Manipulative Pricing

Sometimes consumers are misled by prices that obscure a product’s true cost, for example, with “three-for-two” offers or when airlines omit the taxes and other fees that make apparently cheap tickets much more expensive or that advertise one-way fares that are available only with the purchase of a round-trip ticket. Other times, hidden charges and surcharges, such as online booking charges and other stealth fees, can boost the consumer’s actual cost significantly above the announced price: for example, charges for mounting and balancing when you buy tires; multiple taxes and services fees on cell-phone plans; “visitor” taxes and collision insurance on rental cars; “convenience” charges, processing fees, and shipping charges on concert tickets; and activation fees, monthly fees, inactivity fees, ATM withdrawal fees, and inquiry balance fees on prepaid debit cards. In addition, manufacturers often disguise price increases by reducing the quality or the quantity of the product—downsizing a “pound” of coffee to 13 ounces, for example, or shrinking a candy bar but not its price.

Promotional pricing can also be manipulative. Discount cards and “card specials” lure consumers into grocery stores such as Dominick’s, Kroger, and Safeway, where customers often pay more for their food overall than they would at rival stores. Sale-priced items have ballooned from 8 percent of U.S. retail sales in 1971 to as high as 78 percent in some sectors today. Although the discounts are deeper than ever these days, the initial mark-up has increased. Indeed, the product is often designed with the discount built in. This works, it seems, because buyers have little idea what goods are really worth, but they like feeling that they got a deal. Take a real example, provided by an industry consultant. A major retailer pays a supplier $14.50 for a sweater. It comes with a suggested retail price of $50. Although the retailer sells a few sweaters at that price, more sell at the first markdown price of $44.00, and the bulk sell at the final discount price of $21.99. All this is according to plan, with an average retail price of around $28 per sweater and a healthy profit margin for the retailer.

Rebates, too, are a type of manipulative pricing. Most consumers dislike them. Satisfying the redemption rules and mailing them in are hassles. Sometimes the rebates are arbitrarily denied, and even when they’re not, it usually takes weeks and weeks to receive the check. When a long-forgotten check does arrive, consumers sometimes toss it in the trash because it looks like junk mail. Companies love them, though. Rebates get consumers to focus on the discounted price of a product and then buy it at full price. And then, as one consultant explains, “anything less than 100 percent redemption is free money” for the company. With millions of rebates offered every year, that translates into more than $2 billion of extra revenue for retailers and their suppliers. Small wonder then that many consumers—and some state and federal authorities—suspect that companies design the rules to keep redemption rates down.

Some cases of manipulative pricing are not so obvious. For example, the pharmaceutical company Cephalon repeatedly raised the price of its popular narcolepsy drug Provigil to get patients and insurance companies to switch to a longer-acting version of it, called Nuvigil. That’s because Cephalon’s patent on Provigil was set to expire, after which the drug would face stiff competition from generic equivalents. Before that happened, the company wanted to make sure that Provigil users were taking Nuvigil instead because its patent—and the high profits that go with it—was still good for years to come.
Many practical consumers think of these pricing practices and gimmicks as a nuisance or irritant that they must live with, not as something morally objectionable. But tricky or manipulative pricing does raise moral questions—not least about business’s view of itself and its role in the community—that businesspeople and ethical theorists are now beginning to take seriously.
Comparing lives saved versus costs of different regulations 

In addition to cost is the issue of consumer choice. Sometimes consumers dislike mandated safety technology. In 1974, for example, Congress legislated an interlock system that would require drivers to fasten their seat belts before their cars could move. No doubt the law would have saved lives, but a public outcry forced lawmakers to rescind it. Apparently, many drivers saw interlock systems as a nuisance and believed their inconvenience outweighed any gain in safety.

In other cases, safety regulations may prevent individuals from choosing to purchase a riskier, though less expensive, product. Take, for example, the notorious Ford Pinto with its unsafe gas tank (see Case 2.2). In 1978, after all the negative publicity, scores of lawsuits, and the trial of Ford Motor Company for reckless homicide, the sale of Pintos fell dramatically. Consumers evidently preferred a safer car for comparable money. But when the state of Oregon took all the Pintos out of its fleet because of safety concerns and sold them, at least one dealer reported brisk sales of the turned-in Pintos at their low, secondhand price. Some consumers were willing to accept the risks of a Pinto if the price was right.
Economists worry that preventing individuals from balancing safety against price is inefficient. Philosophers worry about interfering with people’s freedom of choice. Take automobile safety again. Because smaller cars provide less protection than larger ones, people in small cars are less likely to survive accidents. Bigger, safer cars are more expensive, however, and many would prefer to spend less on their cars despite the increased risk. If only those cars that were as safe as, say, a Mercedes-Benz were allowed on the market, then there would be fewer deaths on the highways. But then fewer people could afford cars.
Tricky or manipulative pricing is not just a nuisance; it also raises moral questions.





Preventing consumers from being able to choose a cheaper but riskier product can have both economic and ethical drawbacks.








