QUALITY COMPETITION

QUALITY: PRODUCT ATTRIBUTES THAT INCREASE THE DEMAND FOR THE PRODUCTION AT A FIXED PRICE

QUALITY ATTRIBUTES:
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CQI:  CONTINUOUS QUALITY IMPROVEMENT

( Improve production process can  reduce costs & increase quality

Remember: when we read a quality frontier (efficiency) improvement of quality adds costs.

Effects of Quality Improve

Quality ทำให้เกิด 2 ด้านคือ BENEFIT (



COST (
BENEFIT  

1) INCREASE REVENUE


2) POTENTIAL PREMIUM PRICE
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COST

1) INCREASE FOR QUALITY IMPROVEMENT

2) INCREASE FROM MORE GOODS PRODUCED

OPTIMAL QUALITY LEVEL

CHOOSE S* ????


MB(S*)
= MC(S*)
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จะได้ว่า  

QUALITY IMPROVEMENT 


Is profitable when buyers are sensitive to quality








ATTRIBUTE RESPONSE: 


HEDONIC PRICING MODEL


P = a +                         { price VS. Quality)

From Quality to Information
Do you know what you pay for?

Caveat Emptor = Buyers Beware !!!

Information Economics


Information


Uninformation

Can Firms Cheat?

Yes, if buyers cannot perfectly evaluate the quality . The Sellers charge higher Market Price

Akerloft “ Market for Lemmons”


Moral Hazard


Adverse Selection

How to solve this problem

· Rating

· Demo, Trial, Sample

· Advertising

· Warrantly

· Reputation

Ad question? Do you trust a big ad product?

Innovation to cut costs should forms decide to buy or invest in production process?



Buyer search for quality 


Or


Continue buying experience goods





Text Book: P.B. Crosby, Quality is Free, The Art of making Quality Control (McGraw-Hill)
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Cost can be lower although price remain fixed.
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GAIN FORM INNOVATION
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