Luxury is in the eye of the beholder

By  Paul Herbig

Even in a down economy, one type of product has been selling briskly:  luxury goods.  Although this category has forever been delegated to the Rolls Royce and Rolex products, it can also mean premium products affordable to the common man.  Starbucks coffee can be considered a luxury good.  At $3 or $4 a cup, it is affordable (although very pricey).  And Starbucks has been growing at astounding rates.  A Calloway golf driver can cost up to $500 dollars and several thousand for a set of clubs (versus your hundred dollar set from K-mart).  Both are considered high quality goods.  People willingly  pay top dollar for what they perceive as high quality goods. Even if it means sacrificing in other areas of their life.

Several reasons for this phenomenon:  proliferation of shopping areas where these goods can be found (upscale malls can be found in every metropolitan area), increase in discretionary wealth (even throughout the recession) in the United States, and the growing role of women in making buying decisions.  Luxury (prestige) sells and very well.

What does it mean to be prestigious?  What is a prestige product?  Even though everyone could afford a Starbucks cup of coffee or a Calloway golf club, not everyone is willing to fork over the dollars necessary.  Part of prestige is limited quantity.  Even though Starbucks has thousands of outlets, it is not (as yet) everywhere nor does it want to be.  Secondly, prestige means status.  Being seen in a Starbucks or meeting a client or friend there indicates good taste and the right demeanor.  Which brings us to the third point:  price.  Prestige items must cost higher, perhaps many times that of a common substitute, the commodity item everyman could buy.

Economists have created the Prestige price curve to explain this buying behavior. Unlike the traditional supply-demand curves that slope steeply downward (thus indicating the lower the price the more units one will sell), the prestige curve is backward bending.  Yes, as you lower price slightly, you will sell more products.  But there comes a time when you lower price too much, sales actually start decreasing.  Lower still further and sales decrease further.   Why is that?  It is inherent in the nature of a prestige good.  Because the price is high, it has status, it conveys a certain  aura to its users and shows that by using the product, they no only have good taste but are wiling to pay the high bucks necessary (in a sense, they have the required chips to play at the high-stakes table). 

What happens if you start lowering the price is that  lower price signifies lower quality and lower quality is not preferred by those who purchase luxury goods; two:  lower prices mean more people are able to afford those same goods.  Now you are not in such an exclusive club as you thought you were in and you must question if you want to be seen with a product others of lesser stature will be inclined to purchase; and three: the mentality of a prestige purchaser is that because not everyone has it, I want it:  if everyone has it, I do not want it

How to create and market a prestige product?  You need have not just a higher premium price but, indeed, a higher quality product.  High price without high performance will not thrive.  People are willing to pay the higher price but will insist on getting a high value, high quality item in return.  Somewhat exclusive but not overly so.  To be a mainstream successful prestige products, it must be available easily nationally but not everywhere.  Choose your locations carefully.  See where comparable products are being marketed and seek to be close to them.  

Companies profit by developing superior products that connect with consumers.

