
Give to AgEcon Search

The World’s Largest Open Access Agricultural & Applied Economics Digital Library

This document is discoverable and free to researchers across the 
globe due to the work of AgEcon Search.

Help ensure our sustainability.

AgEcon Search
http://ageconsearch.umn.edu

aesearch@umn.edu

Papers downloaded from AgEcon Search may be used for non-commercial purposes and personal study only. 
No other use, including posting to another Internet site, is permitted without permission from the copyright 
owner (not AgEcon Search), or as allowed under the provisions of Fair Use, U.S. Copyright Act, Title 17 U.S.C.

No endorsement of AgEcon Search or its fundraising activities by the author(s) of the following work or their 
employer(s) is intended or implied.

https://shorturl.at/nIvhR
mailto:aesearch@umn.edu
http://ageconsearch.umn.edu/


PR!.CES OFCHARAC'tERtSTtCSFOR{{NITTED PItODUCTS 

AT RETAIl.. 'IN t1CLBOnl{NE* 

lNKA HAVRlLAH ANO JOHN QUILKEY# 

* * Contributed paper for 32nd Annual Conference of the 
Australian Agricultural Economics Society, La Trobe 
University, 8-11 February, 1988. 

rr School of Agriculture. La Trobe University, 
Bundoora, Vic. 3083. 

PR!.CES OFCHARAC'tERtSTtCSFOR{{NITTED PItODUCTS 

AT RETAIl.. 'IN t1CLBOnl{NE* 

lNKA HAVRlLAH ANO JOHN QUILKEY# 

* * Contributed paper for 32nd Annual Conference of the 
Australian Agricultural Economics Society, La Trobe 
University, 8-11 February, 1988. 

rr School of Agriculture. La Trobe University, 
Bundoora, Vic. 3083. 



• -
:2 

Marke.f;s seldom, 1.£ ever, reflect basic economic theory wbich view$them 

as having a siiDplestable structure .... c0nlPeettive or monopoli$tic ... and 

trading in homogeneous products. Rather, markets are replete with varying 

s tt'uctures, in which price takers become price makers and the rev~erae and 

sporadically engage 1n price discrimination, produet differentiat:ion and 

atnalgams of both. The price .and non-priee offers of .retal1 firmn: a(e as 

c"rnple~ as the varie.ty of productsthe1 Sell ,the market segments they faee., 

and the eomposition of each product In th.eir r4nge .. 

Product differentiation and price di$crimination which it makes possible 

are not, however, engines .of 1D8.rket inefficiency but may be conducive to a 

product-mix which may not be achieveable under competitive conditions unless 

information is indeed readIly available and costless. Our understanding of 

how a potential improvement mar be achieved in the product mix is enhanced 

when we view products as sets of characteristics as proposed in various ways 

by Waugh (1928, 1929), Theil (1952), Houthakker: (1952), Lancaster 

(1966a,1966b,1971) and Stigler and Becker (1977). Product variety reflects 

tbe search for a match between the quantity- and n~c\\t'e of the cbaractQristics 

which are imparted to products by entr,epreneurs and the quantity and mix of 

charactet:'istics demanded by consumers. As Ladd (1982) has argued, "the idea 

of 'product', 'good', or 'service' is a basic or primitive concepto" 

The contribution of search to markets by producers and consumers involve 

costs to both, and market participants continually seek means of economising 

on these costs. Inatitutions such as grading, branding, labelling, promotion 

and clientele relationships develop to achieve economies and their emergence 

influences the profit-mctx.imising pricing practices of retaIlers. 
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'lhC$ne,ture of tn4!se '1natitutlonsenables' us to 'extend' th~ speci.fieat1.on 

of ,product: characteristics to the ~hopplng environment and perb.pato inelude 

the ,expected eharacterlstic$ o.f conBUlners aB indleatot$ of the product 8t)d 

shop charaeteri.$tics which consumers prefer. 

A simple.modelof sd4itive implieit prices 6f 'extended' prodUct 

character!sties is developed here ~nd implicit prices are estim(ted from eros!! 

set-tional data. on retail prices for men'. and women's knitted garments in 

Melbourne. 

As with many empirical papers, cited by !.add (1982), which use hedonic 

prices or shadow prices of characteristics reference is made here to the work 

of Lancaster (1971), M\,tth (1966) and Stigler and ljecker (1917) but, as yet, 

the nature of the theoretical support provided is tenuous. 

The principal application of knowledge about impli.cit prices is that 

products may be designed to attract optimal prices by imparting to them 

optimal mixes of characteristics, tadd and Martin (1977). By identifying 

characteristics which are imparted to the product at point of sale, account 

can be taken of shop and consumer characteristics whi.ch have been neglected 

because they have not been properly vle~ed as subtle forms of product 

cnaracteristics. (A contrary view can be found in nriltches (1971). 

Taken in this light, market research and demand analyses become 

profitable since they are likely to improve production efficiency and 

consumption efficiency and to reduce business failure which arises from errors 

in the choice of the characteristtcs-mix in products. As Ladd (1982) and Ladd 

and Zobel' (1971) argue, 'if the price of the product exceeds the marginal 
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money value of the product t 6 characteristics, tnt:. product is not worth what it 

costs; and it {snot purcl1~sed~' 

In the retail mat~t wbere product differentiation extends to 

characteristics of the .shopping envi.ronment consumers are price takersan4 

retailers vary the .pric:t! and tltJn-ptiee cOJIPonents oftbeiT offer bychanglng 

the- level of their markups in such a way that the impltcitmarltupfor 

charac:terl.tiC!s~ tn the simplest c.se, 1s equal to m.inus the. in'ITerse of th~ 

price elastieityof dam_ad .for the charaeterf.stlc. 

Retailers tbuspractlce a form of price discrimination which rests on 

product differentiation - different mlxeaof characteristics of products, 

.bops and .shopping experience. 

Markups ~bieh reflect the$edifference$ emerge from the profit-
.. 

maximising, product differentiattng activities of manufacturer.ssnd 

retailers. Avoid,nce of tbe pre$criptionof tadd is therefore conditional on 

the retailerfs capacity to .identify adequately the range of characteristics 

embodied in the product and to modify the equilibrium markup to account for 

cross effects 1n the shop. 

In the retail environment there are a number of product~ shop and 

consumer characteristics which contribute to the level of product price which 

Is sustainable by individual retailers and in the product market as a whole. 

This paper is concerned mainly with the nature o.f these characteristics for a 

restricted pr.oduee range. The analYSis is based on the use of cross-sectional 

data derived by observation and by a questionnaire administered to specialist 

and $Ulti-product ret&11ers. The study 1s a largely empirical attempt to 

obtaln an understanding of the contribution of 'product' and 'shop' 
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ch.raete~i.tle.to the level or BU$tainable ,r~tatl pricesfo.r:knitted,gannellts 

in !felboutne. 

fwo e$te,gories of ,produe~ eltaraeteristtea may be distinguished, thos,e 

~h~c:" ,are objeetivelymeasurable (quafl,tifiable) and eha~aeteri.8tlc.. which 

satisfy sensory or other subjeetive :p~rception$. However, toperfotll any 

eVl.llu,at!ouoi the p,roducts,.the conSUtJler is aS$umed to _ttach a certain, 

indlvidua11$tlc, .ei,ght to ,each. ch.araetet'istic~ Hence it canbesugge,ted. 

th~tutili91ng the, valuation of va.riousehatacteristics embOdied in the 

pt'o~uet tl 'quality hierarchy' may be developed. 

It is consistent with thia vl.ew that consumers con.id.r 'dot only the 

.producta.t t _ J.bt,1tes but also the characteristics of the shopping environMent. 

Thus by considering these two broad attributes jointly, some inferences about 

relative importance in influencing consumer prefere.nces may be drawn. It may 

be argued that a tation~l retailer alma hIs activities at the harmony of the 

offer of product characteristics, services (l.n terms of personnel. real 

services provided, interior of the shop) with socio-demographic 

characteristics of the area in which tbe shop is located and so develops 8 

concept of a 'product in the broad sense' comprising all of these 

characteristics. 

This study is aimed at an improvement of understanding of the pricing 

decision proc~os by pursuing some determinants of the consumer's 

responsiveness to the retailerl• price and non-priee offers. The r~tailerls 

success depends, to a cons1":"table extant on the responsiveness of the 

customer. The retailer's capacity to price according to the consumer's 

valuation of product characteristics, and to identify the optimal proportion 

of relevant cha.racteristlcs in the product range, may help to overcome 
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Tbevlew .• dopted betel. In .ecQrd.ncewitbth~· 8uggea.tioq.of Dalz:.".ple 

anc.tTho.p.on (1969). tb_tlt 1. te.aQnabl.~to .lSU,me tbatconawaera select. 

sbQP' :in ,.clt the sa.",.y'a.tney select products. 111ayarsuetbat ,wbateveJ: 

slgnif,1¢«nc;e_1 ,bfl;attrlhuteclto the .PtoductllUJ8tbe .f'fec:te4by the. 

condltlQne undel,' wblebit i.obtained. It a~~1I8' 'falrlYc$l"taln, t"nt'helr 

view. that .bO,psand'produc.ts lnthe. at41tarely vlewea in i.olatiQn. 

ftfartf.ne$ll'. (1958)desc(iption. oftatot'ei-.ge' ""'''t.he vay'lnwl1ie.h the.tore 

1. r4efln~d Intheshopper'sslnct. ,partlY by its, functional quality and, partly 

b1P.yc:hol~g!eal attt'lbuteu·'.-,ma1 be, ~t.o 80.me extent,resarded as suppa .:,t fot 

tbeeoncept of '.j()lnt 'pt'oduc:t c:harac:terlstf.c:s adopted .lntld.s stu,4y. 

A$i.lipler view is that of Parish (19.61) whoaugga.tathat grading of 

peoduc:t (and hence .egJ:egation of pro. duct ~.ith different Get$of 

character.illtles). may be achieved by stores 'grading' ot;' identifying 

tbeuelvea as locations where products with identified sets of characteristics 

may be obtained. As St.igler (1961) points out - identific:ationis one o.f tbe 

majot costs of search. 

Consumer shopping bebaviourm$y, to a degree, be based on 'store image' 

and fasbioned according t.O forces among which price may not be a dominant 

factor. '!be eonsumer may search for a retailer who best matches bis choice, 

in terms of quality, style range, appeal, and location,l for he may put mort! 

1 Fr~ed.an (1983) points out that the location at which a product 
1$ sold ma, be an asp~et of the product itself. Rather than 
being identical ~wo ploducta from different locations are 
dlffer~ntlated according to a locationa! characterlst.ic. 
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eapb •• t. on tbev.lu.tlon in ter..ofbt, •• t!.faction tbrouahv.tues like 

betng act.lr,4.or pelng4tfferentfroa ora~.llar to other..1.1t, aonct;tpt ,.,1 

~e.peel.111i.port.ilt1f1:tb '.hopping' goods likf) clotbeswhere- tb~ 

.eo.."r1.on' ele.nttn s.hoppinS' 1. very :!1iPort;ant. 

'tbearguaentma.y ta1te the appro.c:ht1'tat; one wa.)' "op1 •• howtttt;tf.r 

i~dlvldu.l1ey ;ia lntl'teJcholee o.t elotbes'. (We are all anobllat'b'$tt.) 

l.po1:.~.nt eona,quenc4!! •. \lay e .. rg~ fl'o.th ... ' fact -the demand tor '.p,ef.al~1 

ahop.' auc;l'up1&rket' outlet. offerlngexeluatvehlgh qual-lty product.. It. 

ay bean i.pott.nt .feature of theattuetat..ofthe tetailclotbing .. rk.t 

$tructurethataratlonal .retailer ilexpected to,lter the bler_reby Qf 

f.etors 1IlbiaatJ;'at'BY with respect to consumer.tobaetved 1naentlvea- .nd 

t:eapondteac,Uly .to corts.,eJ:s' w.nta. By iaplicatf.on,.,ome W«t.kenlng itl tbe 

the traditional econQa1c theory, tato be expected. Non-price factors .are 

.explicitly recognized and play an i.pottant role as lubtlefotmaof prlces or 

Considerlng the preceding a.8s~ptlon8 it can. be suggested that retailers 

rank the~selves and price their produc.ts In the market, In accordance tlltb 

'quality't in ter\\tl. of the quantitative and .qualitative characterlstlcs. of 

tbeir off~r. Sy analogy, consumers oay rank themselves 1n a 'socIal 

h:1erarcby,2 which is d:l.!talosed by their purchasing behaviour. Thus it may be 

hypoeb.eai%ed tbatproduet and shop ehat"acteriatica jointly establish a 

2 This assumption may appear too restrictive, however, In 
seueral, ona .ay .gtee that the buying pattern differs between 
soctal cl ••• e8 and each class may be characterised by absolute 
and structural spending patterns and benee loyalty to retailers 
who c .• ter totbe ... 
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l'«t.tl*t'. liatutnlcbetilblcb 1. br~f.t11.J,dentlfted. b, tbe f,.vet',,' pe.lee 

lev.loftlt.tthop. COn.equlntly,.e,on ........... ta\)lJ;sh. ,to so.' t;t.,ree, 

.101.1t,' $nd'lcatitlltbf! ,elCtettt ·to,wb'len ptef.tel1¢fl. e;-e in .. ec:c,u:dAnet wl~h 

t.,.jolnt ptoau¢t a.,." .hop eltJtacterlstlc.off.rtdby ,the tttaller. 

Tbte,ntral Clbjeetiv-. Q,t f'he .tu61 is,t'bedevelQpent and,t.sting of 

ityt)Otbetea ,ed(\eetnltt.t.htatap«et Of procluctchar4ct.ri.tlell '.. C;OIlp,Ql'lfUtt,. "f 

the ~et.l1 'ptlce, There.e~u.'eb enV'f.roni.ultl$r.st~lcteato •• l~c,tea 1.elle'· 

.~d .. n •• knltt.ds .. ~nf:a. fto .. : ,cro •• -se(!ttonal 4at., coll'(!t~dtr. '",lbc>Urne 

An 11tplieit •• ,apt1on has bee'O.ao,p~e4 ,that 1!acheollsu.er' attl.lc\lea,a 

p081t!YEtutllityto eaell. _tt:tibl,lt,eso th$this wtlltngnes8'to p.y ~lgber 

p~ic.e • .tnc.re~uJ.e. with«n tnctea_!~g propor.tion or tbet'resence of •• ee.rc:,in 

attrlbute In the product.. It Is postulated that cllaractel'isticsot 

'quallt:l.es·3 nee4not necessarily be ()bjeetlvely JDe.asurable.What is be:lieved 

to be i.portant is the Id~ntlflcation of' their televanee to tbe prlce of tbe 

product as perceIved by consumers.Of a particular interest are price 

differences and consuser respo.n$e to fibre composition. especially wool 

conte.nt tn the ga.rment. 

tt is postulated that the consumer associates wool content with quality 

and that the associated purchase pattern is .re.flected in prices. A linear 

positive relationship is expected between the retail price of a garment and 
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If itls argued that eons\1IIIf:rs :derlve utillt1fro .... 'tod\Jet attribute$and 

that eonsulltlrs- 1aet .of knowled,e prevails ill the market ,.retsiler to pur8ue 

4fd~s.lgne~' profttis requiredtQ eQ-ordin,.,te optimall,. a wbole eomplelCof 

1)oehprlee .andnon-prlee off.rs. S.lneetht! elothing urket ahows a 

substantial dear'!e (If product different.iatto,n,tbrou3b di'ffetenC!es in the 

bundle. of eharaetel::lstle$-offete.d:t .. contribution toward. efficiency of the 

pricing syatelll 1$ of ben~~ltto botbreta.11ers and cons~er&. 

In"estig.tiC)n Qf' ehe eontrtbution ot characteristics to the value (price) 

of a product i.8 the mai.n ehe~ of the paper. It Is e:xpectedthat the 

retailer, pr:eoecupled by ehe eal:illatea of tbe perceived. valUes by theconsuuter 

of various product attributes and taking them suffi~iently into account in the 

price determination procel,ls. may signifIcantly increase. economic efficiency 1n 

the market and their profJ.ts. 

Given the. framework addressed, the objectives of the paper May be state(. 

8S a limited, part of a broader study which has three main dimefls1ons: 

t. To de.rive estimates of the consumer's implicit valuation of product 

characteristics (quantitative and qualitative) considered to be 

relevant to the consumerts choice decision. 

2. To test an hypothesis concerning 'joint' impact of product and shop 

characteristics. 

3. This analY8is is intended to provide a basis to test some elements of 

the retailer's strategy for profit maximization in a later study. 

Particular attention will be given to differences in intertemporal 

price elasticities of demand for a garment and the intertemporal 

price pattern. In bis long term pricing decision the retailer is 
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a$8UDled tOt!ccountforthe!$pecific char.aetar1$tics of clothe., such 

as 9.10\0." flt()~ktut'n()v(~, dynamics in fashion, andseasonalefteQ.t$). 

A.ltte~.char1di!ing view of reeailprice set tins 1s adopted here. SlJ,cna 

v1ew of p~lcing {snot incQnalstent wtth matginalist theory but accommodates" 

within aptof:tt lSlaximi81ng. fram~workt th~constralnts which influence the 

deman.d for the, ·characteristics ll)l~r presented by individual stores, in 

par.tic:ular loca.tions. 

'the cbarac~et:lstics mix selected by stores a.nd the socio-econom.ic 

characteristic.s of their target markets are not unrelated. Stores are like 

t.hey are because their expected client;eles are like they are. In 

differentiated prod.uct markets, the characteristics of the product (a prime 

basis for price discrimination) are themselves differentiated ~ccording to the 

characteristics of the stoTe and the setting in which sales take placth In an 

oblique but signifi.cant way store characteristics represent information which 

enables econom:les of '3ea.rch for an appropriate (to the selected clientele) 

product characteristics mix. Store characteristics are thus additive to the 

explanation of a sustainable retail price. 

The I~plicit Price Function and its Estimation 

The model adopted fer estimation was that employed by Ladd and Suvannunt 

(1976) and Dhrymes (1971). The empirical price function which captures the 

essence ~f their reasoning can be expressed so that sustainable ret all price 

for the gth garment, (Pg ), is a function of product characteristics and shop 

characteristics. 

The product characteristics are of two kinds - physical (objective) 
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charactetlsetcs,{Ct) ,$n4 statE;! (subjectIve) charactefistics, (Gj ). Shop 

ehat"a¢teri:$ttc$,(~) were allt$tate ehatacteristics. 

'rhus the: g~netal implicit price equation was of the form 

(1) Pg .. f(Cit OJ. Sk) 

Ladd ~nd'Su'Vann\1nt ptesent cogent reasons why this tgar~n.t price' 

function may be best estimated in lin~ar faun and the strategy adop.ted here 

was to use propo.rtiQns of the constituent fibres and dummy variables such that 

their coefficients represen.ted premiums and rltscounts compared with a base 

class. 

(2) 

Hence the estilD8ting equat.ion was of the form 

g • 1 

i • 1 

.... 

.... 
k (garments) 

n (fibres) 

k • 1 •••• m (characteristics) 

where 1T i are the proportions of the various fibres and the base omitt~d fibre 

was 'speciality fibres·. The variables used are defined in Table 1. 

Zk are the qualitative variables associated with both product and shops. 

a i t B i are implieit price premiums or discounts. 

Wg 1s weight of the garment, and e g are the random errors associated with OLS 

estimation of (2). 

Ttie data used in OLS estimates of the p~iee function was collected for 

732 knitted gar.ments from 21 ladies' and 18 men's shops in Melbourne. The 
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e~tlmate8 of the .(!o~ff1.elents ata pre.sented 1n Tables 2-5. Ourexpect&:tions 

about 81gn with respect to the base class are shown in Table l~ On prior 

gtounds we would expect tbeaize of the coefficient for proportions of fibre 

to follow the rank. order sholJll in. the table. 

An alternative approach is to consider elle. estimation of the pt:'ice 

function of ebe'garment to derive the implIcit unit priees (per gram) of the 

component fibres. In auch a case for each component it is possible to derive 

implici.t price f\lnctions for each fibre in the product range. 

Suppose that there are twofibre13,· wool and synthetics in knitted 

garments and that the relationship of interest is that between retail price 

and a single cbaeacteriatie of the product. For this situation the 

relationship might be written for wool as: 

(3) 

where 81 and bl are parameters relating Pl' the price per gram of wool in tbe 

garment, to the characteristic whieh for simplicity is assumed to be a metric 

variable. Then the relationship f?r synthetics may be written as: 

if it is assumed that the coefficient (b I ) of the characteristic variable (C) 

and W2 is the weight of synthetic in the garment. When the proportion of the 

total weight of the garment (W) which is wool is defined as: 

n • W1/W • W1/(W1 + W2) so that W2!W • 1 - n. The two price functions can 

then be written as: 
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1.3 

(6) 

Although Pi and 1>2 are not directly obsetvabledata can be obtained on the 

other vatiable$. If one 4eliote.s the pr.lce of ·the gllrmetlt per gram .4S 

-e/w .. Pl/~l + P2;.!W2• by rearr.angement and acld1t:lon of ehe two equat.iol\8 one 

obtains: 

(1) 

If the assumption that bi is the same f~r both fibres is relaxed then defining 

slope parameters for b1 for wool and b2 for synthetics, one may then derive .an 

alternative estimating equation 

(8) 

The analysts may be extended to n groups of interest from the point of view of 

implicit pricing of various fibres in knitted garments so that the set of 

implicit price functions may be written as: 
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Sumtnation of (9) Yields • 

(10) .:.s. n..-1 
W • a + i~ 1 (a i ... a. n) 1T i 

g n 

Ths variables in eQuation (10) are all directly observable and estimation 

makes it possible to derive the parameters of the set of non-observable 

equations in (9'; and prices of the constituent fibres. 

In this instance Z replaces C and is a set of m dummy variables for 

product and ohop characteristics Zm defined as the base class. Experiments 

with this form of the i~plicit price function have also been frustrated by 

multieollinear1ty but have been sufficiently successful omitting the final 

term in (10) t to confirm the exp.ectation that both product and shop 

characteristics are important components of implicit prices. 
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FHP_m mW-EttTHW., 

15 

Resu'ltsand Conclusion 

The data on men's and women'. sweateJ:s and cardigans accounted for a 

~eason.blepart Qf variation in retail price due to the ,differences in the 

a.ttrlbutes of the, ger,mentt'''-

F,11'8t t the model of product char4eter1.:4ties i.e. the influ~nce of the Ci 

and Gj sets of the ttarlables on the Pfice was estimated. The relatively high 

a2 suggests that. tbevarlablesaccountforlilucho! the variation in ret&il 

prices of kn!tt~d garments. Howevet". comparison of the results in Table 2 with 

·our prior hypotheses stated in Table 1 leads to th~ conclusion that not all 

coefflclent$ confirm our expectations. 

The signs and t-values indicate that women ~ ... lue the complex 'trendy' 

characteristics ('baggy', pattern, knitting) in terms of current fashion 

rather than detailed attrihutes such as style of neck or sleeves. An 

interesti.ng noint is that men appear, as we 'suspected' to place higher value 

on some more flnelydefined characteristics which make a product more 

attractive or different (style of neck). 

Concerning fibre composition our a priori expectations have been 

confirmed. The negative signs of the coefficient are to be interpreted 

relative to speciality fibres. As ind.icated in Table 2 wool content is a 

potentially eignificant factor in explaining price differences between knitted 

products. A significant positive coefficient of the 'weight' implies a 

. positive linear relationgh!p between price and the wei~ht of the garment in 

terms of fibre. 

In both categories the country of the producer appeared to be an 

important feature of a product. In particular the coefficient of 'Made-in 

Europe' is large and highly significant. The negative estimates of 'developirg 

countries' orlgin confirm our expectations. 
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The tcare t varitibles lire not st~tistteally significant and do not appear 

to 'be relevant to con.WIler choice as we iUU:lgi.ned_ The result .. s indicate that 

cons",sera associate higher value wlth the 'dry .!lean only' lns.truction. The 

stl!t!atically significant (at the 10 per cent lef/el) .negative coefficient for 

the .en '8 category lIay indica.tf! doubt about the quality of mlulh,lne wa$llabll;: 

~Qol due t()consUller1gnorance of that aspect. This MY suggest 1I0re el\!tens1ve 

proJtf)tlon in that respect. Pnot' statlsticalperfotOlanee of the ee,tl"ate ln 

the ~men'. eat"'iory .ysupport that vlev. 

Statistical tes.tlng of the hypotbeses" via the F stdtistic..) about 

product 8~dshop characteristi.csare consibltertt with the p1:10r belief that the 

specification of the ifllpllci.t price equations are ilftproved by tbe addition of 

shop eharacte.tistlcfI to the .odelswhicb specify prod.lct characteristics 

alone. The results indicate a larger impact of shop characteristics in the 

women'. category. 

The next step in th~ analysis was to eliminate from the model of the 

variables which appeared to be irrelevant in the explanation of price 

differences inkriitted garments. As a result the so called 'truncf!ted' model 

was exbibited. The results from estiDlat'.!on of the truncat.ed 'Iersion of 

equation (l0) for men's and women's knltwear are reported 1n Tables 4 and S. 

Our hypotheses wIth respect to location have not been confirmed. A 

location such as Toorak was expected to 'have n ~lgniflcant positive sign was 

negative and statistically significant in women's and positive in the men's 

data set. AnalysiS o.f the estimates indicates that the shop itself with all 

ita characteri.stics may be more important than its location. Doncaster 

appears to be ranked higher than Toorak by women. This indication may be, 

however, misleading since the men's data for Toorak represent up-market shops, 
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in-toe· wo_n'. set the up1l\tke~abop.' were in Doncaster. The city location 

h.,s.hoWn to be favoured byb<'lthgroups. 

~en account it takertof the heterogen~lt1 of shops and garments in the 

a .. tAptl!'; and the rang. ofabop and: product charac:tel'isticscQnsldered. tbe 

eatimatlo~ of the equation waSt In a .tatistfcalsensot quite 8uc:c:essful. 

As Qneld.ght e2(pecttheresultsfor JlIen'sani-iwomen's kn:lttedgoods .ar~ 

asymm8.trie.The differences. emerge ftom .an expected dIsparity insensitivity 

0.£ men a,'ld women topattleular characteristics lfhlch are gende.r specific or 

f·ot lrft'tichmore precise definition .?lnd selec~ion of catego£'ies 1s necessary. 

Economic theory Is of mInot help onlyfnassesslng performance of the 

various equations. Addition of characteristics which are 'goods' areexpec:ted 

for the same product class to increase pri.ce pr.emiuJI'l$ t reduce the price 

elasticity of demand and hence Lncre.ase the markup_ The use of a surrogate 

for a't:oerage cost in the form of end-of-season prlees will enable the 

derivation of implicit price elasticities of demand for the product 

e.haraeteristies. 
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As Qneld.ght e2(pecttheresultsfor JlIen'sani-iwomen's kn:lttedgoods .ar~ 

asymm8.trie.The differences. emerge ftom .an expected dIsparity insensitivity 

0.£ men a,'ld women topattleular characteristics lfhlch are gende.r specific or 

f·ot lrft'tichmore precise definition .?lnd selec~ion of catego£'ies 1s necessary. 

Economic theory Is of mInot help onlyfnassesslng performance of the 

various equations. Addition of characteristics which are 'goods' areexpec:ted 

for the same product class to increase pri.ce pr.emiuJI'l$ t reduce the price 

elasticity of demand and hence Lncre.ase the markup_ The use of a surrogate 

for a't:oerage cost in the form of end-of-season prlees will enable the 

derivation of implicit price elasticities of demand for the product 

e.haraeteristies. 
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TABLE. 1: . LIst .ot TH!'V'ARIAILgS· 

VARIABtt 
NAMES -

EXPLANAtION ,-
'lltet.tl,pr:lce 'ln$Alsantene 

Cl Product ... Chatactetis ttc ...... Mea.urabl~ . 
WBt Wetgl'll.:. in g",a.,(+)~. 
PIOfti 'PrQ9Qrt.lol1 of' .wqol(-) 
~RSfiEt PtoportlonQfShetland (..-), 
J,JRAQ Pr,oporticm o,fActylic(-) 
PROSYNproport!.on.Qfotber .• n1&deflbre, ( .... ) 
'~RS~l* Prol'O ... tlo~of sp.cialltyflbte8; 

Gj ... ,ProduetCbarac.tetlaticS' NOd-Measurable 
NEQ(V 'V~et t'le.ck (-) 
tmCKC* "Crew' neck 
NECKOT Collar ,pol<>t:boat . neck. (+) 
SLEVSI t Set.-in' sleeves .( i!'") 
$LEVSO.'Droppecl snouldel's'.leevell 
SLEVOT bglat1,aaddl4l ,c!ol:manaleevea (+) 
t'A'n"L Pattern -plaIn (-l 
PATJQ PatteX'n -'.Jacqu~rd· (+) 
PATS'F*Self-pattenled 
DAG'aaggy' .style (+) 
FIt. Fitted style 
HANOK Hand .. knitted (+) 
MASRK* Machine-knitted 
HANDW Rand-washable (-) 
MASHW Machine-washable (+) 
ncO. Dry clean only 
WL* Woollen 
1m Yor.sted (-) 
MADA* Region of manufacture "'" Austtalia 
MADE Region of manufacture - Europe (+) 
MAngH Region of manufacture - Hong Kong (-) 
MADOD 'Region of t!lanufacture - other developing countties (-) 

SkShot Characteristics 
SHOPDP Department sto.re 
SROPDS Diseount store (-) 
SHOPCR Specialty ehain (1) 
SHOPSP Specialty (+) 
SHOI'J Jeans store (-) 
LOCel. Location - city 
LOCNL Location - Northland, Preston (-) 
LOot Loeation - Toorak (+) 
LOCO Location - Doncaster (1) 

:It Base class 
*. Expected sign of the estimate. 
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tMlLE a;~iUMe':tER$ ESTltfAtaS A1mt~VALUES!,OR llOM£N'SAND ltEN'SSELtCTtD 
KNl~Alt.1ii 

OEPENDf;Nt 
Vall,.Bt.it1 
IN'mRCEPT 
WGHT 
PROW 
PRSKE'!' 
['MeR 
PROSYN 
NECKV 
NEC1(OT 
SLE\TSL 
SLE.VOT 
{'ATPt 
PATJQ 
BAG 
RANDK 
HANl)tl 
MASHW 
W1l 
MADE 
~ADHK 
MADOD 

ADJ R,2 
F-VALUE 
N 

WOMENtS 
COEFFICIENTt-VALUE 

101.03 
0.09 

-103 It 21 
-1t3.52 
-128.28 

2;.22 
t1.09 
9.04 
3.44 
8.'4 

-3.89 
22.44 
18.77 
18.90 
-2.16 
-1.02 
11.24 

195 • .12 
36.40 
.. S.82 

.62 
29.76 
341 

3.10 
4.4& 
5.32 
.5.10 
6.28 
0.65 
1.17 
1.52 
0.41 
1.35 
0.42 
2.37 
3.12 
2.27 
0.32 
0 .. 06 
l.ff.! 
9 .• 16 
5.01 
\.20 

*sweaters and cardtgans 

MEN'S 
COEFFJ;CIENTt-V4LUE 

182.59 
0.10 

-151.56 
-169.83. 
-161.42 
-57.38 

4.26 
28.17 

"'13.46 
-16.92 

17.80 
12.80 
12.80 
2.1 • .16 
-7.90 

-34.10 
6.91 

154.95 
-3.56 

-2.8.35 

1).64 
27.92 
315 

7 .. 13 
5.49 
8.04 
8.00 
6.9.6 
1.02 
0.55 
2.13 
1.35 
1.17 
1.67 
1.19 
1.59 
1.91 
1.01 
1.97 
0.93 

12.66 
0.40 
2.62. 
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fAILE' 3;P~'E!B.$ ,ISTlMAftS .AJfl)t .... VALUESFOa G'OKSN',$ ,MmMEH'S 
S!J:.~~!Dlttuwn1t·. 

~HOTJEt.ot paODUarANDSOOP'CKARACTgRISttC$ 

'WHEN'S 
COE"lQIENtt....;VALU. 

HEN':S 
C()Er,lCIgNtT-VALt)& 

~S~$!fl)$t{f 
VAaXAl$~! Pl, 
Itrr~RCltPT 
WOlff 
P@PW 
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NEatV' 
NECKOT 
$LEVSL 
$LSVOT 
PA.T1'L 
PATJQ" 
,r'AG 
HANDK. 
1tANfM: 
MASIiW 
w 
MADS 
MADHK 
MADaD 
SttOPDS 
SROPCR 
SHOPSP 
SHOPJ 
LOCNL 
LOCT 
LOCO 

ADJ a2 
F-VALUE 
N 

1Q1.24 
0.09 

-51 .. 31 
-62.80 
-:85.01 
-16.31 

.-0.16 
2.32 
3.72 
4.5.3 

10.2.4 
2.10 

14.95 
15.36 
-1.87 
10.72 

2.22 
141.62 

4.61 
-11 .. l~ 
-24.21 
"'O.9! 

103.;4 
-11.39 
-21.43 
-77.39 
-21.69 

.81 
57.53 
341 

* sweaters and eardlg~ns 

5.25 
6.00 
3.66 
4.34 
5,.82 
0.59 
G.04 
0.55 
0.62 
0.97 
1.53 
11.41 
3.46 
2.57 
1;58 
0.84 
0.51 
9.26 
0.84 
2.16 
3.70 
0.17 

10.77 
1.60 
2.44 
5.24 
1.86 

164.Z5 6.29 
0.01 3.10 

-149~lS t1.25 
-156.94 1.94 
-l52.41 1.05 
-81~31 1~69 

2.10 0.30 
21.47 ~,.26 
.. 4.90 (h5Z 
.... 3.00 0.3S 
.14.17 (J.BS 
8.60 1.45 
11.9~ .1.62 
19.17 1.74 
.... 2.Sl O.'3S 

-26.91 1.87 
5.30 ?7$ 

111.32 1.99 
-9.97 1.20 

-15.48 1.40 
-8 • .12 0.60 
51.37 5.75 
51.45 2.69 
23.66 1.45 
-4.67 0.41 
33.12 -1.41 

-20.25 1.67 

.69 
21.93 
315 
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TAISLP;4: ?AlWiET8RS ESTIMATES ANDt-VALUESFOR WOMEN t S 
SeLECTED KNll'WEAlt* 

TRUNCATED HODEL 

W'OMEN~'S 
COE'FICIENT t~VALUE 

DEPENDENT 
VARtABLE ill 
INT!RC£PT . 
·WGHT 
t>ROl'W' 
PRSUEt 
PRAca 
SLEVOT 
PATJQ 
BAG 
HANDK 
UANDW 
MADE 
MADOD 
SHOPDS 
SHOPSP 
SHOPJ 
LOCNL 
LOct 
LOCO 

ADJ R2 
F-VALUE 
N 

It sweaters and cardigans 

lO~.08 
0.09 

-45.45 
-45.11 
-77.25 

2.9.0 
11.25 
14.33 
14.87 

-10.38 
131.86 
-15.0.0 
-23.68 
106 •. 37 
-11 .• 29 
-28.23 
-80.23 
-23.39 

.82 
89.56 
341 

(}~99 
6.55 
4.89 
5.69 
7.65 
0.10 
2.89 
3086 
2.59 
2.35 
9.63 
3.82 
4.31 

14.38 
1.14 
2.65 
5.76 
2 • .08 

( [ 

21 

TAISLP;4: ?AlWiET8RS ESTIMATES ANDt-VALUESFOR WOMEN t S 
SeLECTED KNll'WEAlt* 

TRUNCATED HODEL 

W'OMEN~'S 
COE'FICIENT t~VALUE 

DEPENDENT 
VARtABLE ill 
INT!RC£PT . 
·WGHT 
t>ROl'W' 
PRSUEt 
PRAca 
SLEVOT 
PATJQ 
BAG 
HANDK 
UANDW 
MADE 
MADOD 
SHOPDS 
SHOPSP 
SHOPJ 
LOCNL 
LOct 
LOCO 

ADJ R2 
F-VALUE 
N 

It sweaters and cardigans 

lO~.08 
0.09 

-45.45 
-45.11 
-77.25 

2.9.0 
11.25 
14.33 
14.87 

-10.38 
131.86 
-15.0.0 
-23.68 
106 •. 37 
-11 .• 29 
-28.23 
-80.23 
-23.39 

.82 
89.56 
341 

(}~99 
6.55 
4.89 
5.69 
7.65 
0.10 
2.89 
3086 
2.59 
2.35 
9.63 
3.82 
4.31 

14.38 
1.14 
2.65 
5.76 
2 • .08 

( [ 



1!f 

22. 

TAB.i.'&Sl PARAMEtER ESTIMATES Am> t-V~LUBS 'FOlt MENtS SELECTSU­
KNITWAl* 

tRUNCATED: MOneL 

VARIABLE 

DEPENOStn' 
VARIABLE PI 
INTERCEPT 
WGRT 
PRPW 
PRACR 
PRDSYN 
NECKOT 
PATJQ 
BAG 
HANDK 
MASHW 
MADE 
MADHK 
MADOD 
SHOPSP 
SaOPJ 
LOCT 
LoeD 

* Sweaters and cardigans 

MEN'S 
COEFFICIeNT X-VALUE 

,,~ 

164.17 1.8.0 
0.10 6e02 

-141.49 7.55 
-139.28 6.11 

-66.89 1.24 
24.63· 2.58 
13.64 1.91 
14.33 1.87 
21.94 1.92 

-24.37 1.62 
104.88 1.49 
-15.22 1.85 
... 36.50 3.71 

11.89 0.Q3 
6.23 0.39 

51.42 2(130 
8.48 0.92 

.65 
34.75 
315 

1!f 

22. 

TAB.i.'&Sl PARAMEtER ESTIMATES Am> t-V~LUBS 'FOlt MENtS SELECTSU­
KNITWAl* 

tRUNCATED: MOneL 

VARIABLE 

DEPENOStn' 
VARIABLE PI 
INTERCEPT 
WGRT 
PRPW 
PRACR 
PRDSYN 
NECKOT 
PATJQ 
BAG 
HANDK 
MASHW 
MADE 
MADHK 
MADOD 
SHOPSP 
SaOPJ 
LOCT 
LoeD 

* Sweaters and cardigans 

MEN'S 
COEFFICIeNT X-VALUE 

,,~ 

164.17 1.8.0 
0.10 6e02 

-141.49 7.55 
-139.28 6.11 

-66.89 1.24 
24.63· 2.58 
13.64 1.91 
14.33 1.87 
21.94 1.92 

-24.37 1.62 
104.88 1.49 
-15.22 1.85 
... 36.50 3.71 

11.89 0.Q3 
6.23 0.39 

51.42 2(130 
8.48 0.92 

.65 
34.75 
315 



l~EFER.ENCES 

Dal·"Y1#ple.D.J. and Thompson, D.L., (1969.), 'Retailing: An Economic: Vie,w'. 
CollJ~rand 'Macmillan. New YQrk. 

Dhryales', P.J., (1971), l1?tic(! artdQuallty CbaJ1ges in Consumer capital Coods,: 
An,Empirical StudY t , in ,Gtiliehea, Z. (1971) Prlee Ind,exes and Quality 
Change' " Harvard., Unive~ty Press, Cambridge. 

Friedman. J., (1983), 'Oligopoly Theorl t » Cambridge Univers.lty Press, 
C4m'bridge. 

Griliches, Z.» (1971), '1rice Indexes and Qt\ality Chanae', Harv~lr4 University 
Press, Cambridge. 

Routbakker, R.S., (1952) t ·Co1!1pensate/\ Changes in Quantities and Qualtti(;!s 
Consumed t, Review of Economic S,tu(ties., 19, 155-l64. 

Ladd, G.W., (1982), 'Survey of Ptomising Developoents in Demand Analysis: 
Economics of Product Characteristics', in Rausser, G.C.,(ed.): New 
Directions in Econometric and Modeling and Forecasting in U.S. 
A..gricul tut'e. El$evie.r. Ne~ York. 

--------- and Uartin. M.B., (1976), 'Prices and Demand for Input 
Characteristics', American Journal of Agricultural Economics, 58, 21-30. 

--------- and Suvannunt. V. • (1976) • t A. Model of Consumer Goods 
Characteristics', American .Journal of Agricultural Economics, 58, 504-
510. 

--------- and Zober, M. (1971). 'Model of COnsumer Reactt~n to Product 
Characteristics', Journal of Consumer Resources, 4,89-101. 

Lancaster, K.J., (1966b), 'Change and Innovation in the Technology of 
Consum~tion', American Economic Review, 56, 14-23. 

--------- (1966b), fA New Approach to Consumer Theory', Journal of Political 
Economy, 74, 132-157. 

--------- (1971), 'Consumer Demand - A New Approach', Columbia University 
Press, New York. 

l~EFER.ENCES 

Dal·"Y1#ple.D.J. and Thompson, D.L., (1969.), 'Retailing: An Economic: Vie,w'. 
CollJ~rand 'Macmillan. New YQrk. 

Dhryales', P.J., (1971), l1?tic(! artdQuallty CbaJ1ges in Consumer capital Coods,: 
An,Empirical StudY t , in ,Gtiliehea, Z. (1971) Prlee Ind,exes and Quality 
Change' " Harvard., Unive~ty Press, Cambridge. 

Friedman. J., (1983), 'Oligopoly Theorl t » Cambridge Univers.lty Press, 
C4m'bridge. 

Griliches, Z.» (1971), '1rice Indexes and Qt\ality Chanae', Harv~lr4 University 
Press, Cambridge. 

Routbakker, R.S., (1952) t ·Co1!1pensate/\ Changes in Quantities and Qualtti(;!s 
Consumed t, Review of Economic S,tu(ties., 19, 155-l64. 

Ladd, G.W., (1982), 'Survey of Ptomising Developoents in Demand Analysis: 
Economics of Product Characteristics', in Rausser, G.C.,(ed.): New 
Directions in Econometric and Modeling and Forecasting in U.S. 
A..gricul tut'e. El$evie.r. Ne~ York. 

--------- and Uartin. M.B., (1976), 'Prices and Demand for Input 
Characteristics', American Journal of Agricultural Economics, 58, 21-30. 

--------- and Suvannunt. V. • (1976) • t A. Model of Consumer Goods 
Characteristics', American .Journal of Agricultural Economics, 58, 504-
510. 

--------- and Zober, M. (1971). 'Model of COnsumer Reactt~n to Product 
Characteristics', Journal of Consumer Resources, 4,89-101. 

Lancaster, K.J., (1966b), 'Change and Innovation in the Technology of 
Consum~tion', American Economic Review, 56, 14-23. 

--------- (1966b), fA New Approach to Consumer Theory', Journal of Political 
Economy, 74, 132-157. 

--------- (1971), 'Consumer Demand - A New Approach', Columbia University 
Press, New York. 



Martlneau~ P... (1958);, 'Social Classes and Spend!ngBebavior', Journal of 
Marketir.d, 23, 121-130. 

Muth, It.F. J (1966) • 'Household Production and Consumer J)emandFunctions'. 
EconometricA, 34, 699-708. 

Parish. R.M.) (1967), 'Price tevelling' a\'ld 'Averaging't Farm Economist, 11, 
181-196. 

Stigler, G.J., (1961), tEconomics of Information'. Journal of Political 
Economy. 69. 213-225. 

--------- and Becker, G.S., 
American Economic Review, 

(1917), 'De Gustlbus Non Est Disputandum', 
67, 7~-90. 

Theil, a., (1952), 'Qualities, Prices and Budget Enquires', Review of Economic 
Studies, 19, 129-147. 

Waugh, F.V. J (1928), tQuality 'Factors Influencing Vegeta'lle Prices', Journal 
of Par.m Economics, 10, 185-196. 

, 
--------- (1929). 9t!alitf as a Determinant of Vegetable Prices, ColUMbia 

University Press, New Yorko 

Martlneau~ P... (1958);, 'Social Classes and Spend!ngBebavior', Journal of 
Marketir.d, 23, 121-130. 

Muth, It.F. J (1966) • 'Household Production and Consumer J)emandFunctions'. 
EconometricA, 34, 699-708. 

Parish. R.M.) (1967), 'Price tevelling' a\'ld 'Averaging't Farm Economist, 11, 
181-196. 

Stigler, G.J., (1961), tEconomics of Information'. Journal of Political 
Economy. 69. 213-225. 

--------- and Becker, G.S., 
American Economic Review, 

(1917), 'De Gustlbus Non Est Disputandum', 
67, 7~-90. 

Theil, a., (1952), 'Qualities, Prices and Budget Enquires', Review of Economic 
Studies, 19, 129-147. 

Waugh, F.V. J (1928), tQuality 'Factors Influencing Vegeta'lle Prices', Journal 
of Par.m Economics, 10, 185-196. 

, 
--------- (1929). 9t!alitf as a Determinant of Vegetable Prices, ColUMbia 

University Press, New Yorko 




