature consi-
ders the measurement of housing costs (sec
Maclennan, Gibb and More, 1990). In the
rented sector, the tolal cost of housing is
more than simply renl payments, since
arguably the rales—now temporarily re-
placed by the poll tax, which is not a 1ax on
housing—and the cost of minor repairs
needed to maiotain the house should be
included. But where should the line be
drawn? What about heating costs? And
commuting costs? In the present case,
since we have already argued thal the
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Income-Support scale could be thought of
as buying certain ‘socially-defined’ basic
necessilics, we can ignore fuel and travel
costs. There may still be cerain items
included in rental payments which may be
argued 1o be payments for items which it is
not strictly correct to call housing services,
such as payment for meals, and for clean-
ing of common stairs, for example, These
are excluded from the calculation of hous-
ing costs.

The calculation of housing costs for the
rented sector is comparatively simple and
commands much more agreement than
calculations of owner-occupiers’ housing
costs. Some discussions of affordability in
the owner-occupied sector, or with the
ability of renters to become owners are
really concerned with loan potential—i.e.
with the size of mongage which could be
obtained, given the incomes of the main
wage-earner, This relies on building socie-
lies or customers being the judges of
afTordability of loans. However, it is not
always clear that it 15 believed that this is
done well, since such measures fail 10 1ake
into account residual incomes, and the
effects of changes in intcrest rates on
affordability. Other measures sometimes
used, as mentioned in the introduction, are
measures of the financial costs of owning a
house. In other words, housing costs are
counted as the sum of morigage repay-
ments afler deduction of mortgage-inierest
1ax relief, local property 1axes, repairs and
maintenance, and any factor's charges
which may be payable. Whilst this may be
argued to give & good indication of the
shor-run costs of ownership, it is not an
indication of the long-run ability of owners
to finance owner-occupation. The main
reasons for this are that, first, such mea-
sures fail 1o take into account the opportu-
nity-cost of the owner's equity. The second
concern about cash-flow measures of hous-
ing costs for owners is that they fail to take
into account the benehit of capital gains in
reducing the cost of ownership.

In theory, the housing costs of owner-
occupiers shoula be measured by the user-
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cosl, which wkes the opporiunity-cost of
equily, depreciation and the effect of Capi.
tal gains inlo account, in addition to the
morigage repayments, local property taxes
and the maintcoarce of the property,
However, if the long run measure of hoys.
ing costs is taken, th-n for consistency, ;a
should a long-run of ncome. On the other
hand, if it is argued 1hat unrealised capital
gains are nol very u-eful in reducing the
cash costs of owner-hip, or that housing
finance markets are imperfect and do not
provide facilities for frequent equily with-
drawal, then, once again, it might be
argued that immediate cash costs of
ownership arc a beiter guide to afford-
ability. Essentially, one is faced once again
with the question of what affordability s
concerned with. Is 't a measure which
takes account of cesh-flow, or 13 u a
measuic which should be concerned with
long-run viability? I it is argued that
affordability should be concerned with the
liquidity positions of housecholds, are we
then admitting that capital market failure
or imperfections are the reason for state
intervention, rather than housing prob-
lems, per s5e?

Determination of H® and H .,

It is not easy lo cetermine what the
socially-accepted minimum standard of
housing consumption mighl be. The sim-
plest idea is to adopt the Census definition
of overcrowding, which adminedly cap-
tures only one dimension of the quantiny of
housing services being consumed—ic
space. The Census defimition of over-
crowded accommodaion 15 where there
arc more than 1.5 persons per room in a
household, not counting kitchens and
bathrooms. In the Glasgow Travel-to-
Work Area in 1988/8Y, some 2.8 per cent
of housing groups weve living in over-
crowded accommodation. The highest in-
cidence of overcrowding was found in the
private rented and housing sssociauon
sectors (5.6 per cent of the housing groups
in each). Inatolal of 1551 cases, only some
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2.6 per cent of local-authority tenants and
1.8 per cent of owners were found 1o be
overcrowded on the Census definition. The
determination of H_,, is even more proble-
matic. A revealed-preference approach was
sdopted. That is to say, the space stan-
dards enjoyed by those on full Housing
HBenehit interviewed in the Glasgow TTWA
were examined (o determine the maximum
space st"ndards apparenily supported by
the Housing Benefit system. This showed
that on average there were 0.77 people per
room (5.d.=~0.36) amongst those on full
Housing Benefit; the median value was
0.67, the minimum 0.20 and 90 per cent of
housing groups were living at a density of
less than 1.3] persons per room. Therefore
a value of 0.20 was adopted for H . This
may be a rather generous estimate of the

official definition of unaffordability, how-
EVETr.

Affordability of Housing in the Glasgow
Travel-to-Work Area

Table 3 shows the proportion of housing
groups in each tenure in the TTWA in
1988/89 expeniencing unaffordable hous-
ing according to each of the four defini-
tions of. affordability described in the
previous section. The results for the two
minor tenures must be treated circum-
spectly since they are based on small
numbers of cases. However, they clearly
show that owner-occupiers are the least
likely 10 experience problems of afTfordabil-

ity, irrespective of definition. Since most
housing groups (53 per cent in the TTWA)
are local-authority tenants, compared with
41 per cont owners, 3 per cent housing
association and 3 per cent privale renters,
most of those experiencing afTordability
problems in the area are council tenanis.
The overall proportion of those expenenc-
ing unaffordable housing nses quite
steeply, the more generous the definition.
The effect of a more generous definition is
particularly marked amongst renters. The
large rise in the prevalence of unaffordabil-
ity between definitions 3 and 4 occurs
because the distribution of income is such
that many renters are clustered guite close
10 the poverty line implied by the Income-
Support-scale rates.

Clearly problems of unafTordability are
due to cash housing costs being high in
relation 1o cash incomes. The problems
faced differ between tenives, however.
Owners, for example, face cash housing
costs far higher than the residenis of any
other tenure, but because of their high
incomes have the greatest residual incomes
on average. However, there are also quile
large intra-tenure  differences For
exampie, the cash housing costs of the 17
per cent of owners who had, by 1988/89,
bought their houses as sitting tenants of
their local authornity with a discount under
the Right-to-Buy (RTB) legislation, were
some 33 per cent lower than those of non-
RTB owners. However, on average their
incomes are much lower, and so the difTer-

Table ). Prevalence of unaffordable housing costs by tenure, | 958/8%

AfTordability Tenure

definition at Local Housing

number: Owneie Authority Associalion Private-rented Total
| 0.0 0.0 4.3 0.0 0.1
1 5.5 9.5 1.9 12.9 8.9
] 8.3 1.8 I4.0* 19.3 (I |
4 9.0 10.0 1.6 9.2 17.0

Number of cases="T§3

'Based on fewer than six cases.

Source: Household Survey (Prescott-Clarke, 1990)




ence in post-housing-cost residual incomes
between the two groups is much smaller, at
only 13 per cent less. The cash housing
costs of privale-remied lenants are also
extremely high, in spite of evidence to
suggest that the average quality of such
accommodation is considerably lower than
that of any other tenure (see Hancock et
al., 1991), which suggests that affordability
problems may be due to high housing
costs, rather than low incomes. Social-
rented tenants have the lowesl average
cash housing costs, but also the lowest
incomes On average.

It is perhaps reassuring 1o note that
practically nobody is suffering from unaf-
fordability of housing on the minimal
definition. In other words, the current
sysitem appears 1o be ensuring that nobody
consumes less than both H™ and ¥Y*. It is
useful to analyse the distribution of unaf-
fordability by definition in terms of the
diagrams used above, Figure 7 shows the
propartion of housing groups in the TTWA
in each of the affordability areas. Of the
housing groups, 8.5 per cent are consuming
more than F™ but less than H_,, housing
and less than Y™ non-housing. Only some
0.5 per cent inhabit the area which may be
characlerised as over-consumption of
housing by comparison with the official
definition of affordability. A further 2.1
per cent of housing groups are under-
consuming housing—i.c. are overcrowded
—even though their non-housing con-
sumption is “adequate’ for their needs. And
5.9 per cent of housing groups may be said
1o be experiencing unaflordable housing if
the more gencrous measure ol “adequate’
non-housing income is adopted. Owverall,
83 per cent of housing groups in the area
were nol having affordability problems on
any sensible definition at the time of the
household survey.

It is interesting 1o determine the charac-
teristics of each of these groups in terms of
tenure and household type. There are some
difficulties in doing this because of the
small numbers of cases involved in some
catcgorics. Table 4 shows summary charac-
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Figure 7. Proporiion of housing groups exper;.
encing unaffordability oa vanous definitions

teristics of the groups in each of the arcas
in Figure 7. Area C', which consists of
those not overcrowded, bul consuming less
than H_,, with a residual income which
will not buy Y™, assuming constant com-
modity prices across consumers, is dispro-
poruonately represented by local-authonty
tcnanis on Housing Benefit, withoul any
labour market income. A high proportion
of this group of the poor on even the
government’s definition are single parents
or elderly houscholds. A poss' v surpns-
ing finding is the composition ¢i the group
inhabiting area C*. 11 seemed likely that it
would consist mainly of owner-occupiers
overconsuming housing either through
choice or necessity, but in actual fact it
contains mainly local-authority tenants, all
of whom are in receipt of Housing Benefit,
althougk none were on full Housing
Benefit. Area D in Figure 7 contained no
elderly or single-parent households, but
consisted of mainly couples with children
or ‘other family' category housing groups.
This reflects the predominance of owner-
occupiers in this group

There are also many council tenants on
the margins of affordability. There ir 8
slight overrepresentation of single parents
among the group experiencing narrowly-
defined afforcability, bul an underrepre-
sentalion of elderly households. However,
both of these household Lypes were over-
represented among those who would be
included in & more generous definition of
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Table 4. Characteristics of those with unaffordable housing, 1988789

Area on Figure 7

Characteristic ct c D B »
Percentage Owners 17.7 0.0 76.9 2.2 102
Percentage RTB awners 30 0.0 20.0 0.0 6.2
Percentage council Lenants T4.4 7.7 231 9315 64.7
Percentage on Housing Benehit, of whom: 87.9 100.0 0.0 100.0 3138

Percentage on Jull Housing Benefit 92.6 00 0.0 0.0 14
Percentage elderly households a1 0.0 0.0 19.4 17.7
Percentage single parenis 340 0.0 0.0 484 33.3
\Mean net income per 1514 1514 2962 4681

sdult-equivalent (E) per year

(Standard deviation (£)) (646) (646) (781) (644) (273))

“Based on fewer than six cases.

Source: Household Survey (Prescott-Clarke, 1990)

affordability where the povertly standard is
sel at 140 per cent of the Income Support
scale.
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Figure 8. Proportion of housing groups experi-
encing unaffordability on a ratio definition.

For comparative purposes, Figure 8
shows the proportion of housing groups
taperiencing unaffordability on & ratio
definition. The definition is selected such
that unaffordability is only defined once
tonsumpition exceeds that represented by
point E. Those with unaffordable housing
cosis arc those for whom the ratio of
housing costs 1o income exceeds 20 per
Ceni—the proposed ratio of the NFHA.
Almost one-third of housing groups, across
all tenures, are in this category in the
Glasgow TTWA. The composition of this

group is approximalely three-quaners
owner-occupiers and one-quarier local-
authority tenants. Almost half of all own-
ers have ‘unsfTordable’ housing costs on
this definition, and 71 per cent of those
with unaffordable housing costs are in the
top three deciles of the distribution of
income per equivalent adult in the TTWA.
It could therefore be seriously mislcading,
if the relief of poverty is a policy objective,
to define unaffordability in ratio terms.

Conclusions

This paper has examined a number of
meaningful definitions of the concept of
*affordability’ with respect 1o bhousing and
has suggested that ratio measures have
litthe value. Each of the useful measures
proposed is likely to have its supporiers
and ils detractors. The only definition
likely 10 have universal acceptability, al-
beil as 8 minimum definition for many, in
fact excluded virtually all the housing
groups surveyed in the Glasgow Travel-1o-
Work Area in 1988/89. The most generous
definition suggests that 17 per cent of
housing groups in the area are experiencing
unaffordable housing. Council tenants
were  disproportionately  represented
among these experiencing unaffordability
on most definitions. However, owner-
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occupiers’ affordability problems were
much more likely 1o be manifest in under-
consumption of housing through over-
crowding, whereas affordability problems
of council tenants were much more likely
1o manifest themselves in low post-hous-
ing-cost residual incomes. This difference
redects the different constrmints facing
consumers in the two different tenures. A
worrying finding is that there seem o be a
significant number of council tenants
whom the Housing Benefit system 1s fail-
ing. and & number who are falling com-
pletely through the welfare net. These cases
merit further investigation although there
are too few of them in the houschold
survey 1o warrant much close: scrutiny.
Once satisfactory criteria have been
established to determine what constitutes
unaffordable housing, a number of policy
issues remain. Different issues and reme-
dies suggest themsclves according to the
definition of affordability adoptled. The
most obvious issue concerns the surprsin-
gly large number of housing groups experi-
encing unaffordable housing on cven the
narrow official definition, the majority of
whom arc Housing Benefitl recipicols. The
reasons for this deserve further investiga-
tion, although with different data from
that utilised here because of the difficultics
of disaggregation to small numbers of
cases. This group is highly likely to be
experiencing problems with the system of
Income Support and Housing Benefit, due
cither 10 maladministration or take-up.
Only a relatively small proportion of them
appear 10 be owner-occupiers for whom
the Housing Benefit system does nol cover
full housing costs. The much smaller group
of mainly council tenanis on partial Hous-
ing Benefit experiencing low residual in-
comes because of overconsumpuon of
housing could be encouraged 10 move 10
smaller dwellings or take in lodgers. On
the other hand, the group of mainly
owner-occupiers who are underconsuming
housing to maintain higher standards of
post-housing-cost consumption may sim-
ply be engaged in temporary solutions to

K E HANCOCK

short-run afTordability problems, whicy
may be of less public concern.

In spite of explaining that 'lﬂ'nﬂjlbi'lily'
and ‘affordable rents’ are only distam)y
related, many may yet wonder how 3
definition of affordable housing can be
used to determine an affordable rent, The
answer is that any rent will be affordable
which leaves the consumer with a socially.
acceplable standard of both housing and
non-housing consumption afier the rent iy
paid. This narrows the range of possible
rents only slightly, since presumably no-
one would propose a renl structure which
would leave all consumers with the same
residual income afler housing costs are
deducted.

Notes

I, This deposit ratio s very high by British
standards. In the household survey dala in
Glasgow, it was found that 49 per cent of
first-time buyers (who formed 45 per cent
of all buyers) put down no deposit on thewr
current house, and that the mean deposit
was 7.2 per cent. Amongst those who were
not first-lime buyer:, the mear depotit was
27.7 per cent (see Hancock « . 19%91)

2. It is alwo interesting (o nole at this point
that the use of the term "burden’ in the
Maclennan and Williams definition b
somewhat ambiguous. In the Llaxauon
literature, when the term ‘tax burden’
used, it usually refers 1o the average ftax
rate—i.c. the tax payment divided by the
income. Therefore, & *burden’ could be
taken to imply & ratio definivion. In addi-
ton, the lerm 'burden’ seems apprapriale
in the context of tasmtion and public
expenditure, since tax revenuec i3 raised 10
finance the provision of public goods—I &
goods whose benefits accrue 1o large num-
bers of individuals st once. 1t seems lesd
obvious that the notion of & burden ¥
useful in describing 1he costs of consuming
a private good—ie. one for which the
benefits accrue 1o the consumer It is thus @
term which seems o imply that highef
housing expenditures have little or RO
benehit for the individual consumer, when,
in practice, higher bousing costs would buy
the contumer more housing services

3. In sctual fact, the equivalence scales implr
cit in the Income Support rates are not
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constant from year (0 year. More detail on
the theory and measurement of equiva-
lence scales is given in Hancock (1990),
Ermisch (1984) and McClements (1977
and 1978)
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