The Corporate Economy

One way of considering consumer behaviour is to think about how and why producers of goods market their products in a certain way. The theory of the Corporate Economy suggests that consumer behaviour is influenced by the recognition of usually, but not exclusively large firms, that the majority of goods in the modern economy are not bought on price, or at least not on price alone. This, in turn suggests that these corporations are not subjected to the basic rules and dynamics of market mechanisms that real competition between firms requires. In short, the ‘Megacorps’ as Eichner (1976) describes these large firms, can estimate prices, and therefore profits, based on consumers’ relative insensitivity to prices. From this, production levels can both be more accurately forecast, and switched, if necessary, to more profitable lines.
Eichner, A.S. (1976) The megacorp and oligopoly: micro foundations of macro dynamics, Cambridge: Cambridge University Press

The model positions all goods into one of three categories, as below.

	Category
	Characteristics
	Examples

	Luxury goods
	Goods bought largely without any consideration of price
	Rolls Royce cars, Rolex watches, Haagen-Dazs ice cream, Cartier diamonds, Lindt chocolate. 

	Intermediate goods
	Goods bought with only some consideration of price
	Toyota cars, package holidays, white goods such as washing machines, televisions, personal computers (PCs). Mobile phones. i pads.  

	Goods of necessity
	Goods bought on price alone
	Petrol and diesel. Stocks and shares?


Some questions.

Which of these categories is competitive and why?

Why don’t petrol filling stations just sell fuel?

Why do jewellery shops only sell jewellery items?

What do we mean by the word luxury, as used in luxury goods?

What are oligopolies and cartels?

When did you last buy something just on price?

