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Abstrac —Population shifts directly affect the bottom hine, so the basics of demography
are row basic to business as well. Demographics combine demographic data with
socineconomic and geographic factors to help business and other managers know the
marret for the goods and services they otfer This guide explains market, product, and
site analyses, discusses data sources and resources, and includes case studies
involving the Generai Motors Corporation, Bell Atlantic, the Country Mart in Omaha,
Nebraska, and Market Statistics, Inc.

Post-war population trends have had an enormous impact on consumer and labor
markets, bringing home to business the importance of taking advantage of demo-
graphic shifts. The baby boom created a 75-million-person “bulge” in U.S. age struc-
ture. As the baby-boom generation moves through the iife cycle, they have affected
school systems, housing, and the job market: other age-sensitive goods and services
are now affected by the aging of the population. Job markets are changing as well,
now that the baby boomers are entering middle age and the baby-bust cohorts and
immigrants are accounting for a larger share of iabor force growth. Another shift 1s that
households have been growing more rapidly than the population, with individuals hving
alone and childiess couples contributing much of the growth. G- ographic patterns of
regional distribution have aiso altered, with the South and West accounting for most of
U.S. population increase.

Advances in computenzed access to data describing these changes and increased
consciousness of theirr economic significance has spurred the appt-cation of demo-
graphic knowledge by managers and the growth of the demographics information
industry. This Bulletin describes the resources and methods of demographics, includ-
ing the creation and use of demographic data products.
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What And
They Like . .. Don’t Like
Automobiles Jaguar Monte Carlo
Investments Treasury Notes Chnistmas Club
Lersure/Sports Skung Pro Wrestling
Package Goods Frozen Pastry TV Dinners
Vacation/Travel Foreign Travel Camper/Traner
New Melting Pot
What And
They Like . .. Don't Like
Automobiles Mitsubishi Ford Escort
Investments Certs of Deposit Credit Unions
Lessure/Sports Horse Racing Hunting
Package Goods Yogurt Pizza Mixes
Vacation/Travel By Railroad Cruise Ships
Gray Power
What And
They Like . .. Don't Like
Automobiles Cadillac Subaru
Investments Discount Brokers Keogh Account
Lessure/Sports Power Boats Sking
Package Gooudls Frozen Enirees Cake Mixes
Vacation/Trave! Cruise Ship Rental Cars
Norma Rae-Ville
What And
They Like . .. Don’t Like
Automobiles Bonneville Saab
Investments Personal Loan Brokerage Account
Leisure/Sports Roller Derby Live Theatre
Package Goods Canned Hash English Muffins
Vacation/Travel By Bus Passports
by permission of Clantas

Examples of consumer tastes within three PRIZM ' clusters grouping people of similar demographic
and socioeconomic characternistics, developed by Claritas
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Demographics: People and Markets
By Thomas W. Merrick and Stephen J. Tordella

dem-o-graph-ics n. (1) sing., apphcation of demographic information and methods in
business and public administration (2) p!., the demographic information utitized in (1).

Thomas W Merrick, President of the Popu-
lation Reference Bureau since 1984, was Di-
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of Georgetown University in Washington, D C.
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Studies Center of the Umiversity of Pennsyl-
vamia and had served in Brazil for the Ford
Foundation.

Stephen J. Tordella i1s General Manager of
Decision Demographics, the commercial
consulting service of PRB. Formerly Director
of the Demography Center anc Technical
Services for CACI, Inc., he had also been the
Director of Chent Services for the Apphed
Population Laboratory at the Umversity of
Wisconsin.

The authors wish to thank Sarah Besadny
for her assistance

The word “demographics” wasn't even in
the dictionary when most of today's
managers learned business and public
administration Yet, as management
guru Peter Drucker proclaims, “In the
twentieth century, it 1s sheer folly to dis-
regard demographics.”' The effective
manager today cannot not know and un-
derstand how changing demographic
trends affect markets for goods and serv-
ices.

Demographics: management infor-
mation that helps decision makers iden-
tfy, and take advantage of, changes in
pooulation size, growth, and com-
position. Population shifts directly affect
the bottom iine: thcse who do not take
population trends into account risk losing
sales, higher costs, and failure to keep
up with the competition.

Demogranhers, statisticiar:s, and other
social scientists have been measuring
and interpreting population shifts and
characteristics for two centunes. Demog-
raphers have traditionally devoted a sig-
nificant part of their work to explaming
how demographic vanables affect social
and economic change, and have played
an important role in informing policy-
makers and planners in population-
sensitive areas such as education,
health, and pensions. But the rapid
growth of applied demography and its
connection with business over the past
two decades represent an important ex-
tension of interest and emphasis, and the
appellation “demographics” helps estab-
Iish a separate identity. Demographics
today are at the core of a growing infor-
mation service industry, including com-
mercial vendors, demographics units in
scme major corporations, and applied
research organizations - .d consultants.

This Bulletin 1s intended as a guide to
the field of demographics, providing a
general introduction to this new demo-
graphic arena, explaimng some of the
key concepts and techniques being
used. and describing data sources and
methods The significant demographic
trends that led to the creation of, and
continue to create a demand for, demo-
graphics s a good starting pont.

Why Demographics
Are Important

Over the past two decades there has
been growing recogmition 1n the business
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1917-19 and 1985

1917-19

Figure 1. Family Expenditures as Percent of Average Income,

1985

Note Expenditure composition 1s not exactly comparable for the different time periods. but the data reflect

differences in expenditures of the two time penods

Sources Bureau of Labor Statistics and Bureau of the Census

commumty that demographic trends are
crtical for marketing. The “discovery” of
demographics by business executives
and managers represents a convergence
of several important developments In
business and population studies. Recent
demographic trends have caLsed a revo-
lutionary reshaping of the markets for
gocds, services, and labor. Changing
domestic and intemational economic and
financial conditions have alsc increased
the value of demographic information,
while contemporary technology makes it
easier and cheaper to access demo-
graphic data.

The great economic expansion exper;-
enced tn the United States in the 20
years following World War 1l occurred
during a period of rapid population
growth The main challenge then for
business was to keep up with the in-
creasing demand for housing, apphiances
and consumer durables, and mass-
market goods and services. A booming

4
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economy 'n a booming population
brought general prospenty and business
growth seemed automatic.

By the mid-1960s a different storv was
emerging, bearing a rude shoci to mar-
keters. The mass market declined; seg-
mented markets took center stage.
These had always been presant, though
masked by the overall growth in con-
sumer demand during the boom The
family car gave way to Mustangs, ranch
wagons, vans, VW bugs, and pick-up
trucks “Downtown” was supplanted by
shopping malls, boutiques, specialty
shops, discount stores, and a galaxy of
mail-order catalogs

Product design and marketing must be
tailored to the tastes and buying power of
specific, often disparate, subgroups in
the consumer population. Deinographic
information became essential to identify
and locate the increasingly diverse con-
sumer groups that constitute the modern
marketplace




Households today have more discre-
tionary income at their disposal than ever
before. Before World War I, paying for
fooc, shelter, and clothing ate up 80 per-
cent of the average household's income
By the 1980s, over 40 percent of income
was available for nonessential, discre-
tionary purchases. Of course, household
income and how 1t is spent varies as the
people forming particular households
vary. The age, gender, and level of edu-
cation of the head of a household and its
other members are basic characteristics
that determine spending.

Business responded to economic and
demographic diversity with market seg-
mentation. As explained by marketing
expert Art Weinstein, “segmentation i1s
the process of partitiortng markets into
segments of potential customers with
similar characteristics who are likely to
exhibit similar purchase behavior."
Compcnies analyze market segments to
find niches that will give them a com-
petitive edge. Most segmentation strate-
gies combine demographic and geo-
graphic data with information on consumer
attitudes and purchasing patterns. Then
advertising, direct mail, and othor market-
ing efforts can be targeted to specific
groups of likely consumers, saving money
and increasing effectiveness at the same
time.

The importance of demographics in
business is not limited to consumer de-
mand and the marketing of goods and serv-
ices. Working mothers, declines in the size
of the younger working-age population,
workers' changing language, educational,
and technical skills—these have major
imphcations for the costs of producing
goods and services. Business firms and
corporations that provide health, pension,
and other benefits need to keep track of
changes in the characternstics of their
workers and their workers' dependents.
Demographic factors also impinge on the
regulatory environment in which business
operates and the tax structure (for in-
stance, the real estate tax burden in an
area will be linked to the needs of its
school system).

The business demand for demographics
has been met by marked changes in the
field since 1960, while the ability to get
demographics has been greatly increased
through the explosion of information tech-
nology. Only a few research specialists
had access to the relatively rare computer
tapes with census and survey data before
1970. Most people went to the hbrary to
search for demographic information in
printed form. After the release of the 1970
Census of Population on computer tape by
the Census Bureau, a whole new industry,
seling demographic data, emerged. Ad-
vances in computer technology, bringing
efficent mass-storage devices, improved
data communicatior.s, microcomputers,
complex graphics facilities, visual dis-
plays, and hard-copy reproduction capa-
bihties—all stimulated the growth of
demographics. The development of com-
puter software for rapid data retrieval and
relational data bases, graphics, mapping,
and statistical analysis have made it pos-
sible for apphed researchers to probe
demograpi>c informatiun sources quickly
and creatively.

Demographic Trends
and the Bottom Line

Awareness of the connection between
shifting population trends and the bottn )
line made busingss leaders’ intere t in
demographics increase dramaticlly.
Several key demographic and economic
changes heightened their attention and
brought the point home with a vengeance
by causing tremendous waves in the
market. The most important of these are
changes in age composition, household
and family structure, geogragnic redis-
tribution, labor force composition, and
shifting international demographic pat-
terns Changing domestic and interna-
tional economic conditions, such as in-
creased competition from abroad in
manufacturing, have intensified the im-
portance of demograph .hifts. Thes2
factors will be discussew.. - more detail.
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Figure 2. Age Composition of U.S. Population, 1955, 1985, 2015,
2035
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A series of populat-on pyramids iliustrate movement through the life cycle The relatv . size of vanous age groups

Source Bureau of the Census
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Changing Age
Composition

The baby boom taught business to truly
appreciate the impact of demographics
on consumer markets Demographers
Jiscuss the “changing age composition”
but that usually mundane expression
here describes a revolutionary explosion
of births between 1946 and 1964 that led
to a 75-million-person “bulge” in the U S.
age distribution pattern. This monu-
mental demographic occurrence had a
tidal wave effect on school systems, job
and consuiner markets and a host of
other important social and economic In-
stitutions. Baby boomers have made
two-earner famiires, low birth rates,
laichkey children, and demographic di-
versity the new norm in the Amencan
way of life. A precipitous decline in births
in the mid-1960s brought the end of the
baby boom. That, together vath increas-
ing immigration flows from abroad, will
have major implications for the U S labor
supply and social servizes to the end of
this century. An increasing number of
peopie at the top end of the age ladder
increases the political and economic in-
fluence of older people, generating con-
cern about the graying of America This
1s already under way, as more people live
longer through aavances in medicai
knowledge and care and better hiving
conditions. The aging of the American
population will take on enormous signif-
icance when the baby-boom generation
reaches retrement age during the sec-
ond and third decades of the next cen-
tury.

The age composition of a poputation
reflects past demographic events, n-
volving birth, death, and migration pat-
terns Age pyramids illustrate these hinks,
breaking a population down by age and
gender, as shown in Figure 2 (pages 6-
7). An age pyramid of the 1985 U.S
population reveals the relative size and
place in the life cycle of several key U S
age groups. the baby-boom generation in
their twenties and thirties in the
mid-1980s; the generation after them,

8

the baby-bust generatio:. born between
1965 and 1975, passing through their
teens in the 1980s, Depression and war-
baby groups born between 1930 and
1945 moving thre igh their forties and fif-
ties; and the cohorts born in the decades
beiore and after World War | who are
now over age 60. Earlier generations
have ailready moved well into the elderlv
population category. And while baby-
boom couples have fewer ch. -en than
previous generations, the number of
births has nonetheless risen since the
early 1970s, beca'se there are <o many
baby-boom coupies to begin with.

in 1986 the first baby boomers reached
age 40, and all oi them will have passed
that milestone by the end of the century.
This means that large numbers of people
are entering their peak earning years. It
1s also significant that as the baby-boom
generation ages, it will account for an
increasing proportion of alt households.
And the baby-boom generation IS so
large that vanations within the group are
big enough to create distinct markets A
major business target i1s the high-
eaming young urban professionals, the
Yuppies

Things have changed much over the
quarter-century since 1960, when the
baby-boom generation stretched from in-
fancy to high school It was during the
late 1950s and early 1260s that the baby
boomers had an enormous impact on
school systems and created a *‘youth cul-
ture” with the concomitant rapid growth
of child- and teen-onented goods and
services. Most of their middle-class
mothers dedicated full ime to child care
and household management. Today's
baby-boom-generation mothers are
much more likely to be combining ca-
reers with child-rearing, and seeking
child care and homemaking services In
the marketplace. Baby boomers who
have remained childiess are thinking
about how t nvest their resources In
ways that will insure them the support in
oid age that children ~ught have pro-
vided.

Only twenty-six years after 1985, in
2011, the older members of the baby-




boom generation will turn 65 The rest of
the group will pass that age during the
subsequent two decades. There I1s quite
a contrast between them and the smalier
Depression-decade age groups who are
passing that age threshold in the 1980s
and 1990s. There will be much less con-
cem about cnises in the Social Security
Trust Fund in the next few years. The
large baby-boom cohorts will be con-
tributing at peak, middie-age earning
levels as the smaller Depression cohorts
will become eligible for Social Security
benefits. Wise baby boomers and mem-
bers of preceding age groups with in-
creased prospects cf longevity will be (in
fact, already are) thinking about private
investments as alternatives to a Social
Secunity system funded by the much
smaller cohorts following their genera-
tion

o

By 2035, a quarter century later, baby
boomers will be counted among the eld-
erly, with the youngest members of the
cohort just having turned 70 and the old-
est survivors being in their late 80s.
These “older elderly” currently cause the
greatest strain on our heailth system, and
it is difficult to )/magine how society will
cope with the demands of the numerous
baby-boom generation without major
changes in health care and services.

The age of an individual, where a per-
son fits into the life cycle, strongly affects
how money 1s being spent and what is
being purchased. Many goods and serv-
ices are age-sensitive, and business
must be aware of changes in the age
structure of a population.

Data from the 1984 Consumer Ex-
penditure Survey of the U.S. Bureau of
Labor Statistics reveal quite different pat-

Figure 3. Expenditures on Selected Items by Age, 1985
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terns of average annual spending in four
major expenditure categones, according
to the age of the head of household For
instance, Figure 3 (page 9) shows that
rertal housing peaks during ages 25-34
and declines the:eafter, because few
yo'ing people own homes Expenditures
on health care rise with age and 'ncreas-
ing medical problems, peaking at age 75
and older. The patteri. *ading on
education has two peaks . below the
age of 25 and another during ages 45-54,
when students as well as parents are
paying for college and higher education.
Outlays for food away from home reach
their highest levels between ages 35 and
54. Young people may eat out a lot, but
the middlie-aged population spends more
money when they dine outside their
home This 1s another area baby-boom
cohorts will affect as they move into
middie age

The combination of age-sensitive ex-
penditure patterns and significant differ-
ences in the relative size of age groups In
the U S. population 1s the cantral reason
for the increased importance of demo-
graphic information in marketing. But age
1s not the whole demographic story. Age-
oroup averages mask differences asso-
ciated \ith other characteristics; for ex-
ample, spending on education is obviously
affecte 4 by the number of children, if any,
in the household. Income and gender of
the householder as well as the structure
and size of households and famihes are
other salient factors to be considered.

Households and Families

For a great many products and services,
the basic marketing unit 1s the house-
hold, and, by implication, the family.* The
needs and desires of individu~' _on-

‘While it 1s common to think of “household” and
“family" as identical, statistically they are differ-
ent. Families consist of groups of individuais
related by blood, marriage, or adoption, while a
household can include unre'ited individuals,

10

sumers are affected by the way they live,
who they live with, and what resources
their households can generate. As the
formation and maintenance over time of
households and families, their size, and
what the various members see as their
roles have changed so much since 1960,
and even since 1975, markets have also
changed These changes are a key rea-
son to look at the demographics when
assessing the wviability of a product or
service in the marketplace.

Average family size in the U.S. has un-
dergone a precipitous dechine from 3.37
persons in 1950 to 2.€9 in 1985 The
stereotypical “traditional” family, con-
sisting of a working male breadwinner
whose spouse cared for children at
home, accounted for less than one-third
of Amenican households even in 1960. if
this figure seems 10w, remember that
families with children under 18 represent
only part of the family Iife cycle, and the
statistics relate to all families and house-
holds including those of single people,
older couples whose children have left
home, and so on. What 1s significant is
that by 1985 “traditional” famihes had
dropped from one-third to one-ninth of all
families. Working couples with and with-
out children (DINKs, for instarnce, “dou-
ble incoma, no kids” families), adults
both young and older living alone, and
single-parent as well as other types of
households have increased in relative
importance in American household struc-
ture

Most people reside in what are known
as “family” households. There were
nearty 87 million househoids in the
United States in 1985, of which close to
63 milhon (72 percent) were “family”
households, in contrast to individuals liv-
ing alone and other types of households.
One would think that population growth,
family growth, and household growth

muitiple famiies, or an individual iving alone.
Another statistical and census category IS
group quarters, such as military barracks, col-
lege dormitories, prisors, etc




Table 1. U.S. Households: 1960, 1970, 1980, 1985
fin thousands and by percent)

Household type 1960 1970 1980 1985
Nonfamily 7939 15 12.430 20 21,227 26 24082 28
Family with children:
Marned couple, wife working 6.522 12 9.409 15 15.076 19 14,/56 17
Married couple, wife r.ot working 16,976 32 15219 24 9712 12 9455 11
Single, female head 1,891 3 3,017 4 4932 6 6,006 7
Single, male head 301 1 574 1 762 1 896 1
Total tamily with children 25.690 48 28,219 44 30,482 38 31,112 36
Family without children
Married couple, wife working 5648 11 8,047 13 12262 15 12,602 14
Married couple. wite not working 10,511 20 11.327 18 11,948 15 13,538 16
Single, female head 2305 4 2498 4 3273 4 4123 5
Single, male head 994 2 1,051 1 1234 2 1,331 1
Total family without children 19,458 37 22,923 36 28,717 36 31,594 36
Total families 45,148 85 51,142 80 59,199 74 62,706 72
Total households 53,087 100 63,572 100 80.426 100 86,788 100

Source Bureau of the Census

would move in tandem, but in fact thev
have not. The number of househoids
grew very rapidly in the 1970s—by over
25 percert, but the population gre + by
only a httla more than 10 percent. Much
ofthr  wth of households can be attrib-
uted .. iwo groups at opposite ends of
the age scale. Baby boomers reached
the age to form their own households
during the 1970s, and, like everything
else, they did this differently from previ-
ous age groups. They moved out of their
parents’ households at an earher age
than then usual, but they did not get mar-
ried; they started . ~holds rather than
families. The, lived alone, or with room-
mates, or with lovers. Those who did
marry delayed it until they were older,
and those who had children also waited
until they were older, on average, than
earlier generations. At the other end of
the age scale, older people increasingly
have the desire and resources to live in-
dependently rather than with their chil-
dren, resulting in many more one- and
two-person households. The middle-

aged continue to have high levels of di-
vorce, creating many more single person
and single-rarent households. These
and other factors worked together to in-
crease households more rapidly than
families, at the same time decreasing
average household size.

Those who live alone, with roommiates,
or with jovers fall into the household
classification termed “nonfamily” by the
Census Bureau Most marketers make
no distinction between a conventional
“family” and a family which is not statisti-
cally defined as such. They think of the
nonfamily household as a vanant family
structure. Statistics relating to house-
holds and famiies do make fairly clear
distinctions between the two types of
households, however. Nonfamily house-
holds grew by 78 percent dunrg the
1970s, compared to less than 16 percent
growth of family households.

Household growth, particularly non-
family households, siowed during the
first half of the 80s, in part because eco-
nomic conditions made it more difficult
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Figure 4. Households by Type, 1960 and 1985

1960

single,
male head

Source Bureau of the Census

for those attempting to enter the labor
force to live independently. Households
continue 1o grow more rapidly than popu-
fation, but the differential rate 1s much
less in the 1980s than it was during the
1970s. From 1980 to 1985, households
increased by 7.4 percent compared to a
5.2 percent increase in population.

Even family households are a fairly
mixed group The formal Census Bureau
definition of a family 1s somewhat differ-
ent from what comes to the minds of
most marketers: it includes not only cou-
ples with and without children, but also
single-parent households with chiiaren,
as well as other groups such as siblings
or any other combination of relatives.
Eighty percent of U.S. tamilies are
headed by marned couples; 16 percent
have single females as head of house-
hold and 4 percent are single male-
headed (see Figure 4). Family house-
holds sn 1985 were equally divided
between those with children under 18
years of age and those without. Among
famiies with single persons as head of
households, those hgaded by women
were much more likeTy to include children
than those headed by men.

12

single,
male head

1985

without children

Since 1960, a year with over 4 million
baby-boom births, the family market-
piace has changed substantially. As
seen In Table 1, family households were
85 percent of all households in 1960; this
declined 13 perceniage points, so that 28
percent of households had no family in
them at ali by 1985. In 1960, marned
couples dominated family households,
accounting for 38 percent of families, bu*
the increase of single people as heads of
family drove that down to 80 percent by
1985. Fifty-seven percent of family
households in 1960 had children under
18, compared to 50 percent in 1985.

There were qualitative as well as quan-
titative changes between 1960 and 1985.
Changes in women's roles within the
family from 1960 to 1980 are an impor-
tant dimension of change in family struc-
ture Only 28 percent of wives living with
children worked outside the home In
1960, compared to 61 percent 25 years
later. Single female-headed families with
children were only 4 percent of all fam-
ihies i 1960, doubling to 10 percent in
1985. A higher proportion of working
wives In 1985 is found among married-
couple famiies living with children under
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18 (61 percent) than those withs..t ch.:
dren (48 percent). This contrast prcbably
came about because those who hive with
young children are also in the‘t prime
working years, and married couples
without children include “‘empty nesters,”
older people whose grown children have
left their parents’ homes.

Although these shifts in percentages
indicate the evolution of many new mar-
kets, the absolute number of households
1s crucial to targeting market segments
by household composition. For all that
has been said about the declir'ng impor-
tance of the “traditional” family of two
parents and their ctiuldren, there were
about 24 million such famiiles from 1960
to 1985 However, the number of such
families in which the mother worked out-
side the home doubled' from 6.5 million:
to 14.7 million. At the same time,
married-couple families without children
increased from 16 to 26 million. So there
are fairly large new segments of working
mothers and childless couples.

Figure 5§ shows this increase in
marned-couple-only households, as well
as female-headed families. Nonfamily
households tripled in number, from 8 to
24 million, accounting for almost half of
the 34 milion increase in U.S. house-
holds over this 25-year period

What do these population trends mean
for consumer products? Different types
of households have quite distinct con-
sumption patterns, a5 seen in the 1984
Consumer Expenditure Survey, for ex-
ample. One-parent households and mar-
ned couples with children concentrated
on the “basics,” spending 49 and 64 per-
cent respectively of their after-tax income
on food consumed at home, shelter, and
apparel. Marned couples without chil-
dren and marned coupl. with adult chil-
dren (both with a higher representation of
older consumers) spent much less on the
basics: 43 and 40 percent The latter
group spends heavily in the education
and transportation categories. For food
away from home, tha picture also vanes
by household structure Husband/wife-
only households and couples witn adult

chiidren both spent about five percent of
their total expenditure eating out The
married couple without children, how-
ever, spent much more annually per per-
son, over $550, than did couples with
aduit children who spent about $400

Changing Population
Geography

Demographics cannot exist without the
geographic component every decision
on marketing or site location I1s strongly
geographic. Energy generation, manu-
‘actunng, distribution, retailing, com-
mercial real estate devalopment and
many other business decisions and
strategies depend on where people are
and where they are going to be. Many of
these decisions focus on areas of rapid

Figure 5. Changing Family
Structure: Percent Growth,
1960-1985

DNon-family
Family:
married couple with children
\married couple without children
single, female head
single, male head

Source Bureau of the Census
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growth. Consumer ioyalty can be built in
fast-growing areas at a rate which is un-
paralleied in already developed markets.
For retailers, developers, banks, and
franchise operations, the frequency and
pace of location decisions can be hectic
in new-growth areas. The need for infor-
mation extends beyond locating where
people are at this moment to the location
of the fields that are likely to become a
subdivision or major arterial road for
tomorrow’'s consumers. Population redis-
tribution stretches the ability of govern-
ments to serve r..w residents and cre-
ates competitive business opportunities.
This contrasts with the hard decisions to
be made in slower-growing and declining
a‘eas about how to most efficiently serve
7. market which might have outmoded fa-
cilities and with less obvious potentiai for
sales growth.

The U.S. population grew by nearly 60
million people between 1960 and 1985,
but two regions, the South and West, ac-
counted for an impressive 80 percent of

that increase. The Northeast, with 21
percent, and the Midwest, with 25 per-
cent of the country’s total population,
captured only 22 percent of the national
growth during that perniod. The South, the
nation’s most populous region with just
over a third of the U.S. population, ac-
counted for 45 percent of overall growth.
The West, with 20 percent of the total,
accounted for one-third of (%2 increase,
making it the most rapidly growing region
in percentage terms. At this rate, the
Western population will be greater than
that in the Northeast by 1990. The differ-
ences in regional growth trends stem
from several causes, including employ-
ment opportunities, labor cost differen-
tials, weather, and appeal to certain life-
styles. A “belt” nomenclature has
developed: Southern and Western states
with warm climates are the “Sunbelt” in
contrast to Midwestern and Northeastern
states with cold winters, termed the
“Frostbelt.” States in the latter regions
with declining industrial bases are

Figure .. Population Distribution: Regional Percentages,

1960 and 1985

1960

1985

Source Bureau of the Census
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Figure 7. Regional Shares of U.S. Population Growth, 1960-1985

Source Bureau of the Census

somewhat derogatorily referred to as the
“Rustbeit.”

Census Bureau projections picture
continuing regional d:versity in growth
trends during the remainder of this cen-
tury. In fact, the decline in population in
the Northeast and M:dwest 1s expected to
continue through 2000 Even with the
slower national population growth pro-
jected during the 1990s (7 3 percent), the
South and West are expected to grow
substantially, the South by 13 percent
and the West by 18 rercent. Though a
region’s population may be dropping,
there are some notable exceptions In
some areas. While the Northeastern
population increased on the whole by
only a fraction of a percentage point dur-
ing the 1970s, New Hampshire's popu-

1ation grew by 28 percent, largely a result
of the revival and northward expansto. of
the Boston metropolitan area. California
ranked 12th among the 13 high-growth
Western states in percentage increase
duning the 1970s, but its large population
base was enough to give it the biggest
increase in absolute numbers in the en-
tire country.

Internal and international migration are
key factors in regional growth differen-
tials International immigration to the
U.S concentrates in a few states, includ-
ing California in the West, Flonda and
Texas in the South, and the New York
and Chicago metropolitan areas in the
North. Movement of people within the
U.S aiso favors the South and West. The
total net growth from national and inter-
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national migration was 3 4 miliion in the
South and 2 2 million in the West durning
the first half of the 1980s

These migration streams raise some
important questions for business Every
new migrant group forms a new market
segment with different needs and tastes
Such demands will affect both the mar-
ketplace for consumer products and the
business-to-business market as new
immigrants pursue entrepreneurnal op-
portuniies For both international and
domestic migrant streams, retailers must
decide to what extent new residents will
retain their original tastes and prefer-
ences or whether they wili plunge into the
“melting pot” of their new location and
consume the same regionatl or national
products as theiwr neighbors

Metropolitan area growth trends also
bear watching, since they can run
counter to overall regional trends Metro-
pol'tan areas include the 300 or so cities
with the largest populations in the U S
and their adjacent counties, designated
as part of an MSA—Metropolitan Statis-
tical Area—by the Census Bureau under
guidelines established by the Office of
Management and Budget Metropolitan
populations account for the majonty of
total U S population, ranging from 69
percent in the South to 88 percent in the
Northeast in 1985 Most metro growth 1s
concentrated in the more rapidly growing
South and West, led by areas such as
Phoenix, Arizona, Austin, Texas, and Las
Vegas, Nevada in the Southwest and
West Palm Beach, Daytona Beach. and
Fort Myers in Flornida Metro areas in the
Northeast and Midwest have, for the
most part, experienced low population
growth or even declines There are some
exceptions areas with scenic attractions
such as Attantic City-Cape May. New
Jersey, state capitals such as Lincoln,
Nebraska, areas on the fringes of large
metro areas such as Manchester-
Nashua, New Hampshire (near Bos-
ton)—all of these metro areas have
grown more raptdly than the national
average since 1980 °
Durning the 1970s nonmetropolitan
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areas actually grew faster than metro
areas, leading many to examine the
causes and implications of a so-called
“nonmetropolitan turnaround * Factors
such as a preference for “open spaces,”
changing lfestyles, improvements n
transportation and communication which
allowed greater commuting distances
and decentralization of manufacturing
faciities, shifts of manufactunng plants
out of central cities, and increased en-
ergy extraction activities in response to
the oil crisis are said to have contributed
to nonmetro growth during the 1970s By
the early 1980s this “reversal” was itself
reversed as metropolitan populations
again grew faster than nonmetro areas.
However, as John Herbers in The New
Heartland and others point out, much of
the nonmetropolitan growth of the 1970s
occurred just outside major metropolitan
areas * Part of the resurgent metro-
politan-area growth since 1980 resulted
simply from changing definitions The
government reclassified as “"‘metro”
areas of the more dynamic non-metro
counties on the outer fringes of major
metro areas For example, Frederick,
Maryland and Stafford, Virgima “joined”
the Washington, D C MSA in 1983.
Herbers claims that many of these new
iow density, spread-out settiements on a
metropolitan periphery are far less “'met-
ropohtan” in character than the typical
urban and suburban rings around major
central cities These new areas have the
charactenstics of what people sought in
moving to nonmetropolitan areas during
the 1970s. which means that marketers
and others will have to pay even closer
attention to specific characternistics when
using metro data to determine local mar-
kets

Shifts in where people are living are
the major change factor in every market
When households move from place to
place, they create or change markets
much more quickly than does a change In
the birth rate Indeed. in new family-
onented suburbs, the growth rate nses
rapidly as the houses are filled. over-
flowing schools and other faciities Then




begins a very slow process of neighbor-
hood evolution. where other household
types join the earlier nuclear famihes.
Even the slowest growing marxets will be
affected by migration and population re-
distribution, which 1s why these demo-
graphic factors should be accorded much
attention

The Changing
Work Force

The demographics of the local and
national tabor force are another key to
effective management The implications
of labor force changes are multifaceted,
beginning with the fact that employment
trends affect consumer demand as jobs
create the income needed to purchase
goods and services Is there an adequate
supply of workers whose skils match
employers’ demands? How does partici-
pation in the work force affect time allo-
cation, individuals’ roles in the family,
and the kind of products and services
needed?

Profitability 1s dependent on the avail-
ability of workers with appropriate expe-
nence and skills. Retailing needs a rela-
tively unskilled, inexpensive labor force,
while some manufacturing industries
need highly-skilled workers to produce
qualty goods and meet the challenges
posed by innovative technology, interna-
tional competition, and high-tech prod-
ucts

The changes in the labor market over
the last quarter-century have been noth-
ing short of revolutionary In 1985 the
U.S civihian labor force numbered 1155
million workers, 107 million of whom
were employed” This was 46 million (or
66 percent) more people in the labor
force than in 1960' Women accounted for
61 percent of the total increase, and the
percentage of men in the labor force thus
dropped from 67 percent to 56 percent as
a resuit. The proportior. of wives working
outside the home jumped from 30 5 per-
centin 1960 to 54 5 percentin 1985 The
advent of two-earner families has impor-

Figure 8. Female Particination
in Labor Force, 1960-1985
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tant business implications for the U.S,
both because of the impact on family in-
come and because of the accompanying
changes In consumption patterns

As increased female participation in
the labor force coincided with the entry of
the baby-boom generation into the work-
place during the years 1960-85, the U.S.
work force grew more rapidly during that
period than it did in earlier decades
Slower growth s likely to prevail during
coming decades when the smaller baby-
bust cohorts will be starting to work.
There are also fewer older workers in the
labor force, as many now have more se-
cure retirement income prospects and
may have been offered attractive “early-
out” incentives to make way for younger
workers or new managements.

The people who joined the labor force
between 196G and 1985 are better edu-
cated than any previous generation In
American history In 1987, 85 percent of
the labor force aged 25 to 64 had com-
pleted high ochool and 25 percent had
four or more years of college Twenty
years earher, in 1967, only 50 percent
had finished high school and just 13 per-
cent had four or more years of college
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Table 2. Labor Force Composition: 1975, 1985, 1995 (projected)

1975
Mate Female

1985 1995
Male Female Male Female

White 50.324 32 508
Black 5.016 4 247
Hispanic 2.597 1574
Other 960 720

Total 93775

56 472 43 454 60 471 51,215
6233 6 148 7380 7678
4730 2 970 7048 4739
1708 1447 2 541 2313

115 462 131598

Note Hispanics, constituting an ethnic group may be included in the racial categories as well as the Hispamc

category
Source Bureau of Labor Statistics

More good news for the U S. e.onomy is
that these cohorts are or soon will be
rnoving tnto mid-life, the higher
earning—and spending—phase of their
life cycles.

The U.S Bureau of Labor Statistics
projects only a 12 percent increase in the
labor force from 1985 to 1995, compared
to a 23 percent rate of growthin 1975-85
This reflects the drop in births since
1965, the "baby-bust™ cohorts. Women
again account for 60 percent of the pro-
jected increase; white males, who con-
tributed 29 percent of the 1975-85 in-
crease, are expected to be 15 5 percent
of 1985-95 work force growth. The “wild
card” in labor force projections is immi-
gration into America from other coun-
tres. It 1s likely that Hispanic and Asian
migrants will contribute significantly to
labor force growth in coming decades

The projections of labor force partici-
pation also show that the new entrants
during 1985-1995 will not be as well edu-
cated as those who entered the labor
market between 1960 and 1985. There 1s
growing concern about the availability of
workers needed to deal with very sophis-
ticated technology and in information-
ortented industries. Many hope that
these goods and services will give the
US. a competitive edge in the world
economy. According to the Department
of Labor, most future labor force growth
will come from groups in the population
that traditionally have been underutiized
and have had trouble finding rewarding
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jobs Women from low socioeconomic
levels, members of minonty groups, and
immigrants will account for over 80 per-
cent of the net additions to the labor force
between 1985 and 2000.°

With slower overall growth in the labor
force and much of that growth con-
centrated in members of minonty groups,
many rapidly growing suburban areas
are experiencing labor shortages among
retail and other relatively unskilled occu-
prtions. These jobs were customarily
filled by teenagers or wives working part-
time With fewer teens in the baby-bust
cohorts, few women willing to work only
part-time, and few members of minority
groups tiving in the suburbs, many com-
panmies and stores are having to rethink
their staffing strategies.

There are many areas in which labor
force demographics affect corporate de-
cisions. As a corporation’s labor force
and their dependents age, health care
costs may nse The need for on-the-job
training, retraiming, and aduit education
will rise as more immigrants and
educationally-deprived members of mi-
nority groups join the work force and as
industnal resti icturing forces occu-
pational shifts on middle-aged workers
because of changing technology and in-
ternational trade patterns. Broader par-
ticipation in the labor force by women s
just beginning to affect both the supply
and character of workers in many indus-
tries, and the demand for innovative
goods and services




International Population
Trends

International population trends have also
contributed to the increased significance
of demographics. Over the last few dec-
ades, population growth trends i more
and less developed countries have di-
verged Rapid population growth in less
developed countres has increased con-
sumption needs and made their labor
cheaper, giving them an increasingly
competitive edge in mass-market con-
sumer goods. Population growth rates
have slowed and sometimes stopped al-
together in the more developed indus-
tnalized economies of Western Europe,
North Amernca, and Japan. Since fewer
workers lead to higher labor costs, many
more developed countries have shifted
their industrial mix toward specralty
goods and services. These typically re-
quire select skills and training for produc-
tion and identification of specific con-
sumer groups for marketing.

Developing countries have also in-
creased in importance as markets for
U.S. exports. New trade patterns are be-
ing established. While newly indus-
tnahzing countries (sometimes referred

to as "NICs") such as Tawan, South Ko-
rea, Singapore, Brazil, and Mexico are
becoming increasingly competitive with
the U S. in the manufacture of textiles,
shoes, steel, automobiles and auto parts,
as well as consumer electronics, they are
also an important market for U.S. goods
and services, particularly agricultural
products, telecommunications, as well as
information and financial services. The
share of U.S. exports going to these five
countries increased from 12 to 15 per-
cent between 1975 and 1985, and would
have increased even more had it not
been for recent debt-related recessions
in Brazil and Mexico, forcing them to cur-
tail imports. The NICs, with their rapidly
urbanizing populations, were good mar-
kets for U.S. agricultural exports as long
as their economies remained dynamic.
The declhine in U.S. agricuitural exports to
Latin America durning the early 1980s re-
sulted more from the region’s declining
purchasing power than increases in its
agricultural production capacity. While
the struggle to increase !iving standards
in less developed countries requires
them to become more competitive with
the US., an increasingly prosperous
Third World will also be a better market
for US. goods and services, provided

Figure 9. Labor Force Changes, 1975-85, 1985-95 (projected)

15
1975-85
10 R
[} - -
ER NN
S N2 1985-95
(4
=]
[*]
£
5 | 1985-95 I ]
e T
NN TTY el L e Y BT .-
o ! S R Sl g R SO 5 i S
Females Males Females Maies Females Males Femaies Males
White Black Hispanic Other

Note Hispanics may be included in both racial and ethnc categories

Source Bureau of Labor Statistics

19




U S exporters take advantage of this
new market potential Some export-
conscious managers have been paying
increased attentior to international
demographics Ironically, officials at the
U S. Census Bureau s Center for Interna-
tional Research were somewhat cha-
grined to learn that Japanese business-
men were more interested than Amencan
firms 1n their international market-
oriented demographic aata products

Benefits of Using
Demographics

The most important thing to learn from
demographics 1s that no market 1s
monolithic—there are always advan-
tages to be gained by segmentation This
holds true even for the period of the
1950s there were groups with markedly
different needs, but the size of dominant
segments as well as the prosperous
economy boosted siles without much ef-
fort on the part of business That situa-
tion no longer exists

Demographic trends affect Amencan
society ke tidal waves, and managers
and marketers ignore them at their penl
Broad trends like the progress of baby
boomers through the life cycle and age
structure, changes in households and
families and in their members’ roles,
changing population distribution, chang-
ing labor force, and the changing interna
tional context have impacts which cannot
be ignored There are also many micro-
trends which affect the marketplace on a
daily, monthly, and yearly basis These
trends must be tracked for every industry
if management is to be effective and suc-
cessful

Each product and industry has muitiple
inks with the demographics of the mar-
ketplace Demographic analysis allows
the analyst to relate a product or industry
to the broad trends outlined and to
smaller trends among key consumer
segments As the rest of this Bulletin will
demonstrate, demographics and the use
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of other secondary data can be the start-
ing point for effective targeting to in-
crease the efficiency of doliars spent on
manufacturing, distnibution, and adver-
tising Demographics save resources
and time, they provide a cost-effective
starting point for market analysis and
permit pinpointing geographic access to
the primary market segments for a prod-
uct In a ime of growth and expansion,
using demographics will increase ef-
ficiency and encourage faster growth. In
times of contraction and scarce re-
sources, demographics are essential to
prevent losses of precious time and
money.

A simple but telling example of cost-
effectiveness is catalog maihings. An un-
derstanding of the demographics of an
address Iist can decrease mailing costs
and increase the ratio of sales per mail-
ing, e g., by not sending seed and garden
tool catalogs to high-rise apartment
dwellers and by targeting specialty gift
catalogs to higher-income professionals
who have less time to shop in stores

Politicians have also learned the effec-
tiveness of demographics for their cam-
paigns and fund raising They particularly
have to try to pinpoint those most likely to
vote within their district, as well as those
most likely to vote for them, in the face of
escalating campaign costs and the disin-
tegration of traditional party alhances
Therr demographics combine population
data with past election returns for small
geographic areas pius information on in-
dividuals’ past political contributions,
magazine subscriptions, and the like
from direct mai data bases ¢

Selection of sites for retail outlets,
plants, and other faciities has benefitted
greatly from the availability of geo-
graphically detailed demograp«ic data
and the capacity to create profiles for
geographic units other than normal po-
litical and census boundanes. Financial
institutions often require analysis of a lo-
cation before they will provide financing
fcr new projects An important factor in
the selection of a site for a manufacturing
facility, for exampie, 1s the availability of



labor with the appropriate skils. experi-
ence, and other characteristics which
have a direct etfect on costs New pat-
terns of decentralized industries are re-
lated to changing residential patterns,
particularly where populations have been
moving away from core areas of metro-
poitan areas to suburbs

Long-term strategic planning 1s essen-
tial for corporations, public utilities,
school systems, and other public serv-
ices that require substantiai capital in-
vestment Planners need to be able to
identify trends and project future growth,
particularly since many of these invest-
ments are cost-effective only if they can
be made to anticipate growth in demand
overa 10-20 year time horizon Planners
benefit from demographics by what s
sometimes labeled ‘‘environmental
scanning.” This refers to efforts to profile
the social, economic, and demographic
charactenstics of a region, for example,
the area served by a public utibty or
transport authonty. Such profiles also
enable business planners to track and
anticipate changes in the market for the
goods and services they provide as well
as factors that might affect their costs of
doing business, allowing them to plan for
declines in certain activities and the ex-
pansion of others The demographic
component of these profiles 15 one of
their basic building blocks, and the
demographer in a strategic planning de-
partment works not only at getting accu-
rate demographic data but in showing
how demographic trends might affect
and be affected by other ongoing or an-
ticipated trends in the area

Large organizations have their own in-
ternal demographics, as well as their own
cultures, which can influence the costs of
doing business in a number of ways For
instance, the population of an organiza-
tion has its own age structure along a
spectrum of older employees retiring,
young workers just starting The fast-
food industry depends upon an age
structure of very young workers and is
now having a more difficult ime recruit-
ing young workers because of the small

baby-bust cohort teenage population
Some chains are now looking to older
workers as a substitute work force As
the baby-boom generation moves into
middle-age, organizations that hired
large numbers of entry-level baby boom-
ers will have to deal with a promction-
ladder squeeze resulting from their many
skilled and experienced employees look-
ing for advancement to a few senior posi-
tions. They nsk losing the investment
they made in training these employees
and face morale problems if they cannot
find alternative ways of rewarding expe-
nence and loyalty to the firm

Entrepreneurnially-spinted members of
this baby-boom group are faunching their
own businesses rather than languishing
on the lower rungs of the career ladder in
targer organizations Advances in mi-
croelectronics and communication tech-
nology boost this trend The number of
small businesses started in 1986 was
considerably higher than it was ten years
before Women, who face the fact that
prejudice may keep many of them from
reaching top positions, owned about one-
quarter of all U S. firms in 1982,

Health benefits and retirement plans
are a significant share of labor costs, and
are affected not only by the internal
demographic structure of an organization
but also by the group composition of their
emplioyees’ dependents Actuanes have
traditionally worked with personnel de-
partments in designing such plans, but
boardrooms are looking increasingly to
their strategic planners for guidance on
the longer-term cost imphcations ansing
from an aging employee and dependent
population and from the increased partic-
ipation of working mothers in the labor
force, including discussions and pending
legislation on parentai leave and day
care faciities

The Demographic
Analysis Process

The first step in any analysis is to ask the
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nght questions what problems need to
be addressed, and what data would pro-
vide the answers in the ideal case? This
1s the time to consider . broad range of
information and to find a focus to guide
the search through masses of data Real-
world data hardly ever match the ideal,
and the volume of available information
can be deceptive The lack of a con-
strained set of questions carefully or-
ented toward the problem will lead to the
accumulation of a flood of irrelevant gata

For any consumer product, the key
guestion 1s, “Who 1s the customer, the
real customer?” The real customer for
children’s toys may be children, or it may
be the parents and grandparents of the
chitdren. The real customer for senior liv-
ing facihties may be older people, or it
may be their caregivers, depending on
the charactenstics of the facility and its
residents. Once the customer has been
identified, a new series of questions can
be asked.

In assessing the demand for any prod-
uct, these questions can be divided into
several research stages At the first
stage, all existing data pertaining to a
topic are amassed. These are called
“secondary data” because they are de-
rived from existing sources such as the
U.S. Census, survey results, and other
administrative and proprietary sources.
Since these data have already been col-
lected and processed, they have the ad-
vantage of being relatively inexpensive
and readily available The point 1s to
make them do double and triple duty and
answer questions which were not posed
when the data were collected Much of
the skill involved in demography and
other applied analyses lies in the ability
of the analyst to adapt and reinterpiet
existing data

Demographics are valuable because
demographic techniques make it pos-
sible to extract a great deal o/ new infor-
mation from existing data. Secondary
data analysis 1s quick, efficient, and in-
expensive, especiaily in comparison with
prnimary research such as taking surveys,
conducting focus groups, etc Secondary
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research sets parameters on the issues
and defines the questions which should
be pursued in primary research Demo-
graphics are among the most useful of
secondary resources, in fact, the appli-
cation of results from pnmary research i1s
impossible without demographics Pri-
mary research itself should never be un-
dertaken without substantial preparation
through such secondary research. Pn-
mary research remains primary for only a
very short time It s soon “outdated” or
no longer current, yet it represents a
major investment of time, energy, and
resources by any firm and it should be
exploited fully over a long period of time.

Demographic Data:
The Raw Material of
Demographics

"Drowning in information, starving for
knowledge."
John Naisbitt

The amount of readily available demo-
graphic and other secondary information
is truly staggering. Demographics result
from what has come to be known as the
information revolution, a phenomenon
combining improved data storage and re-
trieval, communication, and com-
putational and display technology with an
immense increase in the volume of in-
formation collected. That i1s why the first
step in the demographic analysis proc-
ess 1s to define closely the goals of any
investigation, lest the analyst get lost in
the forest of data and be unable tc locate
the trees that represent pertinent infor-
mation

Organizations and individuals involved
in demographics put a great deal of their
time, money, and effort into information
management. Before the information
revolution, the printed page was the
basic medium of information storage and
retrieval Data users spent most of their
time copying figures from published vol-
umes and in manual or mechanically as-
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sisted calculations based on those fig-
ures.

The comprehensive basic source of
demographic information for the U.S., the
Census of Population and Housing, illus-
trates the information explosion A slen-
der volume of 56 pages summed up the
results of the first U S. countin 1790. For
the 1910 Census, 4,300 pages were de-
voted to population topics, and by 1950
the Census report took up several library
shelves with its 50,000 pages of popu-
latton and housing information The
number of pages doubled to 100,000 in
1960, and doubled again to 200,000 In
1970. Not only did the number of pages
increase, but advances in electronic
photocomposition made 1t possible to
pack more information on a page, so that
the average page of a 1970 Census re-
port contained 20 percent more data than
its 1960 counterpart. In 1960, the costs of
printing and effectively managing the
volume of census information led census
authorities to explore other media, In-
cluding computer tapes and microforms
For the first time in history, analysts out-
side the Census Bureau were able to ob-
tain a sample of individual census re-
cords (without identifying information
which would threaten census con-
fidentiality), enabling them to make cus-
tom tabulations of questions that the pub-
lished reports did not address Public
Use Microdata Samples (PUMS files) are
now available for each U S. Census from
1940 through 1980. Microform publiica-
tion started 1n 1970, and now microfiche
cards holding up to 96 printed pages
make it possible to store the content of
published reports in a few small file
boxes rather than 40-50 linear feet of
shelf space.

For most business users of census
data, the 1970 Census brought the most
significant advance in the dissemination
of res Jits' the publication of cummary
tabulations on computer tape. Two thou-
sand tapes of 15/0 Census data were
issued, covering geographic areas from
the national down to the block level.
While the number of computer tapes pub-

lished in 1980 remained at 2000, In-
creased data storage density made it
possible to store 12 times as much In-
formation Disse nination of summary
tabulations on computer tape opened the
door to storage and retrnieval of detailed
census information on computerized
data bases.

Basically, summary tape files increase
the amount of avalable census data by
providing the same kinds of information
that appear in printed reports but with
much greater geographic detail. What
really distinguishes the census from
other data sources and makes it the
basic source of all demographics is its
geographic detail No other source at-
tempts to—or can afford to—provide a
comprehensive set of information for
every city block and rural district in the
country. The geographic process 1S ex-
plained in the box on page 24.

For secondary data, the basic question
1S, What is the most reliable and author-
itative source of information? Since the
census I1s the most basic and com-
prehensive source of secondary data,
this question often translates into, Which
source translates, tabulates, and up-
dates the census the best? Tnere are
many other sources of secondary data to
assess, but in demographics, census I1s
king, and demographic information spe-
cialists typically begin their data
searches there. The Census Bureau it-
self updates data through 1ts ongoing
series of Current Population Reports
(known as the “P" Series) with national,
regional, and some metropolitan area
data, which are useful in tracking
changes at those levels. Because they
are based on smaller samples of the
population, surveys lack the geographic
detail of the decennial census.

When research, marketing, and labor
market questions are focused on the
national level, the foremost authority s
the Census Bureau itself. The Bureau
has a substantial research staff who are
unmatched in the degree of attention
which they ran pay to particular trends,
topics, and markets. There is a whole
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Box 1. Census Geography

Census ge' raphy follows conven-
tional politica  .visions at the state and
county level Div.sions within counties
can differ if counties are part of a met-
ropolitan statistical area (MSA)} In
nonmetropolitan counties, census ge-
ography has been adapted to the van-
ety of political divisions found within dif-

ferent states cities, villages, towns,
townships, boroughs, and all manner of
other divisions The Census Bureau es-
iablishes census county divisions
(CCDs) or, where there are active sub-
county governments, the Census Bu-
reau may designate minor civ'! divisions
(MCDs) With MSAs, metropolitan
counties can have MCDs or CCDs, but

lines and have an average population of

in addition they are divided into census  Reproduced from Bureau of the Census Census 80, Introduction to
tracts which conform to neighborhood  Products & Services (Washington DC GPO. 1380) p §

Incorporated
Place

4,000 people. Tracts are in turn subdivided into standard city blocks and block groups, as ilius-
trated here Census geography also recognizes rural and urban areas, congressional districts, and
Indian reservations Census geography is explained in the Census Users' Guide, the key source
for geogre shy and other census documentation and essential for anyone involved in demo-
graphir- The Bureau also provides detailed printed maps and computerized map files with
detanied geographic information

The computenization of census geography i1s another breakthrough in information technology
that contributed to the growth of demographics The Census Bureau inttially developed GBF/DIME
(Geographic Base File/Dual Independent Map Encoding) for metropoltan areas to assign geo-
graphic codes to 197G Census records These files are computerized versions of the Census
Bureau's meiropolitan area maps, and have block-by-block address ranges and latitude-longitude
coordinates or nodes at intersections For the 1990 Census, the Bureau has a TIGER—
Topologically Integrated Geographic Encoding and Referencing system TIGER files will provide a
single au >mawed source of geographic information for data collection, products, and services

connecte. with the 1990 Census

branch devoted to household and family
trends, for example Also, when a ques-
tion crosses state or regional lines, often
the Bureau will have a perspective which
inherently controis subnational figures to
add up properly to national totals now
and in the future. The annual Census
Catalog and Gui.. 1s a ventable shop-
per's guide to the Bureau's reports, spe-
cial studies, and data products for a wide
range of topics and geographic units.
For many other topics at the national
level, there are also strong federal re-
sources. For economic and labor market
questions, there are the Bureau of Eco-
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nomic Analysis in the Department of
Commerce and the Bureau of Labor Sta-
tistics in the Department of Labor. The
National Center for Health Statistics
tracks births, deaths, marnages, and di-
vorces, and the Centers for Disease Con-
trol follow epidemiological trends. In
short, there are substantial and well-
informed organizations providing infor-
mation on the U.S. Tne federal statistical
system publishes reams of information in
book and computer form.

At the state level there are also sub-
stantial statistical and analytic resources.
A stae-based focus for the dissemi-
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nation of statistical information of all
kinds has grown up around the ‘state
data centers” established under a Cen-
sus Bureau program, often headed by a
state demographer, and encompassing
both data collection and information dis-
tnbution. At the state level, this combines
departments of planning, local affairs,
and health statistics, along with universi-
ties and state library systems. State data
centers also have a system of local affili-
ates that includes hbraries, planning
commissions, councils of governments,
and even Indian tribes

The prime function of the state data
center network 1s to put demographics In
the hands of those who need them at the
state and local level. This network In-
cludes hundreds of organizations with
staffs skilled and experienced in demo-
graphic methods as well as being knowl-
edgeable about regional and local popu-
lation trends. Just as federal statisticians
have a more global perspective than
those in states, state-level analysts can
be relied upon to provide a multi-county
perspective within states Virtually every
state has a set of population projections
for its counties. State data centers pro-
vide excellent information and analytic
services. In addition, their prices are of-
ten at-cust or free. They sometimes lack
the packaging and “instant' service
available from commercial firms, how-
ever.

The final ink in the public sector infor-
mation chain is the local analyst—
usually based at th» county or city level,
typically with the title of “planner” and
occasionally “demographel.” These are
the people who have a gut-level feeling
for what 1s happening 1n an area, as well
as why. Also, the planning, zoning, build-
ing permit, and deed-issuing staffs know
what is likely to develop tomorrow be-
cause they issue authorizations for the
inirastructure to support changes.

Public sector data are indeed volumi-
nous and widely disseminated Census
data 1n printed volumes and on mi-
crofiche are available in thousands of Ii-
branes across the country FoOr census

tracts or any area larger in population
than 2,500 people, thare :re lots of data
in the 1980 Census printed volumes For
counties and MSAs, there 1s much more
census detail in print than 1s readily
a.alable from computenzed sources.
Data for city blocks and block groups can
be obtained for the price of reproduction
from microfiche. The U S. Government
Printing Office’s Document Depository
Libranies have a particularly nch col-
lection of census data as well as infor-
mation from the entire federal statistical
system. This list covers births, deaths,
bedsprings, feather pillows, the business
censuses including retail trade, whole-
sale trade, manufacturing, construction
ar.d extractive industries—and this just
scratches the surface of what 1s avail-
able Document Depository Iibrarians
hold the key to this array of information.
Libranes are also a good source of pro-
prietary data published by commercial
firms—demographic, economic, and
otherwise, since they often subscribe to
commercial services.

If answers to local data questions can-
not be found at the hbrary, the next
logical place to look 1s state data centers.
If state data centers fai, then it s time tc
follow Matthew Lesko's “Seven Phone
Call Rule,” and start calling other gov-
ernment statistical sources directly.
Lesko, an expeit on free and nearly free
information, recommends a caim, per-
sistent approach which recognizes that
the seventh person called wili want to
heip, but will not know anything about the
frustrations you may have suffered with the
first six.”

The Commercial Data
Industry

The private sector demographics ven-
dors are often the most convenient re-
source for business. They concentrate
on consumer market application.,
trends, and data, as well as the pack-
aging and delivery media that make the
data easy to use. Many businesses can-
not afford to spend staff ttme on demo-
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graphics even if there are in-house skills
They prefer to pursue what they are best
at and what makes them the most
money. So, the most efficient method for
businesses to acquire demographics s
to buy them from those devoted to sup-
plyng them

One of the quickest and most con-
venent ways of compiling census data,
updates of the census, and estimates of
retail potential for a wide rarge i prod-
ucts is to purchase them from one of the
major firms which maintain current
natonal demographic data bases, such
as CACI, In~.; Clantas, Donnelley Mar-
keting Information Services, National
Decision Systems, National Planning
Data Corporation, and Urban Decision
Systems, Inc. These six firms together
provide some $40 to $50 million worth of
information products and services annu-
ally They have two mamn product lines,
as well asmany reiated kinds of data and
methods to enhance and extend the ap-
phcation of those products The product
line that built these firms I1s the area pro-
file constructed from census-based ex-
tract and update data Large national re-
tailers, such as supermarkets and
department stores, were among the first
users of these trade area profiles Fast-
food and convenience stores also real-
1zed the value of demographics in deter-
mining the location and number of
outlets.

Area profile reports are based on vast
data sets that contain information for ap-
proximately 67,000 pieces of geography
which encompass the entire United
States of America These data sets In-
clude every census tract in the country
where tracts exist (inside metropolitan
statistical areas, MSAs, and other se-
lected densely populated areas), as well
as all minor civil divisions or census
county divisions outside of the tract
areas. The great strength of these sys-
tems 1s that they can deliver a profile of
any area in the country almost instantly.
Clents can design their own custom ge-
ography to suit any particular issue of
interest, and the demographic firms will
combine small area data to aparoximate

26

the desired area

Profiles include a series of the most
commonly used census data extracted
from 1970 and 1980 Census Summary
Tape Files Topics covered inciude
demographic characteristics such as
age, sex, race, and family structure, so-
cioeconomic characteristics such as in-
come, labor force composition, educa-
tional level attained, and housing stock.
All six firms supplement their census
data nases with annual “updates” of
demograpic and income characteristics
such as total population, age and sex,
househoids and families, and income
distributions

Conven .nce and delivery are a main
selling point for commercial firms Cus-
tomers can call companies and have
pnnted reports shipped to them via over-
night delivery, or they can use personal
computers to request reports themselves
over a number of nationally availabie
tme-sharing computer systems. Recent
innovatons in computer hardware and
software have made it possible to store
these 'mmense national data sets and
report-generating software on laser-
based compact disks connected to desk-
top personal computers In addition, data
extracts are available in book or com-
puter diskette form.

How can these products be applied
most effectively? The derivation and
bases of these products bear some
examination, since sources and methods
used to create data determine their ap-
plicabihity and vahdity. There are three
sets of methodology with which potential
users should be familiar the geographic
methods for reconstructing custom
areas, the update methods applied to
census data, and the methods which
create the retail potental reports.

Geographic Methods

In their iiterature, companies say they
can create a profile for “any place, any
size, any shape, anywhere in the coun-
try.” Their basic data sets of 67,000 tract/
MCDs are recombined to form all areas




which do not conform to standard census
geography. This ts accomplished by
using information from sub-umts of the
tracts or MCDs, most commonly block
groups and enumeration districts (BG'
EDs). For each BG’ED, the data base
contains the latitude and !ongitude of its
centroid (the street-network hased geo-
graphic center of the area) and the per-
cent of the tract/MCD population which
the BG/ED contains

A very common application is for a cus-
tomer to request a profile of a trade area
within three miles of a given sireet inter-
section. The latitude and longitude of that
intersection are calculate” ‘-»m a map
and entered into a computer retrieval
system which addresses the BG/ED and
tract/MCD data bases. Then the retneval
system scans the data base to find all
BG/ED centroids that fall within the three-
mile radius. For each BG/ED centroid fall-
ing within the circle, a portion of its parent
tract 1s allocated to the trade area profile
Firms use different sets of BG/ED cen-
trouds, or, in the case of one firm, a vanant
calied “circular fields” but they all perform
the same function—allocating tractMCD
portions to trade areas.

These methods work very well as iong
as the ‘rade area to be profiled is large
enough and the base area has detalled
geographic and tract informat >n. Densely
populated Manhattan Island in New York
City yields much better profiles than
smaller Manhattan, Kansas, for example.
One problem which occurs 1s a direct re-
suit of using allocated portions of tract
totals to represent smaller areas that fall
into a trade area. If the trade area en-
compasses a portion of a tract comprnised
exclusively of single family dwellings and
dominated by nuclear families, but the rest
of the tract 1s made up of apartments filled
with single people, then the portion of the
tract allocated by the retneval and profiling
software would erroneously show a mix of
famiies and singles. Another freq~nt
protlem 1s when very smail areas .re
profiled—in which case adjacer: small
areas will be drawn from the same single
tract/MCD and tharefore appear to be
clones In every percent distribution, but

different in total numbers it1s a simple but
important matter for customers o examine
carefully the base geography appled—
which can be done because companies
offer “component area reports’ that list the
tract/MCD portions and BG/EDs inclnided.

Sampling error 1s also a factor in small
area demographic data on census sample
items such as income and occupation For
a single census tract, the number of indi-
viduals in an occupational category could
be quite a bit at vanance with the true
figure. While vendors and thewr chents
typically ignore samphing error, it could ac-
count for misleading findings.

A vaniant of these geographic methodol-
ogies i1s the reconstruction of zip code pro-
files Zip code geography 1s an
oxymoron—zip codes are administrative
areas created by the U.S Postal Service
to ensure efficient movement of mail, and
they have no truly set boundaries. Bound-
ary changes and the creation of new zips
are frequent: they're often poorly under-
stood even by local postal workers. Itis an
overwhelming task to track such changes,
and a difficult matter to create demo-
graphic profiles of zips. The basic too!
used is a zip-to-tract/MCD correspon-
dence file, which allows companies to
translate their basic tractMCD data into
zip profiles Methods for constructing zip-
tract correspondences vary widely across
the industry, and so do the resultant
demographic profiles. A recent com-
parnson by the International Council of
Shopping Centers of a selection of zip pro-
files from six cities showed significant
vanations among the six firms' updates.®
Zip codes are sometimes the only usable
ptece of corresponding geographic infor-
mation 1n chents’ own files, so they require
Zip demographics. The ICSC resuits sug-
gest that such demographic analysis be
approached with great caution.

Update Methods

Another immense task undertaken by the
commercial demographic firms 1s the an-
nual updating of therr profiles Th- cen-
sus is taken only once each decade In
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America, but data customers demand in
formation for the most recent periad
Every year, data firms issue updated es-
timates for the current year and 5-yeer
projections into the future for over 3,100
counties and 67,000 tract:MCDs across
the country. To arrive at updates of totai
population, the firms use extrapolative
methods based on past trends or
changes in the number of mauing list en-
tnes. In addition to total popuiation, the
age-sex structure, race, numcers of
households and families, income distri-
butions, and even age-income districu-
tions are updated. Up to 15 million sepa-
rate numbers are generated in this
updating process. Needless to say, a
major component of updating 1s quahty
control—usually automated quality con-
trol, since it 1s impossible to review such
a volume of data by hand.

The advantage of updates 1s that they
represent the logical playing out of trends
apparent in secondary data Updates
show what an area looks hke today and
five years from now, if certain trends con-
tinue. In preparing the updates, data
vendors apply techniques that are well
beyond the technical abilities of their cus-
tomers if their customers had the desire
or the time to do the work Many data
sets are marshalled to create updates,
including county estimates of population
from the Census Bureau, special cen-
suses the Census Bureau has con-
ducted, local estimates, mailing lsts de-
rived from phone books and other
sources, projections prepared by the
Census Bureau and states, economic es-
timates and project:ons made by the U S
Bureau of Economic Analysis, and so on
However, there Is very iittle com-
prehensive demographic information
avallable below the county level other
than the census.

The main disadvantage of updates i1s
that there 1s the greatest hkelihood of er-
ror in the rapidly-growing areas where
customers often display the greatest in-
terest None of the updating systems for
the very small local tract/MCD areas can
adequately capture explosive growth,
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particularly if that growth has occurred
since 1980 Many of the demographic
methods used for updates of populat. n
composition were developed for larr r
areas, and the assumptions and data on
which they are based are stretched to
their maximum when applied to the tract/
MCD ievel. In the case of income distri-
bution updates, there are no standard,
accepted methods Results of income
updates have to be interpreted as merely
suggestive of what might have cccurred
since the last census

Given these observations, as well as
the obvious problems of adequately cre-
ating and analyzing such a large volume
of data annually, it 1s apparent that up-
cate results should be apphed with cau-
tior The soundest possible base for
local area analysis 1s, unfortunately, still
the moc:t recent census. Most analysis
which dec!s with local area data shouid
be done tw:ce—once with 1980 data,
and once winth updates On the other
hand, updates can be applied with con-
fidence at the first screening stages of an
analysis, and possibly also to questions
and decisions which nvolve relatively
small investments. But for decisions
which involve significant expenditures of
resources, additional confirming data
should be sought.

Geodemographic
Systems

“Geodemographics” 1s a neologism for a
set of geographic and demographic
techniques which assign catchy labels to
small geographic units. These are based
on demographic and soctoeconomic
characteristics of the people who hve
there For example, a suburban neigh-
borhood with mostly high-income young
aduit professionals might be classed as
“suburban Yuppie " CACl's system s
called ACORN, Donnelley's 1s Cluster
Plus, the NDS system 1s VISION, and
Clantas has PRIZM (see accompanying
box) They are all based on 1980 Census
data for very small areas and a statistical
technique called cluster analysis, which
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Box 2. “Cluster”
Consumer Targeting

Listed are the 40 PRIZM Lifestyle Clusters
of Clantas Organized into 12 broad social
groupings, they are coded 'S for suburban.
‘U" for urban, “T' for towns, and "R" for
rural They are shown 1~ descending so-
cioeconomic ranking

percent of
1987

Code Mikname househoids
St BiLe Biood Estates 113
Money & Brains 094
Furs & Stations Wagons 319
S2 Pools & Patios 342
Two More Rungs 074
Young influentiais 2 86
S3 Young Suburbia 540
Blue-Chip Blues 604
Ut Urban Gold Coast 048
Bohermian Mix 114
Black Enterprise 076
New Beatrnings 432
T God s Country 2714
New Homesteaders 416
Towns & Gowns 115
S4 Levittown US A 305
Gray Power 294
Rank & File 141
T2 Biue-Coilar Nursery 224
Middie Amer:ca 319
Ccalburg & Corntown 193
u2 New Melting Pot 090
0Old Yankee Rows 159
Emergent Minonties 172
Single City Biues 335
Ri1 Shotguns & Pickups 185
Agri-Business 209
Grain Bell 124
T3 Golden Ponds 525
Mnes & Mills 284
Norma Rae-Viile 234
Smailtown Downtown 244
R? Back-Country Folks 343
Share Croppers 398
Tobacco Roads 122
Hard Scrabble 150
u3 Heavy Industry 273
Downtown Dixie-Styte 337
Hispanric Mix 188
Public Assistance 310

by permission of Claritas

allows for the classification of those very
small areas

The underlying logic of geodemo-
graphics 1s simple. discover what neigh-
borhood an address 1s tn, and then use
census data for that neighborhood as a
surrogate for direct information on
households or individuals. The under-
lying assumption. “Birds of a feather
flock together,” 1e., most residents of a
neighborhood share the same character-
istics, tastes, and preferences. When a
business has next to no information be-
yond customers’ names (which are not
needed) and addresses, these systems
off >r a way to classify and examine them.

Geodemographic systems are con-
structed at the block group and enumer-
ation district (BG/ED) level. BG/EDs are
the smallest area for which 1980 Census
socioeconomic data are disseminated.
Using information on age, race, income,
labor force, and housing for all 260,000
U S. BG/EDs in a cluster analysis
framework, geodemographic systems
will establish about 45 (the number is not
magic) classifications or clusters of BG/
EDs After the clusters are established,
every BG/ED 1s assigned to the cluster
type it most closely resembles. Clusters
are then assigned shortened "‘nick-
names” which are evocative of the ma-
jority of people that live in a particular
cluster of BG/EDs. The assamption 1s
that residents of similar cluster types
across the country will exhibit simiar
consumer needs and behavior.

The cluster descrniptions thus suggest
implications concerning peoples’ life-
styles that are not in the census data
themselves. Also, although the systems
are based on the BG'ED census tabu-
lations, the claim 1s usually made that
every household in the country has been
classified. This is true only to the extent
that each household is weighted into the
neighborhood average

The main "birds of a feather” assump-
tion behind thc se systems s that the 45
BG ED classifications represent every-
one living within the area Aninfantand a
senior citizen vho are neighbors would
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be classified the same This s what is
known as an ecological fallacy However,
ihe 1dea 1s that the system will be able to
distinguish neighborhoods of primarily
young families with children from those
which house predominantly elderly peo-
ple

While 1t 1s simple to find fault because
of the ecological fallacy and the relative
crudeness of these systems, they are
powerful. In the case of targeting direct
mail, when address 1s the oniy infor-
mation available, simply ra:sing re-
sponse rates from four to six per thou-
sand pieces mailed i1s both valuabie and
cost effective Retail store trade areas
can also be automated through geocod-
ing If a customer address file 1s asailable
from credit card charge shps or customer
intercept surveys Once a consumer sur-
vey has had cluster codes assigned to it,
consumption rates for each cluster type
can be calculated Then, for every type of
neighborhood found in a target trade
area, a simpie potential penetration rate
IS known

Retail Potential Measures

Reports on retail sales potential for trade
areas extend the utibity of demographic
products by linking information from con-
sumer surveys on the charactenstics of
purchasers of various product hines to
localities where potential consumers with
those charactenistics ive Sales potential
information 1s marketed to retailers,
shopping center developers, and leasing
agents, all of whom would ke to know
how many dollars’ worth of sales can be
made at a given site. When merged with
sales data, data systems which deliver
census-type data for any area of the
country can also deliver retall sales po-
tential estimates by product line

The major source of data for retail site
potential measurcs firms 1S consumer
surveys. The U S Bureau of Labor Sta-
tistics collects data regularly through its
Consumer Expenditure Survey (CES) A
major CES was taken in 1972-73, and
annual surveys have been undertaken
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since 1980, pnmarnly to update the cost-
of-living indices Syndicated surveys
such as those taken by media survey
frms (MRI, Mediamark Research Inc or
SMRB. Simmons Market Research Bu-
reau) represent another source of con-
sumer information A third source 1s
industry-specific surveys, such as the
Gallup Ea ing-Out Survey, surveys of
sports and recreation pur ~s, and
surveys of automotive parts . . unases.

In the evaluation of the survey data,
analysts should find out the date of the
survey, how frequently it 1s taken, how
representative the sample 1s, and how
much respondents had to do in the sur-
vey A complete copy of all the questions
asked should be obtained—not just the
questions that apply to one product With
the whole survey in hand, the exact se-
quence of questions can be ascertained,
and an assessment made of the fike-
lihood of a high-quality response

The methods used to combine demo-
graphics and consumer purchasing data
vary from firm to firm, and even within
one firm’s retait potential products. They
may be based on regression analysis
geodemographic segmentation, on seg-
mentation by age or income, or some
combination of these. Regression-based
analysis of survey data on individual
consumers provides coefficients to pre-
dict consumption of doughnuts, for ex-
ample, by examining age, sex, income,
and occupation of the respondent Retail
potential based on geodemographic
segmentation system methods is fairly
straightforward The addresses of syn-
dicated consumer surveys respondents
are knewn, particuiarly if .t 1s a mail-out.
mail-back survey Those addresses are
geocoded to the appropnate BG ED, and
then assigned the cluster code for that
BG/ED it s taen a simple matter to cal-
culate the doughnut-purchase-tikelthood
of households within each cluster type
When a trade area 1s defined, the geo-
demographic composition 1s determined,
and each cluster type found in the trade
area 1s multiphied by the appropriate
doughnut consumption rate as shown by

the survey Potential consumption calcu-
lations based on age-sex segments or
income segments work 1n the same
way—doughnut consumption by age or
income 1s tabulated from the survey and
merged with trade area demographics.

The main assumption of all these
methods 1s that the residents of a given
trade area wili behave in the same way
as survey respondents. This may not al-
ways be the case, since local tastes,
conditions, and motivations may not be
the same as a national or regional aver-
age One might end up predicting great
demand for snow tires in Flonda If
national, or even regicnal, rates were
apphed.

Retail potential 1s just that— potential.
It 1s an estimate of what the people who
live in an area might buy if they behaved
ke the survey respondents. it pays no
attention to any of the key real estate
questions such as competition, traffic,
access, ingress, egress, or to effects of
advertising and marketing, management
effectiveness, store maturation cycles,
and all the other factors which determine
sales Such models also cannot evaluate
the effects of daytime population, a group
population {or which only the scantiest
data are avaiable.

Al the data scussed In this section
are secoindary daia that need to be ad-
justed. analyzed, and adapted to new
needs arnsing after the data were col-
lected As such, they will never be perfect—
but nether are pnmary data perfect in gen-
eral, secondary datz should be the first
data sought out in a study, they provide
vcluable general direction for decisions
and investment planning, but should not
be the final basis for those moves, While a
drive down Main Street 1s not a substitute
for an accurate demographic profile, it i1s
essental to confirm secondary information
firsthand. As the examples in the next sec-
tion will show, effective use of demo-
graphic data products requires an under-
standing of both the demographics and the
nonquantitative dimensions of the real-
world situations they describe
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Site Analysis Process

Demographics provide a gold mine of in-
formation for managers trying to decide
upon a location If the chacternistics of the
consumer are known, demographics can
help find them Site analysis with demo-
graphics vanes according to whether one
site or multiple sites are to be chosen
For the manager who has to decide on 25
sites. hundreds of potential sites should
be analyzed. Of those hundreds, there
might be 200 good prospects and 100
very good prospects that would warrant
further research

Take the case of a discount book chain
that markets hardcover best sellers.
travel and seif-help guides, cookbooks.
and a selected list of paperback fiction,
mysternes, and magazines. The first step
1s to ascertain who buys books and
magazines—not everybody reads. and
not all readers buy books, so who 1s the
customer? This could involve focus
groups or surveys, or it could just invoive
secondary research, since the market 1s
fairly well defined already There are
many articles on the book-buying public,
as well as the posstbility that some syn-
dicated surveys may have already asked
questions related to books and maga-
zines. Book buyers can probably be pro-
filed by thewr age, income, occupation, or
educational level. The market probably
consists of adults with middle-to-'1pper
incomes and relatively high education—
some college at least Given such a pro-
file, the analyst needs to search out the
markets where these people are locatea

One question that comes up when lo-
cating consumers of any product 1s the
extent to which purchases are made dur-
ing leisure hours, 1n which case restden-
tial location 1s likely to be a more vahd
indicator of where purchases are made
Differentiation of purchasers by gender is
also important, since women tend to
make more purchases at locations close
to their residences In making a first cut
at several hundred potential locations for
outlets, the readily available demo-
graphics are the only data it makes eco-
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nomic or time-use sense to analyze.
From either published census data or the
systems of commercial demographic
firms (here it would be worth considering
whether to purchase the site potential
data described earlier), trade area pro-
files can be constructed These profiles
might include the total number of people
and households I1n the potential trade
area, their age, income, and education
distributions, ane cven the relative pro-
pensity to consume various goods and
services related to the book and maga-
zine market, the retall potential reports
described earhier. At this point in the site-
screening process. all that needs to be
done is a relatively straightforward rank-
ordenng of site potential from high to low

This ranking can be approached in two
ways The simple way is to compile
counts of prime target groups at each site
by age. income, and education and total
them up A more detailed approach might
be to weight each vanable according to
its importance to book and magazine
consumption A typical weight 1s a con-
version of household income counts into
the number of adults in each inccme
category—a simple multiplication by
average household size should suffice.
Rather than just focusing on the primary
consumers, another approach would be
to look at the purchasing habits of every
group If survey data can reveal what
percent of people of every age group buy
books, then take these “age-specific
book consumption rates” and apply them
to the whole age structure, thereby esti-
mating total book demand. The same
could be done with the income and edu-
cation distnibutions, and an average
taken to arrive at bookstore site potential
Since such estimates resuit from the ap-
plication of secondary information to the
local area, they are not going to be an
exact absolute measure of demand, but
they will provide a relative measure
which can be applie -eadily to each site
The results indicate doflar volume of
book sales at each site, total customers,
and the percent of people in the trade
area who are hkely to buy. Ranking these
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measures provides a guide to which 200
sites have enough potential to warrant
further analysis

The next step shouid involve collection
of more detailed site-reiated data, but not
yet making site visits Information sought
includes local government policies, plan-
ning or zoning estimates of households,
and growth and anticipated growth in the
trade area This s animportant local ven-
fication of the information generated
about post-census growth estimated for
areas by a data vendor Real estate in-
formation pertaining to location. access,
traffic, and the overall balance of poten-
tial sales relative to costs (or as some
practitioners say, “fina-.cials’) should
also be incorporated, as well as some
measure of competitive presence In this
case much of the “prnmary” data apply to
the real estate rather than consumers

Some sites would be dropped at this
stage: those where the population esti-
mates are questionable, those where the
financials do not work at all, and tiiose
where access or traffic are problematic.
The next stage involves intensive finan-
cial and site work, and should incor-
porate site visits and collection of as
much information as possible on the local
area, possibly even including small local
phone surveys to assess demand. This is
the stage which determines which real
estate deals should be sought.

What the demographics and other
secondary data will tell the analyst 1s
which potentiai store locations to investi-
gate further. They cannot teli the analyst
whether to open a store in a given ioca-
tion This can only be the resuit of inten-
sive analysis of an area’s characteristics,
the quality of the real estate, and whether
the financials work.

Can the demographics “tip the bal-
ance” in one direction or another for a
build/no-build decision? Here the answer
1s definitely no There 1s a significant
margin of error, first in the estimate of the
number of people who live In the trade
area (unless a census was just taken),
and second, in the rate at which they are
likely to patronize bookstores Thus, the

demographics can tell the analyst which
markets have very high and very low po-
tential, but middle-ground estimates
must be firmly supported by all the other
factors involved before a decision to
build or lease s made. Errors of 10 per-
cent or more in small-area demographics
are standard, and demographics are only
one part of the puzzie

After sites are chosen and the stores
opened, the evaluation process should
start immediately Which stores have
high sales, and which have low? How do
they compare with the population which
was projected to buy? Should more
stores be opened to lock-out the com-
petition? Ail these questions are ad-
dressed with sales data combined with
demographics. As the chain of stores
starts to generate clear sales patterns,
more detailed models can be constructed
which may predict store performance in a
wide range of circumstances using de-
tailed multivanate models. However, until
there 1s a substantial base of stores to
work from, the direct rate and ratio tech-
niques descnbed here are the best alter-
natives.

Site location analysis 1s not limited to
merchandising. The case study on Bell
Atlantic’s strategy in the Washington,
D C. area (see page 41) illustrates how
demographic information was used to lo-
cate a service, in this instance the distri-
bution of agencies for people who want
to pay their phone bill personally rather
than by mail Decisions about the loca-
tion of manufacturing sites (or in the
General Motors case study on page 39,
determining the implications of closing
down a site) can also draw valuable in-
formation from the analysis of the demo-
graphics

Product Planning

The consumer demand side of product
planning can be applied to new or ex-
isting products, the difference being that
new products present special problems
in pnmary research Consider a super-
market chain manager deciding whether
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to create a line of gourmet dinner entrees
for its delicatessen department. Again
the potential consumer needs to be care-
fully defined Gourmet entrees are likely
to appeal to higher income, two-earner
coupies who prefer restaurant quality
food and would like to eat at home but
don’t have the time to prepare such
meais For many product categories, and
even individual brands, there are penodic
syndicated surveys which indicate who 1s
buying specific products These surveys
can be retabulated to reveal purchase pat-
terns for detalled segments of the popu-
lation

Calculating sales per household nation-
ally 1s a fairly direct process. No surve, 1S
needed, just a division of total units sold by
total households This 1s a crude con-
sumption rate As a next step in identifying
the customer, a tabulation of consumption
by age c Juld be done for each age group,
creating age-specific consumption rates
for each age group, 18-24, 25-29, 30-34,
and so on. This can be taken a step further
by looking at age by sex or age by income
groups In either case, the raw matenals
for immed:ate and long-term consumer
demand planning have now been created.

The other information needed 1s a popu-
lation base to discover all potential con-
sumers. Popuiation projections for the
United States and individual states are
readlly available from the Census Bureau
and state data centers These projections
show age and sex distributions from 1980
to 2020 or even 2050 It s a simple matter
to take the age-specific product con-
sumption rates and apply them to the age
structures projected for 1990, 1995, and
2000 Ths results in a projection of total
gourmet-deli entree consumption for those
years, if the population projections hold,
and if gourmet food consumption remains
the same

While the validity of national and state
population projections 1s beyond the scope
of most planning activities, the other as-
sumption requires reflection First, what 1s
the shape of the market night now? If high
total sales of these entrees are due to high
consumption rates by convenience-con-
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scious 20-34 year olds, then maybe the
boom in consumption 1s being driven by an
"age” effect baby boomers occupy all of
this age group, and the large size of their
generation may be causing the apparently
high rate of consumption If present con-
sumption rates are the whoie story of
gourmet-del entree consumption, then
those entering the market should use ex-
treme caution, since the number of 20-34
year olds will be dropping precipitously
over the next ten years

Second, what will be the shapz2 of the
market in the future? Again, a considera-
tion of life cycle patterns should be made,
but focusing on whether habits or tastes
acquired now wili be continued as con-
sumers age Are today's 20-34 year olds
going to eat more gourmet-del entrees ten
years from now when they are 30-447?
Consumers in their 30s and 40s are more
likely to have children who create com-
peting demands for family income, thereby
reducing the amount available for gourmet
foods, they may also be more conscious of
therr diet and their health. At the same
time, the two-earner lifestyle with its de-
mands on time and higher income that
baby boomers have made the norm could
increase the demand for up-scale con-
venience foods even more, perhaps with a
diet-consciousness that would suggest
expanding the line to include low-calone,
low-salt, and low-cholesterol menus

Entree consumption rates could also be
viewed as the result of contextual, historic,
or"period” effects. Taking this perspective,
it may be that the whole idea of consuming
gourmet-deli entrees is one resulting from a
unique combination of influences which
were current as the business was being es-
tablished Thus, asegmentoftoday’'syoung
adults may be the only group that will ever
consider consuming such entrees. Factors
which combine to create that taste could
denve from any number of sociaiinfluences,
including advertising, fashinn, and even
unique effects generated by the baby
boomers themselves—any and ali of which
may or may not persist as influences on
cominggenerations From this perspective,
the whole product category of up-scate con-
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venience enrees could wane, and the peo-
ple who now consume them may shift to
other products. Holding age-specific con-
sumption rates constant for future genera-
tions may not be prudent.

These different constructions of even a
limited range of consumer attitudes, tastes,
andbehaviors show the dilemma: which set
of rates should be usedforiong-term market
planning? The answer Is simple, however:
usethem all! Each setrepresents a different
scenano that should te played out for its
market implications. The result will be a
range of likely outcomes; the consumer atti-
tudes which contribute to the hkelihood of
each scenaro proving reliable should be
explored thoroughly. it 1s also clear that in-
teractions of the three effects are possi-
ble—products created in response to
unique demands of the baby-boori gen-
eraton may well enter the general con-
sumer marketplace as essential to the
conduct of iife for future generations

Whether the attitudes and behavior
leading a given model of consumption
might apply in the future can be explored
with both secondary and primary data.
Secondary data dealing with dietary be-
hawvior and attitudes are available from the
U.S. Department of Agriculture and many
commercial sources. Primary data to ad-
dress the remaining questions could be
collected on several key demographic
groups. Understanding collective con-
sumer decisions which are behind total
gourmet-deli entree consumption will help
to determine which rates and models to
apply.

The analysis so far has assumed that
there 1s some degree of product history
and tracking in consumer surveys. if there
are no survey data on a product, then
analog products should be isolated. in the
case of gourmet-del entrees, the analog
could have been the up-scale frozen en-
trees that have been on the market for a
few years. Lacking even an analog prod-
uct, pnmary research should be under-
taken, such as surveys or test marketing
programs. These should include sub-
stantial demographics, because demo-
graphics are the only way to generaiize the

results to a broader population.

Decisions such as these require demo-
graphic experience, judgment, and skiils
This raises the question to which the next
section is addressed.

Who Does
Demographics?

The advantage offered by the demo-
graphic data industry 1s data, lots of data,
and the ability to assemble data readily
for any customized geographic area. The
industry’s strong point 1s data, not inter-
pretation.

And nterpretation 1s essential for the
effective use of demographic infor-
mation. Uniess users understand how
the information will help solve a man-
agement problem or guide a decision
process, they are likely to end up holding
a very expensive pile of computer print-
outs or floppy disks. The other variable in
the demographics equation is the people
who help managers to see how demo-
graphic information can help in problem
solving and decision making, advise
them on the costs and quality of data
prodiucts that are available, and do the
analytical work necessa.y to use data ef-
fectively. An important contribution a
demographer can make I1s in deciding
what kind of information is needed for a
given decision situation, which requires
an understanding of the psychology of
consumer behavior, consurner econom-
ics, and market research in addition to
demography.

Who are these people and where does
one find them? Some, actually a minority,
are demographers. Others are market
researchers, statisticians, planners, and
administrators. A few have had formal
training in demographic methods, but a
great many have had to learn on the job
or by attending short specialized courses
such as those sponsored by the Census
Bureau and the American Demographics
Institute. Most trained demographers are
involved in research, teaching, and data
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gathering n universities, statistical
agencies hke the Census Bureau, and
think tanks A significant number work in
government, applying demographic in-
formation to the design, implementation,
and evaluation of public progiams and
policies Very few are found in the busi-
ness sector, though the number has in-
creased because of the growing interest
In demographics n recent years But the
majority of people who do demographics
have come to it from fields other than
demography

This was shown In a survey by Amer:-
can Demographics magazine, reported
In the August 1983 issue, of demog-
raphers in the private sector The sample
included subscribers working in Fortune
magazine's top-100 companies and
Poputation Association of America mem-
bers interested in business demography
The survey found people working with
demographic data and doing demo-
graphic analysis in a wide range of posi-
tions and organizations, while they were
well educated and knowledgeable about
demographic da‘a and rmethods, only 39
percent had taken even a single course
In demography The dominant educa-
tional background of the sample was
business Respondents with formal train-
ing In demography were more likely to be
found in administrative, planning, and re-
search positions, while those without
such training tended to be in markeling
and market research

Private sector demographers, whether
formally trained or seif-taught, are in-
volved in an increasingly broad range of
activities in a vanety of settings Some
are employed in the growing number of
organizaticns specializing in demo-
graphics products and services, includ-
Ing consulting services, survey research,
mapping and graphics, mailing lists, spe-
cialized data analyses and software de-
velopment. A September 1987 American
Demographics directory of these organi-
zations revealed aimost 100 who identified
themselves as being in the demographics
business, ranging from subsidianes of large
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corporations to individual consultants

Demographers are increasingly found in
other parts of the corporate sector, includ-
Ing a number of important manufacturers
as well as banking and financial services,
real estate, communications, iransporta-
tion, power companies, hospitals and
health care providers, as well as in retal
sales, from shopping malls and mail-order
houses to delicatessens. Demographers
are also working on applications of demo-
graphics for the management of unions,
trade associations, and nonprofit organiza-
tions, and in the business offices of col-
leges and universities

While businesses have gotten very in-
terested in demographics, they still haven't
quite figured out just what to do with
demographers Most corporations rely
either on their market research or strategic
planning departments for demographic in-
formation when they need 1it, and this I1s
where one finds the occasional business
demographer. Interestingly, many of these
demographers report that they got their
positions through the back door, on the
basis of credentals in survey research,
statistics, or computer skilis rather than
demography. It was only a‘ter they estab-
lished themselves and worked hard at ed-
ucating their colleagues and supervisors
on what a demographer could contribute
that they could usefully identify them-
selves as demographers. The scope of
these contributions 1s increasing all the
time, as businesses increase their aware-
ness of the benefits of demographics

Much more than in academic and re-
search seftings, business demographers
find themselves combining the application
of demographic data and methods with a
variety of other activities, with demography
often taking a back seat in the process.
Occasionally, though, a demographic con-
cept or methodological approact will pro-
vide a new insight or solution This hap-
pened when demographers at General
Motors adapted a method called “multiple
decrement life tables,” which were devel-
oped to track the impact of various types of
diseases on mortality in the human popu-




lation, to estimate the costs of maintaining
warranties relative to the likelihood that a
particular automobile part would faii in a
model-year population. The telephone
company case study on page 41 shows
how a demographic izchnique used In ap-
portionment of congressional seats—
which was the reason why the govern-
ment started taking the census in the first
place—was used to allocate agents col-
lecting phone-bill payments

Demographers working in the corporate
sector tace a different set of chalienges
than those in the more traditional aca-
demic and research-onented career paths.
The expectations and reward system are
fundamentally different. The demographer
in business has to understand business
problems and how information 1s used by
management. Decision makers want defi-
nite answers based on the latest infor-
mation; they don’t want to hear about the
assumptions and kmitations of the data A
trained demographer whose first instinct 1s
to scrutinize data and assumptions may be
uncomfortable in situations where the onty
way to get something done Is to adapt,
approximate, and improvise—and do it
quickly.

The geographic detail of demographic
information demands more skill and atten-
tion from demographers in business and
apphied settings than in academic and re-
search settings Many of the tasks that
have been described require information
to be compiled and analyzed for specific
localities and smaller areas, so that the
business demographer has to know cen-
sus geography and be able to link it to
other types of geographic units such as
market areas, service districts, and the
muttiphicity of local administrative units into
which the country has been divided. This
requres data management and computer
skills to compile and present the infor-
mation, and the statistical expertise to
know how to derwe reliable information
from sample data

Organizations constdering whether to
hire a demographer as well as individuals
considering careers In business and ap-

plied demography often wonder what to
look for tn terms of training, skills, and
esperience Most demographic training is
oriented to teaching and research,
though a few programs are now being
geared to applied and business aopli-
cations. Traditional training In demog-
raphy emphasizes demographic meth-
ods, statistics and research methodology,
and theones and research findings about
the determinants and consequences of
demographic vanables such as U S. and
international population growth trends and
patterns of fertility, mortality, and migra-
tion Business demographers also need to
know these demographic and statistical
methods, though with greater emphasis on
the techniques used in business and pub-
lic administration. They should also be
aware of important th2ories and research
findings more as a matter of basic demo-
graphic literacy than because there wili be
many opportunities for theiwr practical ap-
plication

If past trends are any guide, many who
work in demographics In business and
public administration will not have had the
opportunity to complete a degree program
in demography or even to have taken a
course or two tn the field. Fortunately, in-
terest in demographics nas opened the
door to demographic topics and methods
in the curncula of schools of business and
public administration, and one now often
finds them listed in syllabuses and n
textLook indices. Short courses and
training institutes are another option for
individuais interested 1n acquinng more
information about demographics and
methods for working with demographic
data.

Demographics and
Other Management
Tools

Demographics 1s a field whose practi-
tioners are almost always combining
demographic data and methodolo_y with
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work in other disciphines. Indeed, demo-
graphics are most effective when com-
bined with other data to address busi-
ness or policy decisions. We've seen
how census data can provide a weaith of
information for market research on the
demographic and socioeconomic charac-
teristics of people living in a specific geo-
graphic area, and can be used to locate
areas having a high proportion of house-
holds with a given set of characteristics
Such data become even more valuable
when linked to market surveys that ind:-
cate which kinds of goods and services
are more likely to be purchased by peo-
ple with different education and income
levels, younger and older people, males
and females, and so on. Specialized
psychographic surveys aired at identity-
Ing consumer attitudes and the per-
sonality traits and lifestyles that char-
acterize particular groups (for example,
VALS, the Values and Lifestyles analysis
developed by SRI International) have
been used to guide product develop-
ment, advertising, and development of
sales strategies Psychographic infor-
mation focuses on behavioral traits and
demographics on socioeconomic and
geoaraphic characteristics, and advo-
cates of psychographics point out that
attitude and behavior can vary among
consumers in a given demographic cate-
gory. Nonetheless, there s typically a
high degree of association between the
two, which enables analysts to get con-
siderably more mileage by using both in
the effort to locate ano target potential
consumets. The cluster-demographics
described earlier rely on this; for exam-
ple, the categortes in Dontelley Market-
ing's ClusterPlus product are labelied
with terms that suggest Iifestyle differ-
ences, ar- a search for clusters in an
electronic data base 1s considerably less
expensive than conducting a lifestyl:
survey.

Similar bridging to di'ferent fields oc-
curs in other applied demographic activi-
ties. Site search and plant location work
combines demography with geography,
knowledge of zoning laws and tax struc-

tures, regional economics, and engineer-
ing—not to mention public relations and a
sense of how local politics function. Fo-
rensic work .emands an understanding of
the relevant cvil and cnminal codes, legal
processes, plus labc. and consumer eco-
nomics as v.ell as demography. Planning
applications require familianty with vanious
types of modeling as well as an under-
standing of accounting and budgeting
processes.

What the Future Holds

The information revolution 1s still un-
folding, and advances in data storag>,
retrieval. and communication are cre-
ating ever-expanding horizons. Mi-
crocomputer developments during the
1980s are changing the way everyone
works, and have had a profound effect on
the informa‘ion business. Fiber optics
promise faster and more accurate tele-
communication of data. Tasks that once
required mainframe computers are now
within the capability ot desktop ma-
chines.

New generations of personal comput-
ers offer faster processing, large internal
memory, and vastly expanded peripheral
memory capacity When an earlier PRB
Builetin ou business demographics was
published in 1984, the news was that
data were becoming available on floppy
disks holcing 360 kilobytes of infor-
mation. Today compact laser disks are
evailabie that hold 500 megabytes of in-
formation (the equivalent of several high
density computer tapes), and projections
are now being made in terms of gigabyte
capacity that can ve accessed on a PC.
Technological advances are also making
possible more effective visual represen-
tation of information, using high resolu-
tion cotor graphics, projection devices,
and transfer of graphics to print and other
media

While technology has played and will
continue to play an important role in
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shaping the information revolution anc in
demographics, demographic trends are
also major factorc 1n shaping the future.
Knowing the demographics of the market
for products and services Increases
profits and efficiency, and creates an im-

Case Studies

Demographic Analysis in
a GM Modernization
Program

Demographers are accustomed to study-
ing the dynamics of populations defined
by political boundanes, whether nationalt,
state, or local; demography can also,
however, provide valuable insights when
appled to the dynamics of an organiza-
tional population, such as the work force
of a large corporation, and even an indi-
vidual facility within a corporation. This I1s
illustrated by an experience of the Gen-
eral Motors Corporation.

In 1984, one of GM’s divisions sub-
mitted a multi-million dollar appropriation
request to the Corporation to modernize
one of its operations affecting 12 mid-
western plants. Since the modernization
involved the acquisition of equipment
*hat would raise productivity, at least

ee facilities would be closed In addi-
tion to preventing overcapacity, these
closures would increase general oper-
ating efficiency and lower costs.

Both the clcsures and the modern-
1zation of the remaining plants meant a
significant reduction In the number of
hourly-paid employees required At the
same time, divisional management was
seeking changes In iocal union agree-
ments regarding work rules in order to
enhance equipment uptime, again re-
ducing labor needs and increasing the
number of layoffs of hourly workers. Un-
der the National Agreement between GM
and the United Automobile Workers of

portant ability to anticipate trends and
plan for the evolution of a product. Get-
ting the information and data 1s an impor-
tant step the crucial activity at all times 1s
interpretatinrn, ]

America, laidoff employees receive Sup-
piemental Unemployment Benefits A
laidoff empioyee with more than 15 years
senionty would receive 50-75 percent of
his income until retirement or recall,
while In the event of a plant closing,
workers would become eligible for the
Guaranteed Income Stream benefits with
just ten years of senionty The Corpora-
tion thus faced significant lability in the
form of employee benefits that would
have diminished the cost savings of the
proposed modernization.

When this appropriation request was
initially discussed with the suitable Cor-
porate decision-making committee, ac-
tic . was delayed, and the division was

Before and After
Demographic Analysis
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requested to prepare a human resources
plan to assess and then minimize the ad-
verse impact UAW leaders, in pre-
bminary discussions about the proposali,
had been negative as well

At this point, GM's Corporate Inuus.nal
Relations Staff was asked to assist the
dwision in developing a more accurate
assessment of the anticipated layoffs
and to dentify alternative strategies for
minimizing hability costs. Each facility
had already projected the number of
hourly employees by skill group that
vouls be needed after modernization
and had compared their projections to
current work force levels In some cases,
plant management had also looked at
historical attrition rates to identify ways to
compensate for ant:..ipated layoffs

The first step was to analyze each
plant's current \iourly-paid work force
using standard demographic techniques,
and to project future employment under
several "what if" scenarios. A computer
model was used to simulate worker flows
to and from plant populations according
to contract provisions governing layoffs,
recalls, retirement, etc The analysis re-
vealed that, while the overall layoff proc-
ess could last eight years, it would not
involve the same employees at every
point in time. The projected average
length of ime on fayoff was 12 months
for skilled workers and 16 months for
nonskilled employees.

The analysis showed that while some
plants wouid be laying off employees
during the modernization at their loca-
tions, others would be hiring to offset
their increased production. More signif-
icantly, the simulation revealed that
some plants would be hiring In one time
period and then laying off the same em-
ployees in the following periods. In short,
there was an allocation problem; a mis-
match between work force supply and
demand

Using the simulation analysts, man-
agers at individual plants were able to
tdentify alternative strategies to minimize
both the human impact and the economic
hability. Analysis of the dynamics of plant
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population change showed how it would
be possible to make more efficient use of
attnitional losses to reduce the work force
over a period of time instead of laying off
significan: numbers By extending the
modernizaton work schedule at certain
plants, peak employment demands and
the need for new hires were reduced. An-
other option developed was subcontracting
some of the work during peak perods in
order to avoid hinng people who would
subsequently have to be laid off. Several
faciities also discovered that they needed
to refocus their skilled-trades training on
those specialties that would be in short
supply after modernization and immedi-
ately terminate training programs for those
trades where layoffs were projecter’ In
some cases, retraining of about-to-be-
made-redundant employees was possible.

The study also made clear that mini-
mization of layoffs and their associated
costs could not be achieved by aggressive
management strategies at individual
plants.itwould be necessary to coordinate
and 1implement strategies across the 12
plants. One possibility suggested by the
“what if” simulations was to transfer, on a
temporary basis, excess employees. By
redistributing the work force and reducing
the need for new hires, the number of an-
ticipated fayoffs could be considerably re-
duced The analysis made it possible to
demonstrate the advantages of this strat-
egy to the UAW and gain the union'’s sup-
port for a special agreement to allow
cross-area transfers.

The complete closure of 3 of the 12 fa-
ciiies presented a different problem since
layoffs would be permanent and few op-
portunities for recall to other area GM
plants were projected. About 41 percent oi
the work force had 25 or more years’ sen-
ionty, 33 percent were expected to have
10-25 years, and only 25 percent less than
10 years' seniority This suggested that
the division consider different human re-
source policies based on seniority—for
example, early retirement for those with
high seniority, retraining and transfer for
those employees with middle-seniority
{especially those in skilled trades ex-




pected to be in demand). and special sep-
aration incentives and external placement
assistance for :mployees with lower sen-
onty.

The application of demographic analysis
demonstrated that the employment impact
of the proposed moderization couid be
minimized through aggressive coordinated
management, significantly reducing costs
to the Corporation, and enhancing union
cooperation. The analytical results con-
trnibuted importantly to approval of the divi-
sion's proposal by top management and
subsequent discussions with union lead-
ers

Patnicia Snider

Mariager, Strategic Planning
Industnal Relations

General Motors

Detroit, Michigan

Payment Agency
Placement Strategy

“Representa’ ves shall be apportioned
among the several States which may be
included within this Union according to
their respective iumbers,” says the U.S.
Constitution of 1787. The redistnbution
of House seats following the decenmal
census 1s determined according to a
method called “equal proportions,” in
which each state’s population 1s used to
find the number of seats 1t will be allotted
in the U.S. House of Representatives. A
similar techmque has been used by the
telephone company to distnbute pay-
ment agents 'n telephone exchange
areas.

Telephone company customers have
three options for paying therr monthly
phone bills' 1) payment by mail; 2) pay-
ment at a company location; and 3) pay-
ment through a third party. The third
party 1s an agent authonzed by the tele-
phone company to collect payment The
agents are often banks, but in remote
locations the agent may be a country
store

In the early 1980s, the Chesapeake

Beil of Pennsylvania
Payment agent electromically processing a tele-
phone bl

and Potomac (C & P) Telephone Com-
pany of Maryland re-evaluated its system
of pavment through agents. Two con-
clusions were reached. 1) payment
agents created an expense not incurred
when customers v .,ed mal! service be-
c~use each payment collected by an
¢ . led > a remur zration fee; and 2)
tne teleghone company cash flow or
“float” was affected t.ecause payments
collected by an agent were often not im-
mediately forwarded to the company.
Operating expenses are ultimately
pad for by all telephone customers o
containing expenses associated with
payment agents became a target of
major concern. On the other hand, many
poor and elderly people found paying
the il through a payment agent con-
veniu.a( and less expensive than other
methods of payment. Continuing to serve
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Stratification Algorithm
Each exchange I1s processed through the following screens.

(A) Density Screen

(B) Income Screen

yo/o.
(C) Age Screen

equal to y%.
Metro Screen

Assigns x% agents for each unt of 1,000 population per
square mile. (There is a ceiling.)

It zero agents assigned in Box A, assign 1 agent if the per-
cent of households in poverty is greater than or equal to

I zero agents assigned in boxes A + B, assign 1 agent if
the percent of household heads 65+ s greater than or

If Metro and zero agents assigned in boxes A + B + C,
and the number of business iines exceeds T, assign -
agent (daytime population)

If non-metro and a census designed “urban"” place exists in the exchange, assign 1
agent, if no assignments were made in boxes A + B + C

customers was also of great concern.
The issue for the Maryland company was
one of balancing these conflicting needs.

Because the problem would eventually
be addressed in the District of Columbia,
Virginia, and West Virg:nia as well, the C&P
companies established an Interdepart-
mental Payment Agent Committee (PAC)
with representatives from the various
Treasury, Residence Services Billing and
Collection, Public Relations, and Data
Processing organizations. The PAC soon
conciuded that the payment agent struc-
ture in the Maryland company was indeed
overgrown and outmoded. Treasury rep-
resentatives wanted the structure to be
rationalized to include only agents with
electronic capability to transfer funds. This
approach would offset payment agent
costs because the payments would reacn
C & P accounts even sooner than if they
had been mailed. Residence Services and
Public Relations were concerned with the
opinions of the state regulators, cus-
tcmers, and stockholders. On the one
hand, enmination of agents wh~ had es-
tablished ties with the public see 1ed nsky.
On the other hand, reduced cost. spelied
lower rates. Deta Processing we's con-
cerned with the prccedural issues, the
time and expense mnvolved in setting up a
nc v system At this po'nt, the committee
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asked C & P's demographer to examine
the problem and develup a farr and equi-
table way of balancing the confiicting in-
terests.

The solution involved the use of a vari-
ant of the techmique used to apportion rep-
resentatives to the U.S. Congress, as well
as state and local assemblies. A total fixed
number of available payment agents was
based 2n the total number of households
in the part of Maryland served by a Bell
Atlantic telephone company. Agents were
then distributed according to the density ~f
households in each ot the company-
served telephone exchanges. Additiongl
consideration was given to rural areas and
exchanges with disproportionate nuinbers
of the poor and the elderly. The demo-
graphic unit had developed an on-line
demographic data retnieval system which
included census data and information fron:
other sources that was used to profile
ecch of the exchanges. It was possible,
using the demographic criteria and a
screening algonthm (shown in the dia-
gram), 1o assign each telephone exchange
a proposed number of agents. This ap-
proach is similar to the one used for Con-
gressional apportionment among the
states.

Treasury was pleased because the total
number of agents denived on the basis of




demographics was :ar less than the num-
ber in service at the ime. Additionally, the
major factor in the distribution of agents
was population density, and the banks
with the most advanced electronic fund-
transfer features tended to be located in
the more densely settled telephone ex-
change areas. Residence Service and
Fublic Relations were pleased because
the methou of allocating agents was farr,
and the poor, the elderly, and those living
in rural areas were covered. The stock-
holders and the customers bearing the
burden of the cos*s were also winners in
the process. ~nd, very important, Mary-
land's state public utiity commission ac-
cepted the solution.

Dianne Schmidley
Manager, Demographics’
Regional Econom:cs

Bell Atlantic

Arlington, virginia

Determining the
Demographics of a
Market Area

Located in the northezst section of Oma-
ha, Nebraska, Country Mart is an 18,000-
square foot grorery store, which offers
free cash che king, film developing,
postage stamps money orders, deli

Louis Pol

Country Mart, Omaha, Nebraska

’

N

service, and local bus tickets in addition
to the standard array of grocery goods
Wilbur Fast bought the store i 1982 and
sales have been reasonably strong since
then

However, by 1986 Mr. Fast was con-
cerned that his market area might have
shrunk compared to the early 1980s. He
also wanted more information on the
demographics of the area in order to
serve his customers better, as well as
advice on sales promotion, advertising,
and store image. He contacted the Ne-
braska Business Development Center
which, with funding from the state of Ne-
braska and the U.S. Small Business Ad-
ministration, provides free consulting as-
sis@ance to small businesses. The case
was passed to the authcr, and two mar-
keting research students, David Shavlik
and James Corson, performed the analy-
ses under my supervision.

A consultant hired by Mr. Fast when he
bought the store in 1982 determined its
market area at the time by plotting the
addresses of check-paying customers on
a map. We used the same approach to
ensure comparability, although in other
such cases we have included addresses
of cash-paying customers obtained
through interviews with customers as
they leave a store. An ongoing survey of
actual and potential customers would be
the most direct way to obtain both demo-
graphic and sales data, but most busi-
nesses have neither the time nor funds
for this type of activity. The addresses we
used came from a photocopied sample of
checks collected from Mr. Fast over a
seven-day period.

Our plotting indicated that more than
90 percent of the store’'s current check-
paying customers hved in three zip code
areas. The market area could have been
defined by more detailed geographic
boundaries, such as mail carrier routes
or census tracts or bliocks, but the ad-
dresses were well dispersed throughout
each of the zip codes and this warranted
their use. Comparing these results with
those of 1982 indicated that the store's
market area had actually expanded to
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the north dunng the ensuing four-year
penod

The next step was to compare data for
these three zip code areas, obtained
from the 1980 Census of Population and
Housing, with the most recent and de-
talled intercensal estimates available for
the same areas. From a number of data
vendors, we chose estimates derived
irom the local Omaha World Herald Con-
sumer Preference Study. In addition to
demographic estimaies, this study gen-
erates data on local store preference,
buying power, and newspaper reader-
ship which we wanted to use in other
parts of our anaiysis. The Consumer
Preference Study demographic esti-
mates tallied quite well with independent
estimates from CACI, Inc However,
there were some differences so we urged
Mr Fast to be cauwous ininterpreting the
figures.

The 1986 estimates shc /n in the Table
along with 1980 census data indicate that
while Mr. Fast's market area had not lost
population since 1980, the number of res-
idents had also not increased. A com-
panson of similar data for the store’s mar-
ket area as of 1982 revealed a decline in
both household numbers and popuiation
Inthe three zip codes of the current market
area, the number of households increased
by an estimated 636 between 1980 and
1986, while other demographic indicators
remamed about the same The median
home value had gone up by 28 percent,
more than the 21 percent increase in the
fotal Omaha, Nebraska MSA.

We advised Mr. Fast that he could be
successful with the stepped-up pro-
motion campaign he planned, since his
market area and thus potential cus-
tomers had grown while the number of
competitors had not. We recommended
that he contiue to monitor his market
area for shifts in boundaries and in
demographic characternstics that could
indiczte changes in his actual and poten-
tial customer base. Important among
these would be household structure
changes and population aging. factors
which are linked to where and how often
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Country Mart 1986

Market Areq; Selected
Demographic Characteristics:
1980 and 1986

1980 1986

Charactenstic Cer sus data estimates
Population 36 028 56,100
Households 20074 20710
Percent coliege

graduates 40 40
Med:ian household size 24 24
Percent owning home 76 79
Percent of households

with children under 18 47 45
Median home value $36.944 $47 439

Note 1986 market area covers three zip codes

people purchase food and cther grocery
items

Aithough we were able to document
that Mr Fast's market area had expanded,
he was limited in his access to existing and
potential customers by a lower-than-
average penetration of newspapet adver-
tisingin the area. We recommended alter-
native approaches, such as direct mail
and outdoor advert.sing. These canbeftar-
geted to areas much smaller than zip
codes and thus are likely to reach actual
and potential customers more effectively.

We warned Mr. Fast that any con-
clusions drawn from our analysis were
based only on identification and descnip-
tion of his entire market area, including
both customers and noncustomers This is
a disadvantage of a non-survey app ,ach
to identifying market zreas However,
learning more about the areas where pres-
~nt customers live shouid give a useful

za of size and characternstics of the po-
‘ential market.

Mr. Fast followed the advertising rec-
ommendations. He relied heavily on fliers
mailed to residences in his target market
and has expanded his direct mail strategy
to include individual professionals and
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businesses which might be interested in
his dels service. Fliers were also utiized to
advertise his food services to local
churches. Finally, he had become a retail
sponsor to two local schools, making his
store more visible in the community.

Louwrs Pol
Cepartment of Marketing
Umiversity of Nebraska at Omaha

Pitfalls and Pratfalls:
Hozards in Secondary
Data

The practical, economical, and appropri-
ate applications of secondary data are
emphasized in this Bulletin. However,
there are situations in which an appar-
ently valid combination of secondary
data sets, each of which has internal
consistency and validity, create hazards.
These hazards can be ameliorated by
careful reflection upon the goals of the
project and the character of the data, as
well as by crosschecking the consistency
of results with other sources of infor-
mation. This case illustrates the point

A client of Market Statistics, Inc. re-

quested an estimate of the number of
practicing physicians in U.S. counties
Market Statistics reviewed the available
data and decided to employ the following
standard sources’

1. The National Occupational Em-
ployment Statistics (OES) Survey
data on occupation by industry (in-
cluding the occupational listing
physician in the hospital industry) in
1984;

2. U.S. Census County Business Pat-
terns data by industry (including
hospital industry emplovee to‘als)
for 1984,

3. The New York State Medical Direc-
tory showing hospital physicians by
name and speciaity for 1984-85.

The procedure appeared to be straight-
frrward: multiply the percentage of phy-
sicians In the hospital labor force from

the OES Survey by the total number of
hospital employees in each county from
County Business Patterns. Linking in-
format:on from a national survey to
county-based data in order to break
down the total hospital labor force into
physician and other components is a
common approach.

Careful checking of the results re-
vealed some important flaws. The resuilts
for Cayuga County, New York, are ilus-
tratve. The percent of the hospital labor
force who are physicians in the OES Sur-
vey 1s 2.46. Cayuga County has only one
hospitali, Auburn Memonal, with the
number of hospital employees based on
the midpoint of the range reported in
County Business Patterns being 622.
Carrying out the multiphcation procedure
yielded 16 doctors in Cayuga County
hospitals, which appeared to be con-
sistent with estimates of doctors in hos-
pitais by county throughout the United
States. The chent had a quick and seem-
ngly authoritative estimate of hospital-
based physicians throughout the ccuntry

In this case, however, the reasonable
approach yielded a spurious conclusion,
discovered by Market Statistics when
they venfied the results against inde-
pendent information. Since Cayuga
County had only one hospital, the check
was quite direct. They compared the Cay-
uga County estimate with the Medical Di-
rectory of New York listing for Auburn
Memorie, Hospital, which showed 90 doc-
tors in practice. Why was ther such a
difference?

The reasons lay in their underlying
data, the definitions, and the procedures
used In tabulations. In the OES Survey,
the physicians classified as practicing in
hospitals were limited to those physi-
c:ans who worked only in hospitals.
Thus, the hospital-physician data were
artficially deflated, and the ratio of phy-
sicians to other hospital workers was too
low.

Secondary data are just that—second-
ary Ruies, definitions, and procedures
used in collecting data are established to
serve a particular purpose, and that pur-
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pose may or may not complement the
goals of those who reuse data. indeed,
even pnmary data collected for a project
may fail to address research questions di-
rectly When an estimate of a market or
population s calculated, it 1s important to
check out the vahdity of the data and
methods. Data collection procedu.es must
be examined for their implicaticns, and
defintions understood Computational
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