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ABSTRACT 

 

 This thesis aims to identify some of the methods by which consumption of luxury 

goods and therefore status can be analyzed. Lancaster's Attribute Analysis is employed to 

posit status as a characteristic of luxury goods and one that is desirable to consumers. 

Then, status can be thought of as a "good" and one that may be subject to a well-behaved 

preference structure, such as a Cobb-Douglas. Those who have a Cobb-Douglas utility 

function may consider status a critical good in everyday consumption, and for which 

there is no substitute for status. In addition, taste for and perception of status may be a 

function of several complex variables. Leibenstein's Veblen Effect is also investigated in 

order to show that real price and conspicuous price may differ and thus consumers may 

seek status through deals or discounts. Despite the fact that consumption of status is 

widespread across demographics, in an economic recession, the status market 

(overlapping with the luxury-goods market) may be uniquely affected and/or particularly 

hard-hit. 

 

       Dr. Richard Coe 
       Social Sciences Division 
 



 

Status Consumption: What is It? 
 
 The word status and its various derivatives1 are used in social science disciplines 

to describe the case where an individual has set him or herself apart from the masses, 

through one or more modes of differentiation: wealth, education, athletic achievement, 

lineage, beauty...to name a few. Dictionary.com provides the following definition  

for status: 

 "The position of an individual in relation to another or others, especially in 

regard to social or professional standing." 

 In economics, there is a very dynamic subset of consumer theory which addresses 

consumption that is status-motivated. Eastman, et. al. (1999) define status consumption 

as "the motivational process by which individuals strive to improve their social standing 

through the conspicuous consumption of consumer products that confer and symbolize 

status both for the individual and surrounding significant others" (p. 42). Similarly, Frost 

and O'Cass (2002) define status consumption as "the process of gaining status or social 

prestige from the acquisition and consumption of goods that the individual and significant 

others perceive to be high in status" (p. 68). In most cases, the phrases "status 

consumption" and "conspicuous consumption" are used interchangeably in the literature, 

as conspicuous consumption is often used as a means to secure status, assuming the 

commodities consumed conspicuously are also status-bearing (p. 69).  

 Often, the commodities used to convey status are luxury fashion goods, because 

they are visible and can be easily identified. They may be preferred over luxury services 

(p. 69), as services are less visible to significant others and may not as readily display 

                                                 
1 Synonyms for status include cachet, distinction and prestige. 
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status. That isn't to say that luxury services are unpopular, but for the goal of gaining 

social status distinction, they may be less important or useful.2 

 In any case, as Chao and Schor (1998) mention, "social visibility is a key 

dimension of status consumption" (p. 111). Naturally, if no one can see the good or 

service in question, then the status cannot be bestowed upon the purchaser by the relevant 

significant others. Further, the wide dissemination of branded, logo-laden luxury fashion 

goods, which are highly visible and recognizable, might be an even better indicator of the 

importance of visibility in the process of status consumption as well as the fervent 

appetite for such status-bearing products. Satisfaction is derived from audience reaction 

not to the positive attributes of the good in question but to the wealth displayed by the 

purchaser in securing the product for consumption (Eastman 1999, p. 43). This assertion 

assumes that the audience has accurate market knowledge or enough such that the  

price paid by the consumer is readily known or can be assumed by others to be 

appreciably high. 

 In the case of luxury goods, the price may not always be conspicuous. Certain 

brands may be more easily identified as "pricey" than others, depending on the display of 

logos or unique designs. In urban or suburban areas, status consumption may happen 

more often (Chao 1998, p. 124) and relevant others may have a better idea of the general 

price point of a good. Elsewhere, especially in rural areas where there may be less status 

consumption, price knowledge may be more sketchy and logo-bearing products may 

affect fewer assumptions about status or other qualities by significant others.  

                                                 
2 Many visible luxury services may be used to gain status, especially bodily-pampering procedures which 

are visible for a period after purchase. Such services include manicure and pedicure services, artificial 
tanning procedures and cosmetic surgeries or injections used to "turn back the clock." This would be an 
excellent topic for a future paper.  
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 Even in areas of relatively high market knowledge, where status can be easily 

attained through the purchase of well-known luxury brand products, the ability to find 

luxury goods at a discount is relatively high.3 This increases the likelihood of a greater 

disparity between price paid (real price4) and conspicuous price, a concept that is often 

overlooked in the literature regarding conspicuous and status consumption. I will 

investigate that matter in a later section of this paper, looking more closely at 

Leibenstein's Veblen Effect analysis and presentation. In addition to pricing and market 

knowledge, branding is another critical ingredient to the status-consumption mixture.  

 Often, producers who market high-end luxury goods to status-conscious buyers 

and consumers can effectively signal status via conspicuous consumption because of 

branding (Frost 2002, p. 69). Shipman (2004) defines branding as “the creation of an 

image that adds informational or impressionistic content to the products it is applied to” 

(p. 283). Luxury goods and the brands that market them seem to perpetuate images that 

revolve around uniqueness, prestige and quality, which have been shown to be principal 

motives for status consumption (Johnson 1999, p. 3). Well-known luxury brands include: 

Louis Vuitton, Gucci, Prada, Hermès, Rolex, Cartier, Chanel, Estée Lauder and many 

others. Dubois (1995) points out that "all of the products sold under [one] brand name 

share a symbolic identity and a core value expressing the 'quintessence' of that brand"  

(p. 71). 

 All products from key chains, to cosmetics and wallets, to luggage, convey a 

common image that is determined by their brand name. In many cases, the use of 

                                                 
3 This will only be true assuming consumers have knowledge of all available providers of luxury goods 

which include such bargain-friendly internet-based stores as Ebay.com, bluefly.com as well as access to 
physical outlet shopping malls. 

4 One should be careful not to confuse real price of purchase with real price of production 

3 



 

conspicuous branding via trademarked logos or symbols further aids in the recognition of 

a high-end luxury brand. Louis Vuitton has trademarked its classic intertwined L and V 

initials, which are seen on many of its products. Chanel has an interlocking C's logo; 

Prada products carry a triangular metal and enamel plaque which bears the Prada name. 

Rolex has used a small crown symbol to signify the brand and its prestigious placement 

on the spectrum of timekeeping devices since the company's founding in 1905. 

 Alternatively, Langer (1997) said that brands create value for the consumer 

through potential benefits of recognition of significant others, create positive feelings, 

and aid self-expression, coupled with an overall feeling of having personal "good taste" 

in brand choice (Frost 2002, p. 69). 

 A compelling phenomenon which builds almost entirely off of brand recognition 

from trademarked symbols is the sale of counterfeit fashion merchandise bearing the logo 

or a close variant of a famous luxury brand. Usually these goods are produced at minimal 

cost and generally are of poor quality and sold at very affordable prices. This market has 

tightened somewhat in the last several years, owing to harsher laws against producers and 

buyers and the risk of civil action by the various fashion brands.  

 At its height, the production, sales and use of "knockoff" luxury goods reached 

every city in the world and many Americans purchased counterfeit items, whether from 

street vendors in New York or from purse-parties thrown by friends in their suburban 

homes. Most either know their purchase is fake and attempt to pass it off as real, or are 

completely unaware of the origins of their bag and either don't care or are embarrassed 

when they find out the truth. Regardless, the logo-laden product, whether real or fake, 

clearly has a significant ability to convey status or be perceived to convey status, as 
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evidenced by the popularity of knockoff goods, especially those bearing popular fashion 

brand logos. 

 LVMH, the parent company of Louis Vuitton, has spent millions of dollars 

actively preventing sales of counterfeit L-V handbags and pursuing some of the largest 

distributors through the appropriate international legal channels. Counterfeit fashion 

goods are a fascinating area of consumer behavior however they are not the principal 

focus of this paper and so they will not be discussed further. 

 Not considering counterfeits and ignoring differences in images of brands, 

Shipman (2004) posits that an authentically branded product may promise lower variation 

in quality even if it is no better in average quality, so that the price premium serves as an 

insurance against the risk of surprise irregularities or faults (p. 283). This, free of image-

related differences, could account for some of the consumer behavior that favors branded 

products over non-branded ones. 

 In any case, the consumption of luxury brand goods for status reasons is an 

important and ever-expanding area of study in the field of economics. From the 

beginning of the last half-century, there has been extensive literature examining 

conspicuous consumption, status consumption and how they're linked. In addition, 

theorists have found ways to tie interpersonal preference influence with consumers' desire 

for characteristics other than functional utility and how culture and advertising play into 

those preferences. In this paper, I hope to outline some of the most notable contributors  

to body of research on the matter, as well as highlight some of the theories that I think  

are most relevant to understanding status consumption. Chapter 1 is an overview of  

those theorists. 
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 Chapter 2 takes a more in-depth look at Lancaster's Attribute Analysis theory, 

which allows goods to be subdivided into "attributes" which then provide utility. I posit 

that status is one of the attributes in luxury brand products. In Chapter 3, I propose that 

for many, the demand for "status" may be based in well-behaved preferences, in some 

cases even Cobb-Douglas preferences, which imply that a consumer has a stable 

preference for status as a constant proportion of income. Also in Chapter 3, Leibenstein's 

Veblen Effect graph is examined in reference to real market situations, and concludes 

with a brief analysis of deal-seeking behavior using a simple cost-of-time concept. 

Chapter 4 includes some assertions about the future of the luxury goods market, based on 

the changing worldwide economic climate. 

   Using these selected theories and my own assertions about the luxury market; I 

will defend my thesis statement: Status-motivated consumption is more widespread that 

many may think and status (as an attribute) is present in luxury fashion products. Further, 

because it is so widespread across income levels and other factors, many consumers may 

treat status as a normal good, meaning it can be studied from neoclassical perspectives. 

Further still, status consumption, although complex is no longer anomalous. With the 

help of Lancaster's Attribute Analysis, one can better understand an ever-widening area 

of consumer expenditure and potentially better-predict market changes in response to 

something like an economic recession.  
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Chapter 1: Conspicuous Consumption  

I. Introduction 

 Throughout the world, the shift has been dramatic, as luxury goods have popped 

up all over the place (Vickers 2003, p. 459). Not only do wealthy entrepreneurs, capitalist 

heads of business, and the working upper-middle class purchase expensive goods and 

services, but wealthy music artists, famous celebrities and lower-income individuals buy 

them too. Premium-priced designer-fashion commodities are one of the quickest and 

most direct ways to convey a message to others, commonly called signaling,5 that the 

bearer of the items is wealthy or possesses status. This might be because many of the 

expensive fashion items bear logos or copyrighted designs that are tied to a specific cost, 

a conspicuous cost to the wearer that most people in the modern world are aware of and 

can identify. 

 In most cases, the idea is that the good or combination of goods earns them the 

status or social desirability which commonly come with wealth, which is appealing as a 

social goal (Coelho 1993, p. 596), to a great number of people. A lot of those people are 

individuals who may not have been able to afford such things in the past, or who have 

only recently felt the appeal of the designer bag or wallet. These are people who read in 

magazines about a hot item, or see their girlfriend with a new designer item from the 

local upscale department store, and think to themselves, "why can't I have that?" or "I 

can't be left out of the loop!"  

 The cycle is vicious and never-ending.6 Keeping up with fashion includes staying 

primed for the latest trends through magazine subscriptions or online browsing, going out 
                                                 
5 Coelho 1993, p. 596 
6 Simply browse two issues with a year of separation of a popular fashion magazine and you will see the 

physical manifestations of "on-trend" change regularly. 
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and purchasing fashion items which may or may not be within the budgetary constraint of 

the fashion-follower, integrating the newest trends into an existing wardrobe and most 

important of all, maintaining either a high level of real disposable income or a deep line 

of credit (Scott 2007, p. 567). 

 For educational purposes, students of economics learn from the very beginning of 

microeconomic study that a consumer's preferences are independent of outside influence, 

at least with regard to others' preferences and buying behavior (Munier 2005, p. 66). 

What is achieved is one less "moving part" in the overall consumer theory preference 

structure, which allows more definitive answer about predicted behavior given a 

particular change, namely in price of a good or income level. Both of those changes are 

tied to fundamental concepts of microeconomics: the first is the substitution effect, seen 

when the price of one good goes up, the consumer will shift demand away from the 

pricier good and toward a relatively lower-priced one, while still trying to maintain the 

highest possible utility level. The second is the income effect, which effectively shifts the 

entire budget constraint away from the origin (reflecting ability to buy more goods 

overall) and allows the consumer to attain a higher overall utility level (indifference 

curve). In any case, preferences remain stable throughout and that's what allows 

economists to accurately predict buying behavior both on the individual level and the 

aggregate level. 

 Certainly there are examples in real life that reflect stable preferences and can 

verify the legitimacy of the fundamental assumptions made by neoclassical economists. 

These sorts of examples include purchase of durable goods, everyday food items, 

produce, and most other goods and services consumed by a household.  
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II. Thorstein Veblen 

 However, as Thorstein Veblen expressed at the end of the 19th century, existing 

consumer theory failed because it refused to recognize that a large part of an individual's 

consumption of goods and services was shaped by social relationships and by the need to 

secure status within society (Mason 1998, p. 51). In his 1899 book Theory of The Leisure 

Class, Veblen indicated that the most primitive way in which members of society could 

be hierarchically separated was by type of daily work: industrial or non-industrial (p. 1). 

The latter was thought to allow for a much greater ability to pursue interests and hobbies 

outside of work, including art and music, which were seen as the only way to gain class 

distinction in that time period. It was the ability to take precious time, time which 

ordinarily might be used working to secure monetary gains for the household, and 

"waste" it by indulging in leisurely activities. To purposefully abstain from working in 

order to enjoy nature or indulge in a hobby was a conspicuous wasting of time in 

Veblen's opinion. It conveyed power and wealth, as only the wealthiest had the means to 

participate in such frivolity and still maintain a reasonable standard of living (p. 35). 

 This was the precursor phenomenon to what many now know as "conspicuous 

consumption." At some point the attitude towards time management changed, with 

productive efficiency and interest in business excellence taking precedence. The next best 

thing to wasting time oneself was to allow your spouse and children to waste money (p. 

68). This is because, as with modern wealthy consumers, basic needs like shelter, 

clothing and foodstuffs had already been procured. It was the embellished clothing, 

opulent home furnishings and extravagant jewelry which provided critical social utility to 

the classes of wealth, as it blatantly displayed wealth and class and visually separated the 
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wealthy from the poor. To consume purely based on social utility was outside the scope 

of traditional economic principles. 

 However, Veblen also predicted what would become an even more powerful 

socio-economic force in modern society: conspicuous consumption in all levels of 

society, even the lowest ones. As he explained it, there were two modes of conspicuous 

consumption: invidious consumption, meant to maintain the gap between the classes with 

ever grander and more expensive goods purchased by the wealthy, and pecuniary 

emulation, which described the conspicuous consumption decisions made by the lower 

classes in order to gain acceptance or visibility within a higher social-economic class (p. 

22). In our modern society, it seems that both of these subsets of conspicuous 

consumption still occur every day and are reinforced by institutions such as the fashion 

print media, music, television and easy access to "status goods." 

 After the initial shock of Veblen's assertions about goods and consumption in 

society, there was a significant period of silence on the subject (50 years), as Veblen was 

seen by many as more of a sociologist than an economist (as few of his observations were 

backed with mathematical evidence or proofs) and many in the academic world took his 

arguments as an attack on the rich and their spendthrift ways (Mason 1998, p. 60). It was 

for this reason that the issue of social influence on consumer choice was effectively 

neglected until the middle of the 20th century.  

 In 1948, Morganstern was one of the first since Veblen to highlight the problems 

with what he called "additivity," the process by which aggregate demand for a good or 

service was calculated as a simple addition of all of the individual demand curves for a 

given good or service. Morganstern claimed that one could not simply utilize the process 
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of additivity because each individual demand curve could be influenced (and frequently 

was) by others' buying behavior (p. 175). In other words, preferences weren't given, as 

assumed in conventional economic theory, but instead were born in part from personal 

taste but also from social interaction and influence, especially in the case of goods used to 

convey status through conspicuous consumption throughout history. Others like Stigler 

(1950) and Leibenstein (1950) concurred with Morganstern and were sympathetic with 

Veblen's views. 

 As you could imagine, this was not the easiest thing for the economic profession 

to digest and in large part still persists as a subject which is difficult to integrate into 

basic economic principle and dialog. 

 

III. Harvey Leibenstein 

 In his 1950 paper in the Quarterly Journal of Economics, Harvey Leibenstein 

echoed Morganstern's thoughts on additivity (p. 183) and took the original Veblenian 

concepts another step in the then unpopular direction by asserting that consumer demand 

for goods could be separated into two categories: functional and non-functional. The 

latter category was then split into three subcategories: demand driven by external effects 

on utility (which then was split into three "effects"), speculative demand based on 

expected future market conditions, and irrational demand, which included purchases 

made on a whim with no real rational purpose. He did not claim that demand based on 

external effects was irrational, which was in direct opposition to much of the accepted 

views of the period (p. 188). 

  

11 



 

Further, Leibenstein coined several terms that are frequently used to describe 

motivations for status consumption today: 'Bandwagon Effects,' 'Snob Effects' and 

'Veblen Effects.' According to him, each effect was different but represented a specific 

explanation behind the umbrella concept of interdependent demand curves.  

 Bandwagon Effects are present when an individual will demand more (or less) of 

a commodity at a given price because some or all other individuals in the market also 

demand more (or less) of the commodity (p. 190). Please see the Bandwagon Effect 

figure at the end of this chapter on page 27. 

 In the figure, the steeply-sloped demand curve labeled D^a represents the 

quantities demanded at alternate prices if all consumers believed that the total demand 

was a units. This follows for the curves that expand parallel to D^a with labels D^b 

through D^n. Further, point E^a on curve D^a represents the amount on which the 

consumers based their individual demand curves (the amounts that consumers expected 

to be the total market demand). Leibenstein is sure to point out the assumption of 

accurate market information that allows him to determine points E^b through E^n on 

curves D^b through D^n which he says represent a series of virtual equilibrium points. 

Given accurate market information, E^a through E^n are the only points that can become 

actual quantities demanded. The locus of all these points (DB) is therefore the actual 

demand curve for the commodity (pp. 194-195).  

 In addition, Leibenstein traces out the change in quantity demanded due to a 

change in price by separating the total change into a price effect and a bandwagon effect. 

In the diagram, there is a price decrease from P2 to P1 and as a result, total quantity 

demanded increases from a to c. However, as Leibenstein points out, only part of that 
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total change is a result of the price reduction. At P1, if consumers didn't react to each 

others' demand, then the quantity demanded would be x. However, because the price has 

dropped and demand has increased, an additional number of consumers are induced to 

enter the market or to increase their demands. Therefore, quantity demanded shifts out 

even further to c. So ax is the price effect and xc is the bandwagon effect (p. 196). 

 Snob effects, conversely, are similar to bandwagon effects in that demand 

behavior for a commodity is a function of the price and the total market demand, only the 

consumer's demand is negatively correlated with the total market demand (p. 199).  

 Please see the Snob Effect figure at the end of this chapter on page 28. 

 Here the analysis is much like that of the bandwagon effect. The individual 

demand curves D^a through D^e move leftward as the total market demand increases 

(due to snob behavior) and they intersect the Ds curve at points E^a through E^e at the 

virtual equilibrium points (assuming accurate market knowledge). Given a price change 

from P2 to P1 Leibenstein again separates the price effect from the snob effect. In the 

diagram, P1 matches a quantity demanded of x on the D^a curve. However, because of the 

snob behavior, whereby the total quantity demanded has increased so some snobs have 

left the market or demanded less, the net effect is only an increase in quantity demanded 

to b. Therefore, the price effect is ax and the snob effect is bx (p. 201). 

 Along with the Bandwagon Effect and the Snob Effect, Leibenstein proposed a 

third driver of demand: Veblen Effects (p. 202). In this instance, demand is seen as a 

positive function of price. As the price increases, the demand increases; this is in direct 

opposition to neoclassical economic literature which says that for almost all goods, 

demand increases as price decreases. The reason for the seemingly illogical nature of the 
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Veblen Effect is that high price is an indicator of high ability to pay and in turn, social 

status or prestige. Naturally, this can only apply to goods which have a high income 

elasticity, as such things as basic food and clothing commodities certainly carry little 

social cache and therefore would have little possibility of gaining greater desirability with 

a minor increase in cost. 

 Leibenstein went further with the Veblen Effect, however, and posited that a 

product's price consisted of two different subprices: the real price to the consumer and the 

conspicuous price, which is the price that the buyer thinks other people thinks he or she 

paid for a good (p. 203). Further, the demand for a good used as a means of conspicuous 

consumption is a function of both the real price and the conspicuous price. In highly 

organized markets, these prices might be identical; however, in most cases they might 

differ if a consumer can get a "deal" or discount for a good without anyone else knowing. 

 Please see the Veblen Effect diagram at the end of this chapter on page 29. 

 In a graphical representation, the Veblen effect can be confusing. On the vertical 

axis is price, which can be either real or conspicuous (the horizontal axis is quantity, as 

normal). Each of the downward-sloping demand curve D^1 (followed by D^2 through 

D^5) represent the quantities demanded at alternate prices if all the consumers expected a 

conspicuous price of Pc1 (or Pc2, Pc3, etc...). To obtain Dv, we assume that consumers in 

the market have accurate knowledge, meaning real price is equal to conspicuous price, so 

there is only one point on each demand curve D^1 through D^5 where there is a virtual 

equilibrium point (labeled E^1 through E^5) (p. 203). 

 Again, Leibenstein separated the price effect from the Veblen effect in this graph. 

A decrease in price from P4 to P3 will induce a net decrease in quantity demanded from 
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S to R. Given only a change in real price and no change in conspicuous price, the 

quantity demanded would be T. However, assuming accurate market knowledge which 

keeps conspicuous price and real price equal, the Veblen effect (decrease in demand as a 

result of lower conspicuous price) completely overrides the price effect and pushes total 

quantity demanded to R (p. 204). 

 Leibenstein goes on to note that the Dv curve can be positively sloped, negatively 

sloped, or a mix of both, depending on whether at alternate price changes the Veblen 

effect is greater or less than the price effect. 

 

IV. James Duesenberry 

 Duesenberry was the next to continue "fleshing out" many of Veblen's original 

concepts and ideas which, as mentioned, were slow to stick with many social scientists as 

legitimate and accurate. In 1949, Duesenberry described an effect he called 'the 

Demonstration Effect.' He said that many households, as one buying unit, tended to 

compare themselves with others of comparable lifestyle and economic standing. When 

one household altered their spending habits in a way which tended to increase their 

consumption quality (newer, bigger, better), all the others like it tended to break out of 

their spending habits and emulate the first family. As Duesenberry put it, this could be 

independent of price or income. He also made sure to point out that the frequency to 

which a family would come into contact with superior goods increased as the 

consumption of superior goods by other families they considered increased (p. 27). 

 This, Duesenberry argued, was apparent because personal drive to maintain self-

esteem through consumption and the securing of social status was basic and natural in 
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each person or household, especially in a society where increased quality of life and 

living standards was a clear goal. He went on to say that much of this status-preserving 

consumption was largely lacking in real utility and practical use and was therefore 

wasteful (Mason 1998, p. 102). 

 Duesenberry followed this position with three reasons that people feel the impulse 

to conspicuously consume: first, to "keep up with the Joneses," or in other words, 

maintain a level of consumption equal to that of a peer group with which one identified. 

Second, they consumed conspicuously to preserve social distance between groups of 

lower social and economic status. And third, they conspicuously consumed in order to 

aspire to join groups of higher social and economic status. 

 In a closing statement about consumption and the ineffective nature of additivity, 

Duesenberry said this: "The view that preferences are a matter of individual personality 

alone is certainly untenable. The differences in consumption patterns between societies 

and the similarities within them require us to regard consumption behavior as a social 

phenomenon" (Duesenberry 1948, p. 112). This, like many of the other conclusions of 

theorists before him, was difficult for classical economists of the time period to digest 

and accept. True to form, many were quick to criticize Duesenberry's views, saying he 

placed too much emphasis on the consumption function and indicated that social 

pressures in society were unrelenting (Mason 1998, p. 103). 

 

V. Milton Friedman  

 Among some of Duesenberry's detractors was Milton Friedman, famed economist 

of the 20th century. In his 1957 book A Theory of Consumption Function, Friedman came 
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up with the idea of 'permanent income,' which essentially said that a consumer's 

consumption and savings decisions were informed by his expected permanent earnings 

(Gordon 2009, p. 488). By this, Friedman meant that transitory changes in income would 

not significantly impact consumption over time and that any increase in permanent 

income would slowly shift consumption higher but drastically or all at once. This 

particular perspective proved popular in the field overall because Friedman considered a 

theory of consumption purely in economic terms that were easily quantifiable and gave 

little credence to the idea of interdependent aspects of individual demand. 

 About the same time that Friedman published his Permanent Income Hypothesis 

(PIH), another theorist proposed a similar theory of consumption behavior. Franco 

Modigliani introduced his Life-Cycle Hypothesis (LCH), which said that consumers 

would try to smooth out consumption over their lifetimes as best they could by saving 

over and above their consumption during their working years and then drawing down on 

savings during retirement years, when working is kept to a minimum (Gordon 2009). 

Both are plausible theories explaining the consumption and saving behavior of 

consumers, although neither mentioned the interdependence of demand curves. Despite 

this slight setback in terms of the Veblen camp, the issue of conspicuous consumption 

was far from settled one way or another and Friedman and Modigliani were followed by 

a string of theorists who drew upon the concepts originally put forth by Veblen. 

 As the 1950s drew to a close and the 1960s began, conspicuous consumption was 

in full force and as Mason describes, for the first time there was a sense of the wealthy 

being separated into 'old' money and 'new' money. The former was long-established and 

in many cases, inherited wealth. Throughout the 1920s, the Depression and the Second 
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World War, the old money had spent in a 'circumspect' manner (Mason 1998, p. 107) so 

as to avoid needless attention or disapproval from those suffering throughout those 

periods. Entering the 1950s and into the 1960s, when almost all levels of income shifted 

up by some degree and 'basic needs were met,' conspicuous consumption took a 

prominent role in social lives of almost all American people, and as John Galbraith put it 

bluntly, "the rich have become more numerous [so] they have inevitably become a 

debased currency" (Galbraith 1958, p. 74). 

 

VI. John Galbraith 

 In 1958, John Galbraith published a book entitled The Affluent Society where he 

outlined trends he saw as particularly damaging to the social, political and economic 

standards in American (Heilbroner 1989, p. 368). This would be the first of many books 

published by Galbraith making bold statements about Americans and their contented, 

capitalistic, carefree lives. Consequently, almost all of his works have drawn considerable 

criticism for their lack of demonstrable rigor or hard data in order to prove his 

controversial points. Robert Heilbroner, one of many who have critiqued the book, 

explained that one of the problems with Galbraith's claims is that many are purely 

observational and are indeed difficult to quantify (p. 374). Even so, one would be hard-

pressed to claim they were outwardly false or completely based outside of reality and, as 

a result, The Affluent Society along with many of his other books are often cited in 

political economy courses as well as in debates about consumer behavior and the 

consumer-producer relationship. 
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Galbraith's book covers several topics. One of the most well-known sections is 

passage where he criticizes the idea of conventional wisdom, stating that its most 

important factor is not its truth but its acceptability (Galbraith 1958, p. 6). He also says 

that there has been a shift from concern with public welfare and public goods to a 

overarching interest in self-achievement, self-improvement, and consumption of goods 

which convey social status to one's counterparts on behalf of the carrier or owner. 

Galbraith described this shift in terms of beautiful homes and luxurious cars next to 

potholed roads and a collective disinterest in paying for public works projects over 

improvements to one's individual environment.  

 In addition, Galbraith described a phenomenon he called "the Dependence Effect" 

(p. 124) in The Affluent Society. He asserted that consumer sovereignty was no longer 

operating and that producers were no longer responding to the tastes of the consumer. In 

the past, the producer based what it made and sold every quarter on focus groups and 

predictions about trends in consumer behavior, as well as learned mistakes from previous 

quarters' sales. Instead, in this new dynamic, producers were creating those trends and 

behavioral patterns through advertising in order to create demand for their products.  

 Galbraith's point was to clarify the consumer-producer dichotomy and say that 

American consumers buy things they think they need, things they think others expect 

them to purchase and have, or things that are 'in style,' all of which are informed by 

television and print media advertising that appealed to the emotional or idealistic 

sensitivities of American consumers.  

 This particular view both validated conspicuous consumption as a real identifiable 

social force and placed substantial emphasis and power in the hands of producers and 
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advertisers. Considering the classic view of advertising, that it often provides little useful 

information and may be a inefficient use of resources (Case 1999, p. 341), most 

economists didn't validate this view of Galbraith's in the least. For this he remained an 

anomaly in the economics field until his death in 2006. 

 In 1960, a social psychologist named Woods published a paper that echoed many 

of the claims of those before him, including Galbraith. He said that purchases were made 

not for rational reasons but mostly for irrational reasons, of which he gave two: affective 

appeal, meaning they were bought impulsively for physical product qualities like color 

and design, and symbolic appeal, which he described as "emotional behavior generated 

by thinking about the meaning of a product purchase rather than the function of the 

purchase - the perceived prestige of ownership comes to be more important in bringing 

about a purchase than the function which the product would serve" (p. 17). Woods 

rehashed some concepts which had already been put forth (about purchases being made 

for reasons other than pure preferences) but also supported Galbraith as well (in saying 

that purchases had a meaning which was informed by advertising and social influences). 

 

VII. Kelvin Lancaster 

 The next major contribution to the discipline came in the form of Lancaster's 

"three new assumptions" in his 1966 article A New Approach to Consumer Theory. his 

three assumptions were: (1) a good didn't per-se possess utility. Rather, it possessed 

characteristics which gave it its utility. (2) A good would in general possess more than 

one characteristic and many characteristics were typically shared by more than one good.  
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and (3), combinations of goods could possess characteristics different to those offered by 

the same goods separately (p. 134). 

 As Mason mentions, although Lancaster showed no enthusiasm for adopting a 

more heterodox view of consumer demand, his 'revealed preference' model did offer a 

potentially more constructive framework for analyzing the nature and consequences of 

interpersonal effects on preference formation. In particular, the concept of products as 

bundles of characteristics could have been extended to include such elements as prestige, 

high price, snob value, social visibility or the consumption of others as relevant factors 

which in many markets had become notable influences on purchase decisions after 1950 

(Mason 1998, p. 118). 

 Lancaster's characteristics and utility perspective could account, as Mason 

touched on,  for the relative interchangeability of goods that share similar utility-bearing 

characteristics, even if they are slightly different in some negligible way. We will return 

to the topic of Lancaster and his Attribute Analysis theory later in the paper. 

 

VIII. Others 

 To take the idea of clustered consumption to a social level, Hayakawa and 

Venieris (1977) proposed two additional axioms. First, that social groups existed with 

distinct lifestyles and associated clusters of wants; second, that a consumer as a function 

of his social status identified himself with and emulated a social group (p. 603). They 

also said that in the short run, individual's desires were predetermined by the relevant 

reference group and were relatively stable. In the long-run, the desired bundle would 

change in unison with the reference group changes. On an individual basis, it was also 
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possible for individuals to have a shift in social status which would be accompanied by a 

change in reference group identification (p. 612). Part of their argument for consideration 

of reference groups was that, given a look at any modern advertising campaign, the 

appeals were almost always directed at the attractiveness of a reference group over the 

distinct qualities of the product in question. 

 In 1977, Becker and Stigler published a study claiming that the commodity 

produced by fashion goods was certainly social distinction, which in and of itself had 

stable demand. It was the goods themselves, the vehicles of style, which had unstable or 

unpredictable demand, as trends were quick to come and go and brands had boom and 

bust periods. Therefore, they said, the demand for social distinction in goods could be 

analyzed purely in terms of price and income effects and changes, the two most basic 

behavioral factors of economic decisions (p. 89). This view emphasized the stability of 

demand for the intangible commodity of style rather than the brand or the particular  

good itself. 

 Stigler and Becker went on to say that, ceteris paribus, when a one's income 

increases, one's demand for social distinction increases, which can be achieved in part 

through the purchase of fashion commodities and goods. Consequently, if the consumer 

had an average income elasticity of demand for distinction, that would imply a high 

income elasticity of demand for fashion or other distinction-producing goods, which is 

consistent with the classic judgment that fashion is a luxury good (p. 88). 

 They go on to make a point about how the commodity of distinction is relatively 

finite and that any increase in one person's distinction lowers the collective distinction of  
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all other people, explaining the need for those subscribing to the fashion trends to 

conform to new fashions on a regular basis. 

 In 1991, Solomon and Buchanan built upon the original "consumption 

constellation" work done by Solomon and Assael in 19877 by looking specifically at the 

urban "yuppie" as a social role which informed consumption of a variety of products. 

They examined consumption of upscale magazines, credit cards, upscale ice-cream, 

luxury appliances, foreign cars, foreign wines, urban sports and upscale television shows 

in objectively defined "yuppies" versus in the general population. Their findings showed 

that there were significant constellation effects in the yuppie set (p. 102). 

 Building on this idea of grouped consumption, I think of modern fashion items. 

Despite many people's insistence that their personal adornments be expensive (or at least 

that the conspicuous price seem expensive) and convey some sort of prestige, what the 

brand is or what functional style of bag or shoe it is relatively unimportant. Similarly, 

many people are concerned with the "total package" effect (i.e., a constellation 

consumption set) over just one or two items which they feel convey prestige and status. If 

someone is hoping to emulate the wealthy by purchasing an expensive handbag (or 

manbag)8, the effect is ruined when the emulator emerges from a typical, everyday car or 

wears typical everyday shoes. In this way, having the bag, the shoes, and the car helps to 

solidify the overall recognition of status and most likely provides higher utility overall  

 

 

                                                 
7 "Consumption Constellation" is defined as a cluster of complementary products , specific brands and/or 

consumption activities associated with a social role. Buchanan 1991, p. 97 
8 Men are no longer excepted from the luxury goods marketplace, where male-oriented products are just 

as popular as female-oriented ones. 
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than each of the goods separately. Stop by your local Starbucks Coffee and observe these 

concepts in effect.9 

 As Mason points out, the years following the 1977 Stigler and Becker paper saw a 

great shift in attention from the generic status-conveying commodity to the specific brand 

name and image which more precisely conveyed social status and image (Mason 1998, p. 

131). As a natural progression, the things which formed the bundle of status-conveying 

goods in the previous years tended to become the base consumption level for a much 

wider range of consumers, stripping them of their prestige value, at least in part (p. 131). 

 After having viewed the conspicuous consumption market in terms of durables 

and goods which conveyed status regardless of brand, the next step in conspicuous 

consumption was the purchase of fashion items and accessories which bore the name of 

any number of famous fashion designers and which were readily available to and 

popularized by younger people with disposable income to buy such things. As Mason 

suggests, in the early 1980s the era of brand image and the designer label had arrived  

(p. 131). 

 In Bocock's 1993 book called Consumption, he had the following to say about 

these new symbols: "The status symbols of earlier generations have become increasingly 

unable to convey their former meanings, as the names of the high-status fashion houses 

appear on the clothing and body accessories, which are purchased by anyone who can  

 

 

                                                 
9 My point here is that Starbucks coffee may be seen by status-conscious consumers as just one of many 

commodities which they consume in order to convey status and prestige. In all likelihood, given that 
assumption, one would likely see some patrons of the coffee-house wearing high-end fashion items or 
driving an upscale automobile, both of which are closely associated with status 
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afford them and who wishes to purchase them. Everyone who has the money may buy top 

designer labels under these conditions, regardless of their occupation or social status."10 

 Bocock's quote adequately summarizes the direction that high-fashion status 

goods have gone in the past several decades, and especially of late. Fashion (and 

therefore status), seen as an exclusive club of insiders with knowledge of what to buy and 

where to get it, has shifted to a realm where almost anyone can purchase and participate. 

If not fully decked with the latest ready-to-wear and accessories, most people can 

realistically participate with just a piece of the magic.  

 Naturally, with more accessible prices ($300 for a wallet verses $3000 for a 

custom-made luggage item) come more consumers willing to buy a piece of the dream. 

Consequently, goods that bear the name or logo of a brand but which are at an accessible 

price for anyone wanting to cross that social threshold are the "meat-and-potatoes" of 

many high-fashion brands...they are the cash cows and they allow the brands to thrive.11 

 An appropriate closing statement about the status of the literature at this point 

comes from Alan Shipman in his 2004 paper: "If the acts of buying and consuming yield 

utility in themselves, it may not matter if what is bought and consumed has little or no 

practical value" (Shipman 2004, p. 278). Certainly, economists care greatly about the 

efficiency of what is produced and consumed in the product markets, but in the end, it 

seems as if the trend of consumption of products for reasons almost entirely removed 

from their intrinsic qualities is fading away and may be moving toward the next true 

realm of conspicuous consumption, where wealthy consumers invest in cultural and  

 

                                                 
10 Bocock (1993) 
11 In some instances, the profit margins of handbags (which require no sizing or alteration) can be up to 13 

times their production cost. See Thomas 2007, p. 168 
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experiential capital that isn't wasteful and isn't nearly as easily attainable by the masses. 

As Shipman puts it, a shift from "waste" to "taste" (p. 279). 
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Chapter 2: Luxury Goods and Lancaster's Attribute Analysis 

 

I. Lancaster's Three Assumptions 

 In 1966, Kelvin Lancaster published an article in which he proposed a different 

way of measuring the utility of a good and analyzing consumer decisions. Neoclassical 

approaches assume that a good has a given level of utility and consumers either choose to 

consume it or do not; neoclassicists do not ask why (Douglas 1982, p. 49). Lancaster 

proposed three new assumptions about goods and their utility (Lancaster 1966, p. 134). 

They are: 

 (1) The good, per-se, does not give utility to the consumer; it possesses 

characteristics, and these characteristics give rise to utility. 

 (2) In general, a good will possess more than one characteristic, and many 

characteristics will be shared by more than one good. 

 (3) Goods in combination may possess characteristics different from those 

pertaining to the goods separately.  

 In his opening paragraphs, Lancaster mentions that a meal, treated as a single 

good, possesses multiple characteristics like flavor and aesthetic value. Similarly, a 

dinner party, by definition a combination of two goods (a meal and a social setting), may 

possess nutritional, aesthetic and perhaps intellectual characteristics different from the 

combination obtainable from a meal and a social gathering consumed separately. His 

point was to say that even the simplest consumption activity is characterized by joint 

outputs and that while as a good it may seemingly be unrelated to other goods, it may 

indeed be related to them in the context of attributes (p. 133). This perspective both 
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greatly widens the ability to understand and explain consumption of goods while also 

leaving little to constrain the definition of a good.  

 The essence of Lancaster's first principle can be summarized in one of his 

examples. Classically, a red Chevrolet and gray Chevrolet are either the same commodity 

(ignoring a potentially relevant choice factor) or completely different commodities (and 

are not close substitutes). Lancaster claimed that both items could be represented by 

satisfaction vectors differing only slightly, in this case by color. By that method, the 

choice situation could be carried out in the same manner that regular consumers approach 

it every day (p. 134).12  

 Lancaster stressed the importance of moving to 'multiple characteristics' in order 

to properly represent the numerous intrinsic qualities of most consumer goods. After all, 

you don't buy strawberries purely for their taste, their color or price, but rather a 

combination of the three. 

 Several decades after Lancaster's original papers, Evan Douglas published a 

textbook which better explains the "new theory of demand." He summarized the attribute 

analysis approach as a more direct way of looking at consumers' demand for goods 

because it was the characteristics themselves consumers were after, not the products that 

provided them. In that vein, to better integrate marketing and economic applications of 

consumer choice, one might use the Lancasterian Attribute Analysis to ascertain the 

specific characteristics desired by consumers, how they perceive products' ability to 

provide those characteristics and then how marketing and other methods might change 

consumers' perceptions of products and how market shares might change as a result. 

                                                 
12 In order for the analysis to be carried out for durables like automobiles, where only one will be purchased 

at a time, it is necessary to assume that the consumer is contemplating a number of vehicles that are of 
essentially equivalent price. 
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Further, he said that given a desired set of attributes and knowledge of the goods that 

provide those attributes in the appropriate quantities, economists could still choose the 

combination of attributes which maximizes the consumer's utility (Douglas 1982, p. 51), 

just as had been done using neoclassical methods. 

 

II. Product Rays in Attribute Space 

 In order to visually represent two or more competing products and their respective 

levels of two characteristics, Lancaster used "product rays" in "attribute space" instead of 

product space.13 A two-dimensional graph was the basis for this representation and the 

explanation is straightforward. In a example involving restaurant choices, Douglas 

compares six restaurants each with varying "ratings" for two given attributes: exotic 

atmosphere and haute cuisine (Douglas 1982, pp. 52-54). Figure 3-1 is reproduced from 

Douglas' text for your convenience. 

 See Figure 2-1 at the end of the chapter on page 46. 

 As you can see, each restaurant is represented graphically by a ray from the origin 

with the ratio of atmosphere to cuisine as its slope. In the extreme case, Restaurant A 

provides 89 utils14 of desirable atmosphere to 22 utils of desirable cuisine (giving it the 

highest slope with a ratio of 4.05:1) for one meal. Alternatively, Restaurant F provides 10 

units of atmosphere to 77 units of cuisine for one meal, giving it the flattest product ray 

with a ratio of 0.13:1. Naturally, given this particular consumer's desire for both a 

delightful atmosphere and inspiring cuisine, Douglas assumes that the consumer will 

                                                 
13 Looking at only two attributes is the simplest way to model this type of analysis if you're using a two-

dimensional diagram. 
14 I have used "utils" instead of "units" because this is for 1 meal only, so it is a per-unit measure (per 

meal). 
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spend his or her restaurant budget on one or more restaurants which will provide the most 

of both attributes at the lowest cost.  

 This consumer's optimal bundle of goods is subject to a budget constraint and the 

per-unit prices of the goods in question. For this case, the consumer faces a restaurant 

budget of $100 (M) and per-unit prices ranging from $18.95 to $27.30 for each of the 

restaurants. The consumer can therefore afford a bundle of goods which is subject to the 

following equation: 

 PxX + PyY < or = M 

 This means that the price of good x (Px) times the number of units of good x plus 

the price of good y (Py) times the number of units of good y must be less than or equal to 

his budget (M). In this case, good x and good y can be any two restaurants at which this 

consumer chooses to consume meals. With $100 allotted to restaurant spending, the 

consumer may choose to go to any of the restaurants roughly 4 times, hence Douglas' 

plotting of the product rays out to about the 400 util mark on the graph. 

 On the graph, points on each of the product rays A through F are placed to 

indicate the budget constraint. The line joining points A through F on each of the rays is 

known in this analysis as the "efficiency frontier" in attribute space (p. 54). As Douglas 

describes, the consumer can choose any point on this line, even if it falls between two 

rays by consuming a combination of goods. The frontier is called efficient because a 

rational consumer (one maximizing his utility subject to an income constraint) will 

choose an attribute set on the frontier, thereby spending the entire budget and deriving as 

much utility as possible, instead of one inside it, which would represent spending less 

than total budget and getting less than possible utility (p. 55). Given a set of indifference 
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curves which express a particular marginal rate of substitution between the two attributes, 

one can determine the optimal combination of the two attributes for the rational utility-

maximizing consumer. 

 See Figure 2-2 at the end of the chapter on page 47. 

 In this case, indifference curve I* maximizes utility, tangent to the efficiency 

frontier at point R. As you can see, this consumer has chosen a bundle which falls 

between product rays, meaning the consumer will mix the two products that the chosen 

bundle lies between (in this case Restaurant D and Restaurant E). This means the 

consumer will have to consume some amount of Restaurant D and then switch to 

Restaurant E although when and in what order is entirely variable, just as long as the 

consumer reaches point M after having spent $100 between the two restaurants. 

 This is a simplistic example, only pertaining to two desired attributes in a market 

of only a handful of possible product choices. In reality, there may be many more desired 

attributes and as Douglas remarks, "if the consumer desires n attributes, as many as n 

products might be required to provide the optimal combination of attributes" (pp. 56-57). 

Cars are a good example of products that provide an array of attributes in a variety of 

combinations and which tend to require much weighing and considering before purchase. 

Of course, the purchase of a car is usually a more serious, more costly decision than a 

restaurant dinner and usually people only purchase one car at a time, making them 

effectively "indivisible," restricting the consumer to the nodes (along rays) on his 

efficiency frontier (p. 57).  
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However, with regards to luxury goods, because they generally require relatively 

less of a commitment than cars and can be mixed in order to obtain multiple attributes, 

the analysis for indivisible goods will not be discussed further. 

 

III. Changes in Perceptions vs. Changes in Tastes 

 Another advantage of the Lancaster Attribute method over neoclassical 

approaches is its ability to distinguish between changes in perceptions and changes in 

tastes for an attribute. The first refers to how much of a given attribute the consumer 

perceives to exist in each unit of the product in question. A change in perception can be 

represented on the efficiency frontier graph as a shift in one or more of the rays or a shift 

in the frontier itself. A change in tastes refers to the amount of utility that the consumer 

expects to derive from each unit of the product and is visually represented by a shift in 

the indifference curves (Douglas 1982, p. 65).15 If something happens that makes the 

consumer perceive the existence of more or less of an attribute in a product than he may 

have originally thought, then for the same price as before the consumer has the possibility 

of getting more of a utility-bearing attribute for his or her money by purchasing more of 

the product in question or by beginning to purchase it.  

 See Figure 2-3 (based from Douglas’ text) at the end of the chapter on page 48 for 

the graphical representation of such a shift in perceptions. In this case, there are three 

bags of differing brands with an initial efficiency frontier that maximizes utility at point 

C, using indifference curve I0. After a change in the perceived level of 'status' in Brand B 

bag (keeping an identical level of 'trendiness') the consumer now maximizes utility at 

                                                 
15 A consumer's indifference curves shift because of a change in marginal rate of substitution (MRS), 

which reflects the consumer's preference for one attribute relative to another. 
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point B'. The frontier has shifted to reflect the altered perception of the status provided by 

brand B. Remember, the frontier is based on what the consumer perceives to exist in each 

unit of a product. Provided new information or a particularly persuasive advertising 

campaign, the consumer now believes that he or she can get more total of the status 

attribute with no change in prices or budget. The highest possible point on the  

brand B ray shifts out to B'; the frontier therefore shifts as well to illustrate the  

change in perception.  

 As a result of such a shift in the efficiency frontier, the consumer shifts total 

consumption from brand C only to brand B only. It may be that the consumer plans to 

purchase only one bag and is therefore restricted to one the nodes on the product rays. In 

the case where the consumer was buying multiple units, he or she may choose to 

consume some of each brand. It could also be that the consumer is already purchasing 

multiple units and simply prefers all brand C at the original efficiency frontier and all of 

brand B at the new frontier.16 

 In a neoclassical approach, after a consumer’s shift from one good to another,  

one could only assert that the consumer's tastes had changed, for one reason or  

another; whether for perceived characteristic reasons or actual taste changes would 

remain unclear.  

 In the case of luxury goods, it seems plausible to say that changes in perceptions 

and perhaps changes in tastes may have collectively taken place over time and increased 

the American appetite for such items. Advertising campaigns in magazines and on the 

Internet, word-of-mouth recommendation and images in film or television certainly may 

                                                 
16  What would tell us more about her behavior would be her budget constraint and the per-unit prices of 

each of the goods. 
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have played a part in our society's interest in and perception of luxury goods as providing 

endless amounts of status.  

 Advertising in general has been called "the most potent influence in adapting and 

changing our habits and modes of life, affecting what we eat, what we wear, and the work 

and play of the entire nation" (DeBono 1985, p. 586). Further, it "dominates the media 

and has vast power in the shaping of popular standards" (p. 586). Given its apparent 

influence, which often makes appeals to the image or quality of a good and the 

importance of image and quality in the success of luxury goods (or at least in theory), one 

could assume that advertising does have some effect on a consumer's perception of the 

attributes present in a good and how much of each attribute there is. 

 

IV. Attributes in Luxury Goods 

 The research on luxury goods seems to indicate that the associated attributes 

include social status, prestige, style, uniqueness, value, and quality (Johnson 1999, p. 3), 

although which brands and goods provide these varies. When comparing luxury 

briefcases from, say, Tumi and Montblanc, one may find that they provide different 

amounts of some of the same characteristics while also having some characteristics that 

are unique to each. The Tumi briefcase may provide less status, less prestige and less 

uniqueness while providing more value and possibly more quality, as it is produced of 

ballistic nylon which wears better than the leather of the Montblanc. Conversely, the 

Montblanc briefcase may be more sleek and impressive, bestowing more status and 

prestige upon its carrier. In any case, the consumer in question would have to weigh his 

or her preferences for each of the attributes and then decide which bag (or both, if his or 
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her budget allows) is appropriate for his or her purposes and provides a suitable amount 

of utility.  

 The above example could be replicated for decisions even between goods within a 

particular brand. In that case, a consumer might compare a Gucci logo-covered canvas 

handbag (conspicuous), which would carry a lower price relative to a non-logo-covered 

leather handbag (with less conspicuousness and a significantly higher price) both of 

which provide differing levels of some of the attributes listed above. In fact, 

conspicuousness may be seen by some consumers as a direct attribute rather than an 

indirect one in the choice between an item that visibility displays a logo and one that does 

not within a given brand. 

 In other words, while status may be one desired attribute in luxury goods, some 

consumers may approach the decision also considering the pure conspicuousness of the 

product as a desirable attribute which may in itself, independent of status, provide utility 

to the consumer. Status may be a secondary effect of the conspicuousness of a product 

which matters to some but not all consumers. This would represent a more purely 

Veblenian definition of conspicuous consumption, which doesn't necessarily assume the 

pursuit of status, but rather simply the desire to signal wealth. 

 Of course, all of these examples assume an understanding that people are still 

consuming, at a basic level, for the purposes of subsistence (in the case of the restaurants) 

or for functional usage of a bag or satchel (in the case of luxury fashion goods). Those 

more primary motivations for such purchases are implied and are previously explained in 

the neoclassical theory of consumer choice. The Lancaster Attribute Analysis assumes 

the presence of those aspects but adds a secondary layer of analysis which allows for a 
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better understanding of consumer choice between brands or products which otherwise 

might be seen as entirely different commodities or identical products, neither of which 

are particularly fruitful in explaining realistic, modern consumer choices. 

 

V. Status in Luxury Goods 

 Status as a desirable attribute in consumer products has been shown to be a 

motivating force behind the consumption of luxury items, at least empirically for a 

handful of product categories. In a study done on women's cosmetics, Chao and Schor 

(1998) found that in product categories that are readily visible to others (in this case, 

lipstick), purchasing of brand-name products at a higher cost was significantly more 

prevalent than in categories that aren't as publicly visible (facial cleanser) (Chao 1998).  

 To connect brand-buying behavior to status motivations, they also found that 

there was zero difference in quality across the range of lipsticks, leaving very few other 

explanations for the purchase of the higher-priced, publicly-visible items other than for 

status reasons. Of course, one could argue that Chanel is the only brand to produce a 

specific shade of lipstick and that simply in the pursuit of the 'perfect shade,' consumers 

decided to pay the price premium, ignoring the status attributes of the product. However 

that explanation wouldn't hold across any significant number of consumers unless they 

were all consuming the same shade of lipstick and for the same reason (its uniqueness).  

 Chao and Schor found ambiguous results for those products in the middle of the 

visibility range (mascara and eye shadow), so placed because they have some chance of 

being seen in public but not nearly as much as lipstick, which can be carried and re-

applied as needed throughout the day, often in public areas (Chao 1998, pp. 117-121). 
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The results of Chao and Schor might lead one to make similar assumptions about the 

luxury handbag market. The visibility of handbags over other luxury goods is especially 

high and although there may be quality differences, any difference in items past a certain 

price point would probably be negligible. 

 Many theorists and researchers have claimed that the display of status and wealth 

can be done through the purchase of luxury fashion goods, primarily because they are 

more easily attainable than other signals of status and wealth, like automobiles and 

homes, as they are visible, portable and easily identifiable as one brand or another to 

relevant others.17 

 With regards to Lancaster's other original assumptions, there is also evidence to 

support the assertion that many people consume goods in bundles, which may provide 

them with more overall utility than the goods would otherwise, on their own. 

Consumption Constellations (Mason 1998, p. 133), as proposed by Solomon and Assael 

(1987), seem plausible in the context of status-seeking consumer behavior. In a study by 

Solomon and Buchanan (1991), meant as an empirical exploration of consumption 

constellations, buying behavior was studied in relation to social roles rather than 

attributes, which makes the results both informative and ambiguous for this argument. 

Nonetheless, they found that there was significant correlation between those who self-

identified as urban "yuppies" and the brands they consumed across a number of product 

categories, which ranged from ice cream to cars (p. 102). Although this conclusion 

doesn't explicitly make reference to status consumption, it wouldn't be outside the realm 

of possibility to say that those seeking a common attribute like status, who some may 

argue is exactly what "yuppies" do, would consume a variety of goods in bundles, all of 
                                                 
17 For further reading, see Mason (1981), Chao & Schor (1998), and Bagwell & Bernheim (1996). 
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which contain some level of status. There are ice cream brands which are expensive and 

made with "the best and the purest" which might go perfectly with a bottle of French 

wine and designer bowls and glasses. 

 Working off of Lancaster's assumption that goods possess multiple attributes and 

that some attributes may be found in a number of goods18, there is evidence to support 

the claim that luxury goods possess characteristics which are favorable to consumers. 

Dubois and Laurent (2003) found that luxury goods may be perceived as being luxurious 

because they have one or more of several attributes including quality, rarity, price, the 

use of the five senses, history/tradition and usefulness/futility.19 They didn't explicitly 

find "status" as an attribute of luxury goods; however, it isn't too far-fetched to assume 

that most of the attributes listed are often indicators of status. Further, assuming that the

is more than one product category and brand that provides these attributes, it isn't 

outrageous to suggest that luxury consumers seeking such attributes will derive them 

from a variety of prod

re 

ucts and brands. 

                                                

 

VI. Dual Choices 

 In the case where status is an attribute in a number of luxury goods, one could say 

that the primary decision to buy a luxury handbag is a separate, status-motivated decision 

from the secondary choice between brands of luxury handbags, which may be based 

mainly in minute aesthetic details. This secondary decision may functionally return our 

consumer to a more classical choice set which is free of status considerations. In other  

 

 
18 I am assuming that "goods" can be used to describe different brands of a given product category, not 

simply different product categories. 
19 Chiari, p. 6 
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words, the common denominator is status, which will be gleaned regardless of minor 

details regarding the bag itself.  

 Assuming that a wealthy consumer had little doubt about the decision to purchase 

a high-end timepiece but rather had uncertainty about which brand or what style, one 

could assume that the initial decision was status-fueled and that he or she took into 

account the fact that whether it be a Rolex timepiece or an Omega, both would provide 

some level of status and the decision to buy one or the other would ultimately come down 

to various minute differences in the features or aesthetics of the watches. The consumer is 

still making a status-induced purchase, but when comparing horizontally among 

consumers of similar incomes, one may see fewer "to consume or status or not" and more 

"status is assumed, now what color?"  

 This primary and secondary choice setup may indicate one reason why luxury 

department stores have done so well. They provide a variety of goods which all convey 

status, to some degree (depending on their visibility), so the choice to shop there and 

spend money there is the choice to consume status. Once inside, what goods are utilized 

as status-vessels are largely dependent on personal tastes, since almost anything a 

consumer chooses will be status-bearing. The shopping bag you get with a $50 cosmetics 

purchase and the one you get with a $600 shoe purchase are one in the same. 

 

VII. What is Really Being Purchased? 

 Another way to understand Lancaster's third assertion is by looking at the total 

experience of purchasing a luxury product. For most normal goods, the purchase process 

is functional at best and provides little over and above the qualities of the good itself. In 
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contrast, luxury goods are sold through glossy facades and over shiny counters. There is 

the process of choosing and trying-on. The buyer chats with a sales associate, who 

typically spends more time advising and making pleasantries than your average clerk at 

Home Depot.  

 Further, many luxury boutiques offer drinks or refreshments during the purchase 

experience; I myself have been offered water and soda at a handful of luxury boutiques. 

Further, many VIP clients (those who spend a set amount of money per year at a given 

boutique) are offered "freebies" for their patronage...which can range from samples of 

cosmetics or fragrances to scented candles or other home-decor/ambiance items. To 

finish off the experience, the goods are wrapped in delicate tissue, packed into a sturdy 

box, and placed in a thick, glossy shopping bag bearing the name or logo of the store 

brand. All of these things, plus the seasonal cocktail parties that are thrown every so often 

for clients to come in and peruse new collections and the personalized service from sales 

assistants, who wouldn't hesitate to call their best customer about new shipments, boost 

the "value-added" aspect of shopping at a luxury boutique. VIP client lounges are also 

becoming more widespread in luxury boutiques, especially in Asia where because so 

many people purchase luxury goods20 that the truly status-conscious must further 

differentiate themselves. These lounges are access-restricted and often require some form 

of membership (based on money spent in a given period).  

 In this sense, the experience of purchasing a designer item is not only the 

enjoyment of the good itself but also the personal attention, the friendly conversation and 

the often beautiful presentation of the good. Of course, they are taking your money and 

making an enormous profit...the least they can do is offer up a glass of water. 
                                                 
20 Dana Thomas estimates that one in five Japanese women owns a Louis Vuitton product 
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 When you purchase a $1,000 bag, you are not only purchasing its leather, silver 

hardware and excellence of construction21, you are also purchasing an experience which 

adds to the justification for the price and to the allure of that boutique and brand. 

Lancaster might argue that the bag consumed alone, without all of the hoopla, would 

provide less utility than it would with the excitement of the store experience and its perks. 

All of the attributes of the buying procedure are worthwhile to the luxury consumer and 

evidence of that might support Lancaster's third claim. 

 By Lancaster's definition, a luxury "good" could be the handbag itself, with the 

perks and excitement of the purchase experience or it could be the experience itself, 

which just happens to include a tangible product. Although the latter seems far-fetched, I 

wouldn't go so far as to discount the very complex motivations for luxury shopping by 

those who have seemingly endless streams of money and for whom money and things are 

never enough. Further, one could assert that the common pastime of window-shopping, 

or getting a free make-over (but not purchasing), that a consumer is enjoying just a 

portion of the luxury buying experience that is so enjoyable. 

 The Lancaster Attribute Analysis is useful in more accurately identifying what 

motivates the purchase of luxury and other non-essential goods. There are aspects of both 

the product and the  experience that add to the overall value of the purchase, such as 

status. Unfortunately, this approach lends itself to greater fluidity of the definition of a 

"good" and it can sometimes prove to be very difficult to pinpoint all of the reasons why 

people purchase luxury goods. And, all of the measures of perceived value and tastes for 

such attributes are subjective, meaning they depend greatly on the consumer. 

                                                 
21 Whether high-priced bags are consistently produced at higher quality is debatable. Inevitably the 

inflated cost will be reflective of other factors, namely brand image costs rather than labor or materials 
costs. This may vary depending on what brand is being consumed. 
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 In any case, one of the greatest barriers to empirically testing these hypotheses 

and theories lies in getting information about the motivations for purchasing luxury goods 

from the consumers themselves, which is a complex problem as many may not feel 

comfortable admitting that they purchase luxury goods explicitly for status reasons, at 

least in part. For that reason one can only infer, based on more indirect observation, the 

exact motivations driving the consumption of luxury goods. Nevertheless, even with a 

dearth of empirical evidence, most of the American public observes or partakes in status 

consumption every day and can see for themselves the kinds of trends that have emerged 

over the past several decades. 
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Chapter 3: Neoclassical Methods 

Section 1 - Perspectives 

 

I. Intro 

 In the Neoclassical tradition, consumers are seen as utility-maximizing in their 

purchase of goods and services, subject to an income constraint. They want to purchase a 

bundle of goods and services which provides them with the highest possible level of 

utility, given stable tastes, while staying within their budget. Usually, the easiest way to 

model such a situation is to pare down the variables such that consumption can be viewed 

in a two-dimensional diagram, usually with good x represented on the horizontal axis and 

'all other goods' on the vertical axis.  

 Then, a budget line is created, intersecting the horizontal axis at the point where 

only good x is purchased, which is more specifically, the income (M) divided by price of 

x (Px). Since 'all other goods' doesn't necessarily have a specific price, the price of $1 is 

used, which then makes the vertical intercept simply M. 

 With well-behaved preferences (convex to the origin), the consumer will choose a 

consumption bundle somewhere along the budget line that is perfectly tangent to the 

highest possible indifference curve, providing the highest-possible utility level for that 

income. If income increases, then the budget line shifts away from the origin toward the 

northeast in a parallel fashion (as prices have not changed) and a higher indifference 

curve (and utility level) can be reached. Similarly, if income decreases, the budget shifts 

inward (toward the origin) parallel to the original budget curve and the consumer must  
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fall to a lower indifference curve (and utility level) due to fewer dollars available to 

purchase goods and services. 

 In some cases, with an increase in income, consumption of both good x and 'all 

other goods' increases. In some cases, they both increase but at different rates. And in 

some cases, consumption of good x may fall or stay the same relative to an increase in 

income. All of these situations provide information about the consumer's preferences for 

good x.  

 

II. Cobb-Douglas Preferences for Status  

 There are many ways to quantify preferences and algebraic formulas are easy 

methods to draw a consumer's various indifference curves. The Cobb-Douglas utility 

function is a commonly-used method of quantifying well-behaved consumer preferences 

(Varian 2006, p. 64) as it presents the utility function in terms of two goods (say x and s) 

and gives them each exponential values (the sum of which always equals 1). Importantly, 

in a Cobb-Douglas preference structure, a consumer will always purchase a positive 

amount of goods x and s. For these goods, with these values, the utility function would be 

as follows: 

 U(X,S) = X^(3/4)S^(1/4) 

 As with any consumer decision situation, he or she is subject to a budget 

constraint, which is his or her income (M).22 In this case, that would be: 

 M = PxX + PsS 

  

 
                                                 
22 This assumes all income is spent, which may not be the case in real-world situations. 
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The Cobb-Douglas utility function also implies that constant proportions of 

income will always be spent on good x and good s (3/4ths of M and 1/4th of M 

respectively). In this way, we can rewrite the budget constraint as follows: 

 M = (3/4)M + (1/4)M 

 In turn, we can determine the demand functions for each good. Luckily, Hal 

Varian has done them for us (p. 93), and they are as follows: 

 X = (3/4) M/Px 

 S = (1/4) M/Ps 

 Therefore, for any given M and given prices of good x and good s, we can 

determine the optimal consumption level for each of the goods given these preferences. 

As you can see, Cobb-Douglas utility functions present a fairly straightforward method of 

measuring utility in a clean, simple way. Please see Figure 3-1 the end of the chapter for 

a graph of the Cobb-Douglas utility function:U(X,S) = X^(3/4)S^(1/4) on page 73. 

 In this section, I use the Cobb-Douglas utility function to demonstrate that luxury-

good consumption, which is commonly used as a means to convey prestige and gain 

social status23 can be modeled neoclassically24 under certain assumptions as to what 

constitutes a "good." 

 According to Lancaster's Attribute Theory25, goods in and of themselves do not 

provide utility to the consumer. Rather, goods possess various attributes that provide the 

utility. In the case of a luxury good, "status" is one of the attributes which are thought to 

fuel the consumption of such goods, meaning some consumers are purchasing luxury 

goods not necessarily for their functional value but rather for their ability to convey 

                                                 
23 See Chapter 1 for an overview of conspicuous consumption. 
24 This means that consumers are still utility-maximizing given an income constraint. 
25 See Chapter 2 on Lancaster's Attribute Theory. 
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status. For the purposes of the Cobb-Douglas utility function, one could theoretically 

make "status" good s and all other attributes good x.  

 I posit here that "status" as an attribute present in luxury goods and it provides 

utility to a consumer (as an actual commodity would in the neoclassical sense) and can be 

modeled as such using a Cobb-Douglas utility function where a status-concerned 

consumer spends a specific proportion of periodic income on "status." To be clear, by 

allotting a specific amount of income to status, and status being an attribute available in a 

variety of goods, the consumer with Cobb-Douglas preferences isn't buying a specific 

type or quantity of goods but rather he or she is buying a good or group of goods which 

satisfies his or her predetermined tastes for "status." As usual, the preference for status is 

subject to an income constraint. 

 If his Cobb-Douglas utility function is like the one already mentioned above, 

where status consumption is always 1/4 of total income and all other goods are always 

3/4 of income and the consumer's income is $10,000 per month, then each month the 

consumer would theoretically spend $2,500 on status-laden products, whether they be 

many or few, as long as they provide the correct personal requirement of status allotment.  

 If his income were to change say to $5,000 per month, then the consumption of 

"status" would decrease by the same proportion (half) to $1,250, which is still 1/4 of total 

income. Conversely, changes in price are equally as straightforward although the price of 

"status" is tricky to define. If the status in question was secured through only one type of 

good (where either one or more units of the same good were bought to satisfy the need 

for status), then the concept of price is the same as usual, where it is based on a per-unit 

basis of the good itself. However, if multiple goods are used to secure status, then a 
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change in one of their prices would certainly change the consumption bundle although in 

what way may depend on other factors. Assuming that there was another good which 

provided equal status and was less expensive, the consumer could simply substitute  

that good for the one which increased in price, in order to have the same level of  

status overall. 

 Similarly, the price of all goods that convey status could systematically increase, 

in terms of a luxury tax or consumption tax. In America, luxury fashion goods are taxed 

at the normal sales tax rate of the county and state of purchase. However, a consumption 

tax has been proposed as an alternate way of raising revenue in lieu of the federal income 

tax (Bakija 2008). In Europe, luxury goods carry a VAT (value-added-tax) which makes 

their prices higher than they would be otherwise. Whether the implementation of the 

VAT has significantly changed consumption of luxury goods is not clear. In any case, 

this is not the forum for that debate and so I will leave it at that. 

 

III. Factors of Status 

 To better understand the factors that alter preference for status, I posit here that 

although consumers are still utility-maximizing subject to an income constraint, status as 

an attribute is itself a function of several variables. Those include: conspicuous price (Pc), 

number of other status consumers in the market (n), cultural attitudes toward status (c) 

and income (M). A change in any of these variables could change either what goods are 

purchased in order to procure status or the proportion of total income spent on status (as a 

'good' in the Cobb-Douglas function). 
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 Conspicuous price pertains to the price that a consumer thinks others think he or 

she spent on a particular item. For instance, when a consumer finds a "deal" on an item of 

clothing or a pair of shoes, whether through a seasonal sale at a designer boutique or by 

purchasing at a factory outlet store (where prices are lower as the items on sale are 

usually several seasons behind or weren't big sellers at the regular stores), that consumer 

is theoretically the only one who truly knows the origins of the clothing or pair of shoes. 

If the item in question is conspicuous enough, say sporting designer logos or colors 

prominently, then others around the consumer who possess accurate market information, 

say the typical full-price price of the item, will think the consumer paid that full-price for 

the item and hold the consumer in some higher esteem or respect because of the greater 

sum of money the consume has put into his or her personal appearance than he or she 

might have otherwise (Lichtenstein 1993, p. 242).  

 Obviously, this example breaks down if the others are aware of the sale or deal 

(and therefore possess complete market information), if they aren't aware of or don't care 

about the particular designer (and therefore hold the consumer in no more esteem or 

respect than they would otherwise) or if the product in question is in fact fairly common 

within the reference group and therefore not special or unique (Bagwell 1996, p. 349). 

Nevertheless, it is clear that conspicuous price plays a big part in consumers' perceptions 

of status and their consumption of status-providing goods (Leibenstein 1950, p. 203).26 

Just the sight of the twice-yearly sale at Nordstrom --where shoppers are frantically 

trying on shoes, looking to get a "deal" on a good whose real price and conspicuous price 

will differ considerably-- should convince any nay-sayers of the consideration of 

conspicuous price by status-concerned consumers. Later in this chapter, it will be 
                                                 
26 He said "conspicuous price determines the conspicuous consumption utility of a commodity." 
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necessary to briefly cover the cost of time concept in relation to consumers who go in 

search of "deals" where they try to minimize real price and maximize conspicuous price. 

 Culture refers to a number of societal forces driving the popularity of luxury 

goods and the necessity of status consumption. One very powerful influence on one's 

culture, generally, is the prevailing attitudes in one's relevant reference group regarding 

the purchase of good and services in order to obtain status. If someone grows up among a 

wealthy clan, whether they be friends, relatives or both, the personal taste for a certain 

level of status consumption may be higher than it would be otherwise.27  

 Otherwise, it isn't out of the question to also assume that popular media has a 

significant effect on a culture's collective taste for status-bearing commodities and 

perceptions of which goods provide that status. Reality TV shows, which downplay any 

notion of scripting or product placement certainly might weigh on the perceptions of 

some younger viewers who think that the Real Housewives of Orange County, a reality 

television show spun off Desperate Housewives, the ABC drama, is in fact representative 

of normal life for teens and adults in Southern California. They all drive BMWs and shop 

at boutiques for $300 jeans. Similarly, celebrities and musical talents are virtually 

expected to dress a particular way and don themselves with designer fashion goods, 

which is like giving free advertising to the brands they wear. In any case, cultural factors 

and the media that influence accepted popular culture certainly play into the taste  

for status.  

 

 

                                                 
27 Wong  & Ahuvia (1998) have suggested that in certain cultural settings, one's clan has a considerably 

impact on attitudes about consumption for status reasons 
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 Status is also function of the number of other status-seeking consumers in the 

marketplace as evidenced by the snob and bandwagon effects proposed by Leibenstein.28 

If the consumer in question operates as a snob in the economy, he or she may necessitate 

a greater level of status overall (i.e., greater taste) in order to distance him- or herself 

from the crowd of status-seekers who require comparatively less status. Or, instead of 

changing the share of total income dedicated to status, the consumer may purchase 

different items which provide the same amount of status but which may be of higher 

quality or be less based in trends and fads. For instance, the consumer may require a 

given amount of status which can be achieved through quantity over quality of a certain 

type of good, say Gucci loafers, priced at around $500. However, if there are a significant 

number of others in the economy also consuming the loafers in question, the product may 

lose its perceived comparative status value and the individual snob consumer may choose 

to switch to another good (fewer in quantity) which provides the same level of status as 

the numerous popular items. This choice to use up the entire income allotment on say a 

pair of John Lobb loafers, which are priced starting at around $1,000 a pair regarded as 

being of considerable high quality, may turn out to be a better investment in the  

long-run anyway. 

 Alternatively, if the consumer operates under the bandwagon effect, he or she may 

too increase status in response to others in his reference group increasing their own 

consumption of status-bearing luxury goods. As you can see, number of others in the 

market can affect both the taste and perception of status, depending on what scale is used 

(individual item or market in general). 

 
                                                 
28 See Chapter 1 for coverage of Leibenstein's three effects. 
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 And the last variable that affects taste for status is income. Neoclassical theory 

suggests that as income increases, expenditure on all goods and services increases as 

well, although at varying rates. How income affects status consumption is not entirely 

clear. In some cases, it may increase as a result of increases in income due to career 

achievement. Typically, career achievements are based at least in part to personality and 

respectability in one's field of work. In many fields, including law, business and of 

course, fashion, there are expectations of a certain level of personal grooming and 

appearance and those expectations alone may force a consumer to increase his or her 

level of status consumption through purchase of expensive clothing or ostentatious 

personal adornments (jewelry, watches, shoes, etc.) (Chao 1998, p. 113). Clearly, there 

are plenty of settings where style of dress is irrelevant, however there may be an equal 

number of settings where success in business may depend greatly on one's appearance. 

 

IV. The Evidence  

 In other cases, an increase in income may simply increase a consumer's interest in 

luxury fashion items which happen to convey status and which they happen to be able to 

afford at a higher income level (Dubois 1993, p. 40). Across time frames, it wouldn't be 

surprising to learn that many consumers only become concerned with status consumption 

when their incomes allow for such purchases to be made freely, and when they may feel 

the need to flaunt their recent increase in wealth. 

 The research on the subject of luxury good consumption is murky since the most 

recent global slowdown in all areas of consumption has not only affected middle-income 

consumers who have less liquidity day-to-day but also the more traditionally recession-
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proof ultra-wealthy.29 There is evidence to suggest that status consumption is reduced but 

not eliminated when status-concerned consumers' incomes are reduced but not 

eliminated, allowing for the possibility that some of their utility functions do in fact 

reflect a Cobb-Douglas preference structure, although whether that is consistently true 

across income levels is not clear. In the case of true Cobb-Douglas preferences, it is 

possible that some consumers do allot a specific and constant portion of their income to 

the purchase of "status," an attribute which is available in a myriad of goods, including 

luxury fashion goods, cosmetics, alcoholic beverages and many other categories. 

 Despite this general uncertainty, there is evidence that in response to the recent 

change in cultural attitude towards status consumption (that during a recession it is seen 

as overly vulgar or déclassé), that traditional  status-concerned consumers are switching 

from more conspicuous brands and products to less conspicuous brands and products 

which may, in certain cases, be higher in quality and represent more of a long-term 

investment purchase instead of a short-term trend-fueled purchase.30 While countless 

brands are suffering the consequences of lower consumer confidence and lower 

consumption overall, sales at luxury brands, like Hermès, a brand thought to generally 

reflect superior quality and timeless design, have been relatively steady.31 This 

phenomenon would support the theory that status consumption may drop in the aggregate 

as a result of lower income but individual consumers are still purchasing status, however 

they are doing so through more subtle, understated channels.32 

                                                 
29 Furman (2009) and Winslow (2009) are both news stories about luxury brands adjusting to the new 

economic climate. 
30 An International Herald Tribune article citing a switch from conspicuous to true luxury. 
31 A Bloomberg article citing upgraded financial growth rating from Credit Suisse and an Associated Press 

article citing steady sales through first quarter of 2009. 
32 A Knowledge at Wharton article citing new views on shopping and excess in America. 
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 In this section I covered the normal Cobb-Douglas utility function, where the 

consumer is (in a simplified model) purchasing only good x and 'all other goods' given an 

income constraint of M. By the method of Cobb-Douglas, the consumer will allot 

fractions of his or her income to spend on good x and 'all other goods' (the sum of which 

adds to 1) and which stays constant as long as tastes are constant. Typically, we assume 

they are fairly constant over periods of time (Varian 2006, p. 35).  

 Then, I looked at using the Lancasterian approach of attributes to posit that 

"status" is, for the sake of the utility function, a good which certain consumers allot a 

specific amount of their periodic income to obtaining. Because we have assumed the 

validity of the attribute approach, "status" is a quality that is found in a variety of goods 

and services, which a consumer may mix to obtain a given level of status.  

 Further, I asserted that "status" is a function of several abstract variables, the 

measurement of which is often subjective. Those were: conspicuous price of the status-

providing good (Pc), number of other status-concerned consumers in the market (n), 

cultural attitudes toward status (c) and income (M). I then gave empirically significant 

evidence to suggest the validity of these claims. 

 In the next section, I will look at the status-driven consumer and his demand for a 

good as a function of both conspicuous price and real price using Leibenstein's Veblen 

Effect graph and make some conclusions about where many consumers fall on that graph. 
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Section 2 - Real Price and Conspicuous Price in Practice 

 

I. The Veblen Effect Revisited 

 Building off of Leibenstein's Veblen Effect analysis, I would like to take a closer 

look at what he said were a good's two prices: the real price (Pr) and the conspicuous 

price (Pc). In his analysis, a consumer's demand for a good was dependent on both the 

real and conspicuous prices, although he assumed for the sake of simplicity that the real 

and conspicuous price were identical in highly organized markets where price 

information was readily obtainable. Assuming this, the Veblen Effect could be more 

clearly differentiated from the price effect. In the more realistic case that they aren't 

always identical, Leibenstein claimed that at a lower real price relative to a higher 

conspicuous price, demand for a good would be greater (in total quantity demanded) than 

if they were identical. 

 The graph of the Veblen Effect from Chapter 1 is reproduced at the end of the 

chapter for convenience on page 74. 

 In the diagram, each of the downward-sloping demand curves D^1 through D^5 

represent different levels of market demand for different conspicuous prices. For D^1, 

each point on the curve represents market demand at a given real price with a constant 

conspicuous price. As the conspicuous price increases, the market demand shifts out, 

creating D^2 through D^5.  

 The Dv curve represents the locus of virtual equilibrium points where real price is 

equal to conspicuous price. As already mentioned, in Leibenstein's model, highly-

organized markets provide accurate price information which renders these two prices 
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equal more often than not. For his purposes of explaining the Veblen Effect, this was 

necessary. However, what conclusions could one draw if the market wasn't highly-

organized and price information was more inconsistent? 

 For this query, it is helpful to take a closer look at the Veblen Effect diagram. In 

it, Leibenstein shows the effects of a price decrease on overall demand, still assuming 

real price and conspicuous price are identical. In the diagram, both prices dropped from 

P4 to P3 and total market demand fell from point S to point R. The explanation is that 

with a decrease in real price (but not conspicuous price), the quantity demanded would 

increase to point T, where consumers are essentially getting a "deal" on a good whose 

conspicuous price is higher than its real price. However, in a highly-organized market, 

where both prices are identical due to accurate market knowledge, demand would fall 

back to point E^3 (quantity demanded at point R) because the conspicuous value of the 

good is no longer greater than the real price. As you can see, the conspicuous-price 

demand curve changed from D^4 to D^3.  

 This example was simple and clean in order to demonstrate the Veblen Effect 

which explained upward-sloping demand curves, a phenomena that tended to confound 

traditionalists as most normal goods have demand curves that are a negative function of 

their price. But what about a more realistic interpretation of the market for luxury and 

status goods using this model? Are markets truly highly-organized and do conspicuous 

price and real price often fall in the same place? And what does it mean to be on points 

off of the Dv curve? 
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II. Points off the Dv curve 

 Here, I posit that in many markets, no matter how modern or "connected"33 they 

are, consumers in the luxury good market are often operating in areas off of the Dv curve. 

In fact, the possibility of being at point E^4'34 is entirely possible given the convention in 

most markets of seasonal merchandise sales, special deals for VIP customers, discounts 

on items that never met sales projections, final-sale merchandise at outlet malls and 

employee discount programs, all of which represent opportunities to distance the real 

price from the conspicuous price. 

 At point E^4', the conspicuous price is relatively higher at P4 (given by being on 

the D^4 demand curve which represents a constant conspicuous price of P4) but real 

price is at P3. The difference between Leibenstein's example and this one is that because 

the market is not highly organized and price information is not as readily available, 

conspicuous price remains higher than real price so consumers operate on downward-

sloping demand curve D^4 instead of downward-sloping demand curve D^3 and in turn 

demand more. All of this is keeping in mind that the good in question is a luxury or 

fashion good which provides status and for which the conspicuous price makes a 

difference to consumers. 

 In any case, because knowledge of the real price is often limited to those involved 

in the transaction (store clerk, sales associate, credit card company, and consumer), the 

likelihood of accurate transaction price knowledge, on the part of the rest of the status-

consuming public, is slim. If the consumer is purchasing a television or major appliance, 

this transaction price is fairly irrelevant as those goods are not necessarily valued for their 

                                                 
33 This term is with regard to information technology and the dissemination of extensive product 

information over the internet. 
34 This point was placed on the Leibenstein graph by me, not by the author. 
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price so much as their functionality or technological capabilities. They might fit the more 

classic definition of a status good but not the modern version, which focuses more on 

brand and image (Mason 1998, p. 131). 

 Similarly, a "deal" on a house or a car is noteworthy but rarely makes a significant 

dent in the total purchase price and represents little difference between real price and 

conspicuous price. However, luxury fashion commodities as status-conveying goods are 

priced on a scale that is lower than automobiles or homes and they tend to have a 

significant mark-up as well35, meaning their original list price is very much reflective of 

brand image-associated costs, not necessarily costs of production. For that reason, "deals" 

can be had in many situations and high-priced designer apparel, accessories or shoes can 

be purchased for considerably less than their original retail price. 

 Some of the opportunities for such deal-seeking: outlet malls, especially at the 

two outside of New York City and Los Angeles already mentioned, which include outlets 

for fashion brands such as Chanel, Dior, Gucci, Prada, Bottega Veneta, Yves Saint 

Laurent, Tod's and Salvatore Ferragamo, among others. The prices here tend to be 30% 

lower than original retail and then they have periodic merchandise-clearing sales as well, 

when goods can be had for as much as 65% off of original retail price.36  

 In Florida alone there are eight outlet malls including one just up Interstate 75 

from Sarasota in Ellenton. At Prime Outlets Ellenton, you can find Brooks Brothers, Polo 

Ralph Lauren, Off 5th Saks Fifth Avenue, Juicy Couture, Coach, Kate Spade and many 

others.37 

                                                 
35 Dana Thomas (2007) states that it can sometimes be as much as 13 times the original cost 
36 A Consumer Reports article written about outlet-mall pricing. 
37 This is my own information collected while visiting Ellenton Prime Outlets and researching other 

Florida outlets. 
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 Further, the second-hand market for designer goods and accessories has exploded 

over the last ten years, many of which market their used items as "vintage," as some 

items date  back into the 1970s. Especially in larger cities where regular consumption of 

high-priced fashion goods happens regularly, the second-hand market is especially brisk, 

with new items constantly appearing and the chance of finding something truly unique is 

much higher than in regular boutiques where everyone is considering the same sorts of 

shoes or the same kinds of bags. In "vintage" stores, prices can sometimes exceed the 

original price of the good, as the value of a dollar has changed over time (a $200 dress 

now is different from a $200 dress 30 years ago) or the good has simply appreciated in 

value and desirability. Otherwise, most second-hand stores price items well below 

original retail although prices vary depending on the store.38 

 In addition to physical stores where luxury goods can be consigned and re-sold at 

a discount, there is another very popular place where many luxury goods find second-

hand homes: EBay. The site started as a simple way to sell unwanted items via virtual 

auction and send them to a buyer anywhere in the world. With the right sidekick payment 

service (PayPal39), it gave a new meaning to virtual garage sale and it was incredibly 

easy to use. Understandably, many have started entire businesses built around EBay, w

hundreds of simultaneous auctions and automated payment and shipping services once 

the auction for a good is over. Considering the popularity of second-hand luxury goods at 

physical stores, it was only a matter of time until all sorts of luxury fashion goods found 

their way onto EBay and into the hands of people who were looking for a deal. And on 

ith 

                                                 
38 This is my own information collected while visiting various designer consignment stores in New York 

City and Sarasota. 
39 PayPal is the EBay-owned online bank that allows users to open accounts, buy and sell on EBay 

directly from their PayPal account and transfer money to and from physical bank accounts. 
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top of the excellent bargains, there is no physical transaction beyond mailing door-to-

door so there are even fewer people privy to the actual transaction cost than in the 

traditional store setting. 

 Another possible although much less common route of obtaining luxury goods at 

lower prices is through employee discount programs. Every brand differs on its policies 

about employee purchases but for Louis Vuitton, employees are barred from purchasing 

any newly-released item until it has been available for 90 days, unless they want to pay 

full price for it, in which case they can buy it whenever they please. After the 90 days, 

most goods carry a 20% discount although many seasonal items (goods which are 

available for a short time in limited supply and then disappear forever, only to be 

replaced by something different in style or design the following season) can be had at the 

end of the season for up to 90% off of the retail price.40 

 To a lesser degree, "deals" can also be found in the periodic ability of customers 

at department stores like Neiman Marcus and Saks Fifth Avenue to purchase items using 

"reward points" they have accrued on their store-branded credit cards. This doesn't make 

a huge impact on the overall price paid, considering the points only accrued with the 

purchase of numerous other high-priced luxury items, although it can make a difference 

in the purchase of smaller items like wallets or sunglasses. At some point, there is a 

saving, however small it may be. 

 Clearly, there is a paradoxical relationship here. On one hand, luxury consumers 

and those that are concerned with status hold many luxury brands in high regard and 

consider their high, semi- inaccessible prices a signal of their perceived quality and 

                                                 
40 I was unable to find confirmation of this from an official source but it is what I was told by a former 

Louis Vuitton Sales Associate, Xavier Lebron of Seattle, Washington. 
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status-bearing abilities. On the other hand, almost everyone, luxury shopper or not, 

prefers to get a better price on something which they are paying a large sum for and treat 

their personal purchase gap between real price and conspicuous price as either a closely-

guarded secret or a boast-worthy finder's tale, depending on who the audience is. It's as if, 

collectively, we endorse status consumption and the high prices that luxury brands charge 

for their goods because after-all, we want to keep that conspicuous price as high as 

possible, but quietly we also secretly seek out and search for good deals when they can be 

had, so as to get the best real price.  

 It is because of this dual demand for status that the nature of the attribute is fairly 

tricky. The goods that provide status have demand that is largely based on their 

conspicuous price. As that goes up, demand does too, which is in line with the economic 

definition of a "luxury good." However, most consumers, especially those that have 

driven the brisk sales of many small, accessible luxuries at the bottom of the luxury 

ladder, base their actual buying decisions on real price rather than conspicuous price. As 

the real price drops, the willingness to purchase (and actual purchase level) increases. 

Evidence of this dualism exists in any situation where, for a limited time or in a discreet 

setting, high conspicuous-price goods are available for much less. 

 In any case, this potential to minimize real price while maximizing conspicuous 

price I believe is the central motivation for the hours of time spent shopping or browsing 

in person or online for a majority of luxury shoppers who insist on some level of status or 

prestige but simply don't have the budget to afford what they desire status-wise or prefer 

to seek out the best "deal." It is apparent to me, given this evidence of widespread deal-

seeking behavior, that we are often not on the Dv curve at all, but rather somewhere off 
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to the left of it. 

 In the next section, I will briefly analyze this deal-seeking behavior in terms of the 

cost of the time spent looking for bargains and how that affects the real price faced  

by consumers. 

 

Section 3 - Cost-of-time Analysis of deal-seeking behavior 

 

I. Pashigian 

 As Peter Pashigian states in his 1998 Price Theory and Applications, the "price" 

of some goods is not only the market price but must also include the time required for 

consumption (p. 143). By this he means that there are some goods that are particularly 

easy to find, purchase and consume...a cup of coffee for instance. On the other hand, 

there are some goods which aren't particularly easy to find, purchase and consume and in 

fact tend to require an extended period of searching, buying and consuming. An example 

of that might be a French-language textbook, which requires time to find the appropriate 

book for one's skill level and then the time to actually read the book, do the exercises and 

learn the language. Of course, these are extreme examples and most people don't compare 

coffee to books, but it provides a clear idea of the principle of the cost of time. 

 Pashigian goes on to say that although all consumers must consider their 

opportunity cost when considering time spent consuming (instead of working), he points 

out that these opportunity costs will differ among consumers because there are some 

consumers who hold low-paying jobs and for whom the hourly opportunity cost of 

consuming is relatively low and other consumers who hold very high-paying jobs and for 
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whom the opportunity cost is higher. There are also consumers who rely on interest and 

dividend payments for their periodic income, which is independent of work effort, 

making their opportunity cost very low (p. 144). Pashigian gives an equation for a 

consumer's time constraint, where (tx) is time spent consumer good X, where (X) is the 

units of good X, where (ty) is time spent consumer good Y and where (Y) is the units of 

good Y: 

 Time Spent consuming good X + Time Spent consuming good Y + Time Working = Total 

Time 

 or:  

 txX + tyY + Tw = T 

 To that, he adds a revised budget constraint which includes the wage rate (w) 

times time spent working plus non-wage income (V) which he assumes doesn't require a 

time commitment. That equation is: 

 PxX + PyY = wTw + V 

 This equation and the time constraint equation are combined in order to determine 

which market basket of goods X and Y satisfy both the time and the budget constraint 

given a specific time worked (Tw). First, the revised budget constraint is solved for Tw, 

then substituted back into the total time constraint equation to get the full-price  

budget constraint: 

 (Px + wtx)X + (Py + wty)Y = wT + V 

 This equation shows that the price of good X is the market price of X (Px) plus 

the time spent consuming X (tx) times the wage rate (w) in opportunity cost. The same is 

true for good Y. Then, all of that is subject to "full income" which is the wage rate times 

total time available (wT) plus non-wage income (V). In other words, total money 
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expenditure plus forgone income of consuming goods X and Y must equal full income  

(p. 146). 

 This equation and principle allows both consumers and firms to decide how much 

to consume of goods X and Y (consumer) and how much to produce and at what price 

level (producer). As Pashigian points out, some firms may price relatively low but may 

be physically located farther away from "easy-access" for the consumer or offer fewer 

"help-desk" type services, increasing cost-of-time to consume. Alternatively, they may 

price their good higher but include many fringe services which make the time spent 

consuming the good (or repairing it) much smaller. In other words, the opportunity cost  

is smaller. 

 This is a key concept with regards to consumers who seek deals for luxury goods 

but might spend more time seeking out the product than someone who is willing to pay 

full price. Typically, outlet malls are located in outskirt areas, either just off of major 

highways or within driving distance of major metropolitan areas. The land is cheaper and 

rents are most likely much lower than in urban areas where the demand for store-front 

space is high. The travel time spent getting to the outlet location certainly plays in, and 

the fuel costs for a car or fare costs for public transport may play into the cost of time  

as well.  

 The evidence of this relationship between high- and low- price goods and their 

convenience of consumption can be found in almost all markets for almost all goods. 

Some automobiles slightly undercut the competition in price but skimp on the perks of 

ownership, like free scheduled maintenance or a free rental vehicle during servicing. This 

might be just one difference between a $14,200 Kia Spectra and a $15,350 Toyota 
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Corolla41, both of which are safe, dependable small Asian sedans but which may vary 

greatly on service and fringe perks. Curiously, in order to truly undercut the competition, 

Kia offers such perks as a 10-year, 100,000 new-car warranty (one of the best in the 

industry) and no-questions-asked vehicle buy-back for customers who lose their jobs 

shortly after purchase of a new car, both of which are atypical of a budget car company.42 

Of course, each model and brands' respective images, resale values, target consumers and 

other characteristics may also vary greatly and more than make up for their market and 

cost-of-time differences, but that is another debate entirely. 

 Another example is airline flights. Especially in Europe, where many flights are 

quick hops between close by cities and many student travelers are tight with money, one 

can find tickets between countries for as little as 1 euro. However, many of the airports 

served by discount airlines like Ryanair and Easyjet require more hassle-laden 

arrangements and frequently charge fees for luggage and other services. In the end, the 

real price of a budget airline ticket is only marginally smaller than the real price of a 

regular ticket which probably requires much less "to-do" in order to consume it. When I 

lived there I consumed both discount tickets and regular tickets and I much preferred 

spending the extra money on the easier of the two, preferring the decreased hassle and 

less time spent getting to and from the airport. 

 In any case, the luxury good market for fashion and status goods certainly takes 

into account the cost of time, whether the goods be at a flagship boutique in the center of 

town, where sales assistants are available and willing to help and products can be easily 

ordered and shipped directly to one's home or if the goods are at an outlet center far from 

                                                 
41 Both product prices were taken from each brands' respective websites, accessed March 17, 2009. 
42 This information was taken from the Kia Motors website, www.kia.com on March 17, 2009. 
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town where the atmosphere is disorganized and few sales assistants are available and 

willing to provide a superior level of service. 

 One could argue that much of the original retail price of a good is in fact its fringe 

benefits and perks, one of which is convenience of purchase. If you are willing to spend 

the greater amount of money, then the goods are easily accessible either online or in-

store, and satisfaction is more likely. Otherwise, the goods are considerably cheaper but 

the budget-conscious consumer must spend time getting there and looking for the 

product, where satisfaction isn't necessarily guaranteed. I think that the 'hassle and effort' 

aspect of bargain shopping is considered by those who prefer it over paying full retail but 

I'm not entirely sure that those paying full retail realize that the higher price they are 

paying is reflected in their saved time as well. 

 Pashigian continues his analysis by specifying the difference between an increase 

in a consumer's nonwage income (V) and a change in his or her wage rate (w). These 

changes impact the full price budget constraint in different ways as an increase or 

decrease in nonwage income simply shifts the full price budget constraint out or in but 

does not change the slope (or the opportunity costs of consuming good X or Y) because 

relative full prices are unaffected (Pashigian 1998, p. 151). With an increase or decrease 

in the wage rate however, the slope changes as the total opportunity cost of consuming 

good X or good Y will have changed. The analysis of these changes is straightforward 

and insightful in determining exact shifts in consumption of one good over another, but 

for our purposes it is not necessary so I will not cover it. 

 

 In this section, along with the preceding two sections, I interpreted luxury good 
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consumption for the status it often conveys in a neoclassical manner using Cobb-Douglas 

preferences, working further with Leibenstein's Veblen Effect analysis and I briefly 

considered of the real price faced by consumers given the cost of time component. 

Traditionally, the consumption of luxury goods was seen by some as irrational as the 

goods were consumed for reasons other than direct utility and their market demand 

curves were sometimes upward-sloping. Hopefully, I have succeeded in identifying some 

ways in which the behavior of consuming luxury goods can be seen in a more traditional 

manner. Next I will relate some of these new perspectives on luxury good consumption to 

the marketplace in real terms.  
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Chapter 4: The Market  

 
Section 1 - Pre-Recession 
 
 
 
I. Recent Situation 
  
 The market for luxury fashion goods is vast. Most Western societies have 

cultivated a collective that is hungry for brand names and the images and attributes 

associated with those brands. Unsurprisingly, producers of such goods have responded 

accordingly. They have built glossy stores, equipped their staff with matching uniforms, 

put their branded (and often logo-laden) items in these stores, and marketed to every 

segment of the "luxury-buying spectrum." For some, luxury goods are "accessible." They 

are rare, marked occasions and represent a treat...often a fulfillment of a dream (Dubois 

1995, p. 72). These are the newest luxury consumers, who fuel the profitability and long-

term staying power of many luxury brands. They buy the lower-priced items, like ties, 

scarves, wallets or sunglasses but they often buy multiples over time and come to 

cultivate a "collection" of items which bear the same brand name (p. 70). Incidentally, 

these are the items which have some of the highest profit margins and which are the 

"bread-and-butter" daily business for many luxury brands. 

 At the other end of the spectrum are the more typical, aristocratic luxury buyers 

who have always purchased luxury goods and for whom differentiation from 'the masses' 

is more necessary and challenging than ever before. For them, custom-made items, items 

specifically lacking logos or visible brand names (now seen as vulgar), and investment in 

high-end jewelry or timepieces is the standard fare. 
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 There are brands that cater to each set of consumers. Coach, the American leather-

goods firm, often prices at the bottom of the luxury market, despite offering many of the 

same perks of more expensive brands. It is therefore often referred to as the "affordable 

luxury brand."43 To increase visibility in areas of  squarely middle-class wealth, Coach 

operates stores all over the United States, often in suburban shopping malls where other 

similarly-priced brands may be found. In Florida alone, there are 30 Coach stores, all 

carrying its signature line of leather and canvas handbags, wallets, belts, sunglasses and 

other accessories, most in the range from $80 to $500.  

 Other brands like Louis Vuitton, Gucci, Prada, Dior, Marc Jacobs and many 

others serve as the middle of the luxury market. They price high enough that the majority 

of shoppers do not purchase frequently but they do have items which are "affordable." 

Prada produces nylon handbags and accessories which range from $250 to $800 and 

leather handbags which range from about $900 to $3,000. Therefore, most average 

consumers cannot walk in the store and walk out with a $2,000 bag; however, they have 

found popularity with consumers in the upper middle class, with household incomes 

above average, probably ranging from $120,000 to $250,000.  

 And at the top of the luxury goods ladder are the brands that represent true, 

unattainable, rare luxury. These include Hermès, Cartier, Chanel, Bottega Veneta and 

several others. Available only in cosmopolitan cities with large wealthy populations (e.g., 

Chicago, New York, Los Angeles, Miami, Atlanta), they range in price from $1,000 to 

more than $100,000. Made of crocodile skin from Australia and adorned with diamonds 

set in platinum, the Hermès Birkin bag (named for actress Jane Birkin) can cost up to 

                                                 
43 This information was taken from a conversation with Felice Schulaner, ex-Coach executive and New 

College alumna. 
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$150,000. Of course, those days are rare when someone comes in to buy such a bag; 

however, one of its standard leather bags averages about $7,000, which is itself a pricey 

item for almost any consumer, not to mention most middle-class luxury consumers. And 

parallel to price differences are differences in status-bearing abilities, as conspicuous 

price is closely related to level of status. Generally, a $1,000 Louis Vuitton handbag will 

convey less status than a $7,000 Hermès bag but more than a $300 Coach bag, although 

to the mass of consumers, they are all notably status-bearing. 

 What has occurred is a segmentation of the luxury goods market that goes beyond 

the typical "expensive watch" or "expensive bag," verses a cheap watch or cheap bag. 

Even within the realm of goods, there is a hierarchy, an ordering of brands that classifies 

them by type of consumer, type of good, status-bearing abilities and a number of other 

variables. My Emporio Armani watch retails for $250, which certainly isn't cheap by 

most standards...however it holds little cachet or status value when I am in the company 

of people wearing Rolexes or Omegas, which cost upwards of $2,000. The point is  

that status is a relative attribute and relies largely on the goods consumed by one's 

significant others. 

 In any case, luxury goods and their global status-providing abilities, no matter 

what end of the spectrum they occupy, have seen a widespread gain in popularity since 

the late 1980s. Status brands now consume the minds of many people, across generations, 

across socioeconomic backgrounds and across cultures and countries. Anything that you 

can purchase in order to instantly demand attention and demand status is what sells. What 

was Calvin Klein, Tommy Hilfiger and GAP of the 1990s has become Juicy Couture, 

Coach and Polo Ralph Lauren of today.  
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 Further, the popularity of high-end, high-priced European brands like Louis 

Vuitton and Gucci is certainly evidenced, at least in part, by the elaborate market for 

counterfeit handbags and accessories donning the Louis Vuitton or Gucci label, but 

produced illegally in Asia or South America, and sold at a fraction of the price of the 

authentic item. The counterfeit market is supported primarily by those who recognize a 

brand's ability to convey status and prestige, but who cannot afford such authentic items 

at their list price or even at discounted prices.44 The counterfeit market is by no means 

representative of the actual luxury goods market in terms of which goods are most 

popular or what motivates people to purchase status goods; however, it is interesting to 

note the counterfeit market's parallel growth to the real market in the past several 

decades,45 in order to illustrate the universality of status-seeking behavior through the 

purchase of luxury goods (or good copies of them) across incomes and other cultural and 

social variables. 

 

II. Market Theme 

 The theme that has emerged from such an explosion of offerings from luxury 

brands and their popularity in all aspects of life is that like any other industry, retailers 

and designers are in the game to make money. And they make lots of it by aggressively 

expanding availability in free-standing stores and department stores as well as through 

online outlets. Further, using advertising and collaborations with popular musicians or 

celebrities that may appeal to their most promising market (young people with current or  

 

                                                 
44 For more information on deal-seeking behavior, please see previous chapter. 
45 For further details on the counterfeit industry, see Kattoulas (2002). 
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future high incomes), most luxury goods brands have a virtual cult following among their 

most frequent buyers.46  

 LVMH (Möet Hennessy Louis Vuitton)47, the largest purveyor of luxury goods in 

the world, owns and operates a handful of luxury brands and sells them in as many 

markets as possible. Louis Vuitton is the largest and most well-known brand under the 

LVMH umbrella, followed by Marc Jacobs, Celine, Dior and Loewe, all of which sell 

similar types of items (handbags, shoes, wallets, accessories). Not only are there some 

400 Louis Vuitton stores all over the world, often in only the capital city of a country, but 

there are online sales sites and a vast array of second-hand and discount retailers, most 

notably EBay. With profits of 3.628 billion Euros for 2008 (LVMH 2009), LVMH 

surpassed the second-largest luxury goods corporation, PPR Holdings, by almost 100% 

(PPR 2009).48 The Gucci brand, along with several others, are owned by PPR and 

represent its main source of revenue. The financial position of corporate control, high 

sales, high profitability and overall wild success is analogous at most other luxury brands 

as well.  

 This success hasn't solely been a product of increased sales. In most cases, luxury 

brands, under the direction of publicly-held49 corporate keepers, have cut costs and 

sought less antiquated methods of production by vertically integrating all operations, 

from design to distribution, thereby increasing profit margins. Prada now produces many 

of its items in Turkey instead of Italy, where wages are lower, and on machines rather 
                                                 
46 The best way to understand the sense of having gained entry to an elite club by purchasing luxury goods 

is to log onto www.forum.purseblog.com and view some of the threads started by members, displaying 
their collections of merchandise or speculating about upcoming luxury products. 

47 For further details on the company, see Berner (2004) 
48 PPR had profits of 1.721 billion Euros for 2008, PPR Annual Report 2008  
49 This is important because publicly-held companies are accountable to shareholders for consistent 

increases in profits, whereas family-owned or privately-run businesses are less at the mercy of 
investors. 
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than by hand, which can be costly and time-intensive. Louis Vuitton no longer produces 

all of its goods in France, but rather has factories in Germany, Spain and the United 

States.50 In order to cut costs, Valentino produces many of its men's suits in Egypt where 

fabric is cheaper and labor is much cheaper. And, there are a handful of companies who, 

very quietly, produce authentic goods in discreet factories in China.51  

 Of course, Chinese workers probably produce a product that is perfectly 

acceptable in terms of quality and attention to detail; however, the problem lays with the 

legacy, image and status-value of many luxury brands. Most of the brands' images are 

based on European know-how and time-tested methods of production, among other 

things. The shifting of production to other locales or using machines rather than human 

skill would inevitably tarnish the image of most luxury brands, and for that reason they 

are understandably secretive and subtle about changing the details of production of  

their goods.  

 In any case, the luxury goods market has shown itself, as a collective, to be more 

similar to most other industries than it is different. The producers of luxury goods are still 

meeting a demand for items which convey status52, although whether they are responding 

to desires or creating them (à la Galbraith) is unclear. Regardless, they must balance their 

expansion and extra-normal profit-seeking behavior with their reputations, their images 

and their heritage. This dilemma is much like the one facing many automobile brands, 

which must fight to remain competitive and 'fresh' while also cutting costs in any way 

possible and entering into lucrative but risky partnerships with other brands. Anyone with 

                                                 
50 Although none of these locations provide drastically cheaper labor than France, Louis Vuitton does save 

money on shipping and transit costs of distribution  
51 Solid evidence of this is understandably scarce, however Dana Thomas does provide anecdotal evidence 

in her book How Luxury Lost Its Luster (2007). 
52 Most luxury goods also fulfill other attribute preferences as well, not only status. 
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an eye on the automotive world will tell you that the partnership between Chrysler and 

Daimler-Benz was anything but mutually beneficial. Mercedes' image and quality was 

noticeably contaminated while Chrysler benefited greatly from the expertise in safety and 

refinement that the Daimler engineers possessed.  

  It seems as though the companies which have stayed truest to their founding 

principles and have consistently delivered exactly what they've promised are those brands 

that have been family owned and/or completely independent since their inception. 

Porsche has dabbled with Volkswagen on projects over the years but has remained 

independent, and to this day remains strong. Hermès, the venerable French leather-goods 

company with an equestrian history, remains family-run and owned and has seen 

relatively little change in its production method, its availability and its customer base. It 

too remains financially healthy, despite the recent downturn of global spending. 

 In my opinion, brands like Louis Vuitton are overexposed. They are constantly on 

the verge of virtual saturation in the market. This has been achieved by alienating certain 

older, more established and subtle-status customers with its appeals to the more 

numerous young, artistic, and logo-craving consumers. And, because the brand is 

available in almost every country in the world, not to mention almost every large or 

medium-sized city in America53, its prestige value is inescapably devalued by some 

margin. The same goes for the Gucci and Coach brands as well as department stores like 

Saks Fifth Avenue and Neiman Marcus which carry high-end names like Prada, 

Balenciaga, Chanel, Dior, Burberry, etc.  

                                                 
53 In Florida alone, one of its biggest markets, there are 16 stores. 2 in Tampa, 2 in Orlando, 5 in Miami, 3 

in Palm Beach County, 1 in Naples, 1 in Fort Lauderdale and 1 in Jacksonville. The same general trend 
goes for department stores like Saks Fifth Avenue and Neiman Marcus as well as the Gucci and Coach 
brands. 
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III. Cultural Consequence 

 As a consequence of this saturation of brand names, concentrated wherever there 

are any intense pockets of wealth (either permanent or seasonal), it seems that luxury 

consumers are in a frenzy of labels and brand names and in turn, are rarely satisfied with 

the "status" provided by a given brand for very long. For that reason, some consumers are 

constantly looking to move up the luxury goods hierarchy, for their attention is held for a 

short time by any one brand.  

 Dubois and Paternault (1995) offered one perspective on brands' strength. They 

said that there is a "dream factor" which can be measured based on the awareness of a 

brand, the purchase rate of that brand, and the dream value of that brand. They asked 

3,000 people to answer three questions, which addressed the three dream variables. They 

found that the relationship between awareness and purchase of a brand was fairly strong 

(people usually buy brands they know). Also, the relationship between awareness and 

dream was strong. In contrast, the relationship between purchase and dream was much 

more tenuous (Dubois 1995, p. 72).  

 In order to look more closely at purchase and dream value, they performed a 

partial correlation analysis to remove the "contamination" of awareness. After this 

function, they found that there was a negative relationship between purchase and dream, 

indicating that the level of diffusion of a luxury brand adversely affects its "dream" 

appeal (p. 72). This finding was consistent with the idea that luxury brands are desirable 

because they are rare and unique. When they become ubiquitous, they lose their luxury 

character. Depending on a consumer's perception about the diffusion level of a brand  
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among other consumers, he may feel that the status (or lack thereof) provided by a brand 

is not sufficient for his needs. 

 In any case, the luxury goods market isn't solely cultivated by the companies 

themselves. There seem to have been several societal changes which may have 

encouraged the great growth of the industry over the past several decades. 

 

IV. Demand-Side Factors 

 One possible contributing factor on the demand side for such goods, aside from 

the expansion of the availability on the supply side, is the availability of credit to 

consumers in a wide range of incomes. According to the U.S. Census, the number of 

Americans holding credit cards, the purchase volume of all cards, and the total 

outstanding credit card debt all increased in the period from 2000 to 2006. Cardholders 

jumped from 159 million people to 173 million people (some with more than one card), 

purchase volume increased from $1,242 billion to $1,950 billion, and outstanding debt 

increased from $680 billion to $886 billion.54 Sullivan (2009, unpub.)55 states that debt 

and credit (the ability to incur debt) are important aspects of the social mobility process 

(Sullivan unpub., p. 1). Although she makes no explicit mention of status, one might 

surmise that because social hierarchies are often based around status (or lack thereof), 

that those in the pursuit of status may also use debt and credit in order to gain status and 

in turn, gain upward social mobility.  

 To give further perspective, the St. Louis Federal Reserve Bank estimates that 

total consumer credit has increased from $1,541.3 billion in January of 2000 to $2,571.4 

                                                 
54 This information taken from the U.S. Census website, www.census.gov. 
55 Teresa A. Sullivan is an accomplished sociologist and provost at the University of Michigan. Although 

her paper is unpublished, she has published several books and articles in the past. 
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billion, adjusted seasonally.56 That is an almost 67 percent increase in only nine years. 

Incidentally, with the recession looming, the Fed also showed that total credit is down in 

February of 2009 from the previous month by $7.4 billion, indicating that credit is being 

reigned in. It will be interesting to see what this figure does over the next few months.  

 Although credit may not have been the entire cause of an increase in luxury good 

sales and availability, it certainly may have been a contributor. The increase in credit 

may, however, be a result of increased household income and wealth in the United States 

over the past two decades. Gross Domestic Product (GDP) per capita increased from 

$28,429 in 1990 to $38,290 in 2007, in constant year 2000 dollars. Similarly, disposable 

income per capita grew from $21,281 in 1990 to $28,649 in 200757, also in constant 

dollars. Moreover, median household net worth increased from $70,800 in 1995 to 

$93,100 in 2004, thought to be largely an effect of increased home values and increased 

home ownership. According to Gordon, almost 70% of American households own their 

own home (with some equity in that home) and from 2000 to 2006, there were consistent 

increases in home prices (Gordon 2009, p. 513). He also mentions low interest rates as 

keeping the savings rate low and consumption high, although I will not address that 

relationship any further here.  

 My point in mentioning these figures is only to provide a rough picture of the 

kinds of changes that occurred over the past two decades. With a general increase in 

credit availability and use, a general increase in income and a general increase in wealth, 

it is plausible to assume that spending of all sorts, including luxury spending, has 

increased to some degree.  

                                                 
56 This information can be found at: http://research.stlouisfed.org/fred2/data/TOTALSL.txt 
57 Information also from the U.S. Census website. 
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 What you may be asking yourself now is...yes but, what about after this 

recession? How will the market have changed? In the next section, I will outline some of 

the assertions I have made in the previous chapters, what kinds of implications they 

suggest for the market in general, and then how the data has shown some early trends for 

the luxury goods market in the bleak economic climate of this year, which has affected 

not only blue-collar middle-class people, but also those at the very top as well. Because 

of a wide-reaching recession and a wide range of products and price points sold under the 

"luxury goods" umbrella, the luxury goods market will be uniquely affected. Those who 

normally bolster the sales of luxury goods even during recessionary times (the rich) are 

having a tough time that is by no means equal but still considerable in relation to those 

who classically must cut extravagant purchases like high-price handbags or accessories 

during recessions (the middle class). 

 

Section 2 - Post-Recession 

 

I. Implications 

 The various theories, models, and assertions of the past century and the 

assumptions made in this paper help to illustrate that conspicuous consumption and 

consumption that is status-motivated are both significant areas of study in the field of 

economics and notable aspects of everyday life in America and most other industrialized 

countries. Veblen popularized the idea of conspicuous consumption (purchasing above 

and beyond functional utility to signal wealth) and others have collectively indicated that 

status is a desirable outcome of most examples of conspicuous consumption, at least with 
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regards to luxury goods and services. Given this body of research and my assumptions 

that status is a desirable attribute and some consumers' preferences for it may be stable 

and well-behaved (in some cases), what kinds of implications for the luxury goods 

market and the economic study of such consumption do these assertions and new 

perspectives suggest? 

 Status, although simultaneously salient and fleeting in daily consumer choices, 

seems to be a fairly consistent motivator of the purchase of brand-name items. Visibility 

is a necessary prerequisite to status purchases, but those "visible goods" range from the 

$18 tube of Chanel lipstick to the $3000 Prada metallic deer-leather handbag. In either 

case, there is a decision being made that examines the alternatives and, assuming a 

certain persuasion of the consumer about his or her preference for status, the choice may 

be made to pay a price premium or purchase a good that is visible to others and in turn, 

conveys not only wealth and ability to pay, but also status and prestige. 

 Using the Lancasterian model of utility, which claims that the attributes of goods 

provide utility rather than the goods themselves, most people would probably agree that 

status is an attribute present in a variety of goods and to many consumers (although not 

all), status is desirable and adds to the overall utility level of a good. Some examples of 

status-bearing goods might be: women's cosmetics, personal furnishings, clothing, 

accessories, shoes, jewelry, timepieces, food, cars, cell phones, although I am probably 

forgetting plenty of others. In other words, almost anything that is visible and can be 

easily identified by relevant others can be turned into a status-bearing commodity. 

 Working off of Lancaster's original assumptions, I said that status, as an attribute, 

is available in a variety of different goods. I think this is evident, at least in one respect, 

86 



 

by the clustering of "luxury shopping" in malls and streets around the world. These are 

areas where you can purchase a variety of goods and services, all of which are luxurious, 

prestigious and likely to convey status. On New York's Madison Avenue, you can be 

measured for a couture evening gown, upgrade your travel luggage to something more 

stylish and sturdy, purchase a new timepiece that has better capabilities and matches your 

personal style more closely, and even make extravagant travel arrangements or purchase 

a new car. 

 Incidentally, many of these tight-knit retail communities have had gaping 

vacancies in their facades in the first months of 2009, an effect of decreased sales and 

expectations for the future. On Madison Avenue, the New York Times reported in 

February that retailers were quickly fleeing from "sky-high rents." As a result, the street 

is pockmarked with vacancies, something unheard of on the "gold coast of retailing" 

(Pristin 2009). 

 Although little has been empirically studied with regards to status and its presence 

as an attribute in most luxury goods, most people who have ever browsed in such a mall 

or street or spent time thumbing through a Neiman Marcus catalog might agree that status 

is intrinsic in many items available to the wealthy. There are many more than a handful 

of goods which are visible to significant others, in fact one might say that almost half of 

all consumer goods are in fact visible, at one point or another, rather than private.58  

That assertion leaves ample opportunity for generic goods to become segmented  

and differentiated based on brand name, and for status to be even more stratified as  

an attribute. 

                                                 
58 Even the sheets on one's bed, which are typically a very personal, private choice, are visible, at some 

point, to a maid, a spouse or a potential romantic partner. 
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 Further, the overall level of status gleaned from a group of items may be higher 

than the amounts gleaned from consuming those items separately. In the case of luxury 

goods, having a high-end business suit, expensive shoes, a designer handbag or briefcase 

and a luxury timepiece probably provide more status overall to their wearer than those 

goods would if they were consumed separately, one at a time. As mentioned in the 

previous chapter, consumption constellations were proposed in relation to social roles; 

specifically, the researchers studied those who self-identify as "yuppies" and which 

brands they chose to consume, out of a number of product categories. Similarly, I don't 

believe it unreasonable to say that status may be the goal of such groups (yuppies 

especially). So in the pursuit of status, while being "yuppies," those consumers may 

choose products which enhance their status utility and which may range in product type 

from a car to a style of furniture to a brand of handbag. 

 In that sense, status may be the strongest common attribute of a group of goods, to 

the point where, like Madison Avenue of New York or Rodeo Drive of Beverly Hills, all 

purveyors of goods which provide status in some measure will group together to form 

inclusive physical areas where you can purchase status. In São Paulo, Brazil, there is a 

gated, access-restricted department store that specializes in goods and services that are 

pure luxury (i.e., status), where the simple act of being there and shopping there means 

something, indicates something about one's stature in the community (Thomas 2007). 
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II. Daslu  

 Daslu, it is described, is where shopping meets society meets childcare and daily 

errands. The multi-story building, in the heart of the city, has mini in-store boutiques 

(larger than a kiosk but smaller than a full store) from almost every popular luxury goods 

brand in the world. Louis Vuitton has a place there, so does Gucci and Dior. Further, 

family shopping is encouraged, as there are boutiques for children, boutiques for men 

(several car dealerships exist within the complex as well) and a number of restaurants and 

cafés. All of this is under one roof, much like a mall, although Dana Thomas, in her visit 

there, described it as more of a gigantic, rambling home, complete with cozy resting 

places and clerks who know each customer by name. She goes on to say that most of the 

São Paulo elite shop there regularly, so seeing a friend or two while there is quite usual, 

even expected.  

 Although this is a small representative of the luxury buying populace and 

certainly doesn't reflect "accessible" luxury, the idea of a place like Daslu is an evolution 

of the luxury shopping malls of today in most other areas of the world. Luxury brands are  

typically grouped together in modern malls and streets, but as far as restricting entrance 

or treating the experience more like a trip to a friend's home rather than to a public space 

(where children should still be watched closely and you can't just lounge in your bra 

while waiting on a clerk), that is a new idea.  

 What a place like Daslu seems to indicate is that just by being there, you are 

affirming your status as a consumer. Because you have gained entry, or you have been 

there enough times that clerks know who you are and ask about your family, you have 

already gained status. The actual goods you purchase are of little overall relevance, other 

89 



 

than for your own taste and enjoyment. Some might say that Daslu is the "status store." 

You go there, interact and browse, and by leaving with bags in hand (a successful 

shopping trip), you have gained all the status you need, at least to those relevant others 

who care. The goods in those bags are of little importance in the end. 

 The same logic that applies at Daslu could be utilized in understanding the 

American obsession and fascination with the experience of shopping in general. All 

shopping malls are placed on a continuum of prestigiousness and attract people not only 

for the stores they offer, but for the experience of being there that provides status 

qualities. Shopping malls are no longer simply the place to purchase status, they are part 

of the status, a value-added aspect of the purchase experience. How else might you 

explain the popularity of placing high-end restaurants, bars, salons and other services in 

shopping-dominated complexes? 

 Despite the niche example of Daslu, I still feel that my original assertion (in 

Chapter 2) that, across groups of horizontal equity, there are two choice sets occurring. 

One, they are choosing to consume status or to not consume it. In the case of Daslu, to 

visit the store and interact is to make the decision to gain status, and then the choice as to 

what goods to purchase that will provide that status returns the consumer back to simple 

personal taste differences about what is attractive and agreeable. Of course, one must buy 

something, because to purchase nothing would be a violation of the status-purchase 

unspoken social contract among the wealthy and in order to maintain status, one must 

continue to purchase over time, not just once or twice. 

 Chapter 2 was largely meant to simply affirm the idea that Lancaster's Attribute 

Analysis is especially helpful in viewing conspicuous and status-motivated consumption. 
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I posited that status was indeed a desirable attribute and that although it is important as a 

marked aspect of many luxury goods, it is also fairly complex and can be altered by 

changes in advertising or other perception-shifting actions. Chapter 3 was about how 

status, as a good, could be viewed in a more neoclassical sense. I stated that some 

consumers have shown that they have well-behaved, normal preferences for status, and in 

some cases, Cobb-Douglas preferences, where they tend to spend the same proportion of 

their income on status, across income changes. 

 

III. If We Assume C-D Preferences... 

 If this assertion is valid, and some status-conscious consumers do have Cobb-

Douglas preferences for status (in my example, a consumer spent 1/4th of his or her 

monthly income on status and 3/4ths on all other attributes), then an economic downturn 

and subsequent decrease in income should have several effects. Save for a change in 

tastes, which I will address shortly, a decrease in income should precipitate a decrease in 

a consumer's spending on status, although it will decrease at a constant proportion as 

income decreases (maintaining true Cobb-Douglas preferences). In any economic 

downtown, I would say that those who see status as essential parts of everyday purchase 

decisions are more likely to have Cobb-Douglas-type preferences and continue to 

purchase status, just less of it. Evidence of that has certainly been observed in the past 

several months, while many consumers have dropped out of the luxury goods 

marketplace altogether, others, even those who aren't ultra wealthy, have continued to 

purchase, just less often or on fewer items. 
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 Alternatively, a consumer trying to preserve his or her level of status despite a 

drop in disposable income may simply seek different goods that convey a similar status 

level but whose real price may be lower. In other words, the consumer may switch from a 

suit purchased straight from the boutique to one that can be found on sale elsewhere.  

 In a general sense, those who must cut costs but maintain a preferred status level 

may also, by the logic of Friedman's PIH, see a recessionary decrease in income as 

temporary. The PIH claims that a consumer operating under this assumption will 

maintain his or her overall consumption level, regardless of a smaller income, whether by 

drawing down on savings or utilizing one or more credit accounts. That is, until this new 

lower income becomes permanent or semi-permanent, a case where savings and credit 

will not last forever and overall consumption will have to decrease by some margin. 

Certainly Sullivan mentions that just as many use debt and credit to achieve upward 

social mobility (perhaps by purchasing status-laden products), many also use debt and 

credit to maintain a level of social standing (perhaps by continuing to purchase status-

laden products) after a decrease in income or household wealth (Sullivan unpub., p. 1).  

 Considering that both income and household wealth have both seen dramatic 

decreases already, with further drops possible, it is possible that luxury spending may 

indeed be in serious jeopardy. Nonetheless, I do feel that there are consumers who have 

stable, Cobb-Douglas-type preferences for the attribute status and will continue to 

purchase luxury goods through this recession.59 

  

 

 
                                                 
59 Status, treated as a good, is therefore a normal good, at least in some cases. 
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IV. Other Changes 

 Aside from changes in income, wealth or prices, I claimed in Chapter 3 that the 

taste for status is itself a function of several variables. Those were: conspicuous price, 

number of others in the market, culture and income. The first two refer to changes in 

consumers' perceptions of status and the latter two refer to changes in consumers' tastes 

for status. 

 With regards to conspicuous price, typically labels do not greatly alter their 

pricing scale in response to a recession. Most luxury brands avoid excessive discounting 

because they feel that it devalues the brand name and opens them up to criticism about 

arbitrarily high initial prices. Evidence of the delicate nature of luxury discounting was 

apparent this past Winter season when the Saks Fifth Avenue store in New York City 

regularly slashed prices by up to 70%, often times on goods that were also available 

elsewhere, at less reduced prices. Consumers were left thinking why they considered 

paying the original price in the first place, if prices could be so slashed and the store 

could still make a profit. In any case, it wasn't a happy situation for many designers and 

brands and Saks has faced retaliation from some of the brands it carries. 

 In this particular downturn, despite reluctance to follow in Saks' footsteps, many 

designers and brands are revising their pricing strategy for the Spring-Summer and Fall-

Winter seasons of 2009 in response to less luxury spending during the last quarter of 

2008 and the first quarter of 2009. In some cases, prices may not fall greatly but brands 

are placing greater emphasis on less expensive items instead of highlighting their top-of-

the-line goods, as usual. Although this collective decrease in full (conspicuous) price is  
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rare and unlike the typically iron-clad luxury sector, I highly doubt it will greatly impact 

the perceived status value of most luxury goods. 

 If conspicuous price is important enough to enough luxury consumers, then the 

perceptions of what goods provide adequate status may change as a result of this 

downturn. Buyers may flock to the few brands which will maintain status and prestige by 

not discounting. Chanel, for one, has increased prices since the recessionary pressures 

have ensued, rather than decreasing prices.60 And Brioni, a well-known Italian suit brand, 

has recently introduced a suit made of vicuna, pashmina and qiviuk (all rare fibers) that 

tops out at $43,000. Clearly they believe that there is still a market for full-priced, 

premium items. Whether these moves will have a net positive effect on sales at either 

company is yet to be seen. Maybe those brands which refuse to discount or have 

increased prices may attempt to balance out in the end by discounting more than usual 

during sale seasons, when any discounting is seen as more acceptable to a brand than 

cutting regular-season full-price prices. 

  Perception of and taste for status may also be impacted by the number of others 

in the market, which may change as  result of a decreased incomes and household wealth. 

If there are fewer consumers spending in luxury boutiques overall, then those remaining 

consumers may sense either a greater or lower status value in a given product, based on 

whether they operate as snob or bandwagon consumers. One group may feel that the 

status value of a good has increased since fewer people are buying it, and the other may 

feel that because fewer are buying it, it is actually less desirable. 

 

                                                 
60 This was a rumor on The Purse Forum all through the Fall of 2008, supposed to take effect November 

1st. Whether it actually did I'm not certain. 
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 A more obscure possibility is that tastes for status may also be impacted by 

number of other consumers. Those operating as bandwagon consumers may drop out of 

the market or decrease their taste of status overall, even if they still have the ability to 

consume a similar level of status as they had before. In this case, those who felt the need 

to 'keep up' simply for the sake of keeping up may feel a decreased pressure to conform 

and to purchase status, depending on their reference group. Inversely, they may feel an 

equal and opposite pressure to shy away from status-seeking consumption while 

conforming toward "recession-chic"-type spending.  

 Popularizing the concept of "recessionary spending" and turning it into a 

fashionable trend certainly hasn't been outside the minds of those writing for Vogue or 

Harper's Bazaar in recent months. Instead of attempting to ignore the problem that 

plagues almost all of its readers, the publications that influence trends and spending 

patterns have chosen, at least to some degree, to make fashionable the problematic 

situation of remaining beautiful and stylish, with less disposable income. Stores about "an 

entire spring wardrobe under $500" and "how to shop smart at Goodwill" have taken the 

place of more ostentatious magazine features in recent months. 

 Income is a literal and figurative factor of the desire for status. With greater 

income, one can purchase more status and with greater income, the taste for status may 

also increase. In a recession, it would seem unlikely that decreased income would 

precipitate a decrease in the taste for status. I suppose it varies depending on one's 

environment and relevant others. In some cases, where status is very important to begin 

with, a decrease in income may have an ambiguous effect. Some may see it as reason to 

maintain status (to maintain reputation) and others may see it as reason to increase status 
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consumption (to downplay any signs of financial distress). However, those scenarios may 

be true for only a minor subset of status-conscious buyers. The majority of those 

consuming status may see decreased income as a good excuse to lower the importance of 

status in everyday consumption, especially when the decreased income is seen a common 

problem within a horizontal social group.  

 Another changed factor of the taste for status is the cultural attitude toward it. 

Although status will likely remain a desirable attribute in goods (as long as people seek 

social mobility), recessionary times may result in a lower overall cultural taste for 

conspicuous and status-driven consumption. In the extreme case, status may be looked 

upon poorly by those who have had to greatly alter their spending habits as a result of the 

changing economic climate. Others, who still crave status but would like to minimize 

their social damage risk from purchasing luxury goods during a recession, may simply 

shift their consumption of status to different goods or services.  

 Within a brand, they may utilize alternate modes of status-procurement that are 

less conspicuous and less ostentatious, such as switching from a logo-covered bag to a 

non-logo-covered one. They may also switch brands entirely, maybe by switching from 

Chanel to Bottega Veneta. Both are highly-regarded European brands with great status 

and prestige. The former, however, is well known to be expensive and effectively "loud" 

to relevant others, whereas the latter is considerably more understated and "under the 

radar,"61 although it is sold at a similar price point to Chanel. 

  

 

                                                 
61 This is often because Chanel utilizes a well-recognized interlocking-C logo, frequently attached 

prominently to the front or side of a Chanel bag. Bottega Veneta, alternatively, has no trademarked logo 
and is only known for its signature woven leather motif, which is consistent across its product offerings. 

96 



 

V. Luxury Brand Changes 

 If this sort of switch were to occur for a significant number of consumers, then 

one might expect brands like Hermès, Bottega Veneta and Tod's to see at least less of a 

decrease in sales or even a leveling off of sales volumes (no drop but no increase). For 

Hermès, many have already reported on its consistent financial stability and strong first-

quarter sales for 2009. The verdict on the other two brands' finances is unclear,  

although the Gucci Group already predicts losses for 2009, which includes the Bottega 

Veneta brand. 

 For those established brands producing high-end luxury leather-goods, I believe 

that bankruptcy or insolvency is a far off threat. Most of them have enjoyed brisk 

business over the last two decades, although especially recently, and they are unlikely to 

fall into extreme peril for some time, save for any extraordinary circumstances. Most of 

them will maintain their status and prestige value and will continue to provide those 

attributes to luxury consumers. How each brand is perceived in its status-bearing abilities 

post-recession is unclear.  

 Alternatively, I predict that many recently-established brands, ones blatantly 

attempting to cash in on what was truly a frenzy during the last ten years, may have a 

greater likelihood of dissolving. A host of new brands have popped up in the past several 

years and many of them are still relatively small operations. Those are the brands which 

may feel the pinch more than ever, as they have little heritage to build upon and represent 

only a vague sense of investment, qualities that are inherent to the success of many well-

established, truly timeless brands and products.  
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 With regards to my section about conspicuous price and real price often being 

very different, I think that the recession of this year may have an ambiguous net effect on 

these two prices. As firms discount their full-price prices, some may see a downward 

shift in conspicuous price (although I doubt it would be significant). There may also be 

even greater discounting for sale merchandise, available post-season, further distancing 

these two prices. Outlet malls may see a surge in business, although evidence of that is 

yet to be seen. Certainly in some cases, other methods of increasing the distance between 

the real and conspicuous price have been employed by consumers.  

 The local television news station (SNN6) recently reported on the greatly 

increased business of the local shoe repair, just in the last several months. People were 

bringing in their old, worn-out shoes rather than purchasing new ones, to save money. In 

turn, they were paying about $100 to get their old shoes re-soled, cleaned and polished. 

As the cobbler remarked, "it's like getting a brand new pair of shoes, only you've already 

broken them in." In my opinion, by utilizing his services, you've also given yourself a 

boost in the price others' think you've paid for a new pair of shoes that are really just 

reconditioned old shoes. Consignment shops and vintage stores may also see an increase 

in business, although it is too soon to tell. 

 Consumers have the possibility of distancing real price from conspicuous price for 

goods by visiting outlets or repairing items instead of purchasing new ones; however, I 

feel that the cost-of-time analysis highlighted in Chapter 3 may provide further insight 

into the effects of the new economic situation. For many consumers, namely those at the 

upper end of the income scale, deal-seeking behavior typically proves too costly, usually 

in terms of the opportunity cost of time. There are a great number of young people, 
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lower-income people, even retired people who find that they forgo little else in order to 

spend time visiting outlet malls or searching online for the best deal on a product, to 

whom there is a fairly small opportunity cost. In my opinion, there are more consumers in 

the latter category than in the former, and that is what drives businesses like EBay and 

Bluefly.com.  

 However, in this tougher economic situation, there may be several opposing 

effects in the deal-seeking area of consumer behavior. First, there may be more people 

overall looking to purchase goods with a high conspicuous price at a lower real price by 

patronizing online retailers or spending more time picking over sales rather than simply 

paying full retail price. Alternatively, there may only be a temporary glut of discounted 

items from which to choose from, while residual stocks from 2008 are slowly sold off. In 

response to projected lower sales volumes, many luxury producers have reported that 

they plan to cut back production for 2009 orders, meaning there will be less overall stock, 

less will go on sale at the end of the season and there will be fewer "deals" to find. 

 If enough consumers simply don't have the money to pay full price (because of 

lower incomes) nor the time to spend searching (because they are looking for jobs!), then 

the mismatch in supply and demand may repeat itself, and further cuts will be made for 

2010. Again, there is a parallel between the luxury goods market and the automobile 

market. Most new cars are sitting on the lot unsold or unleased, despite aggressive sales 

pitches and low financing rates. As a result, brands are cutting production and 

streamlining offerings for 2009. As a result, overall stock will be lower, meaning fewer 

cars going onto the used market. Unsurprisingly, many used car lots have seen an 

increase in prices, as the demand for cheap, reliable used cars is higher than ever before. 
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The same process will likely occur for luxury goods, and those operating pre-owned 

luxury businesses will likely see an increase in demand. 

 

VI. Overall Market Changes 

 Of course, I know that the car business isn't exactly like the luxury goods 

business. However, they do show similarities and for many people, both product 

categories represent significant purchases that require more weight and consideration 

before making a choice than other purchases. 

 Specific adjustments in the market, in response to the economic climate of this 

year, are likely and predictable to some extent. However, the recent uncovering of great 

corporate greed and executive disregard for those less fortunate and less powerful may 

have an even more fundamental impact on the way consumers see luxury. The luxury 

market is (appropriately) associated with ultra-wealthy consumers, often including 

successful financiers and other business figures. It also happens to be a lucrative market, 

in itself, for ambitious tycoons and business-men and -women to undertake risky ventures 

and capitalize on the market's often universally high profits; it is therefore closely 

associated with the finance world on several levels. And, because much of the source of 

the worldwide economic troubles originated in some of the largest financial 

intermediaries, the luxury goods market has suffered a particularly damaging blow.  

 What we may see is a rejection of the attitudes of the past several decades with 

regards to fashion and luxury goods. It is no longer about exploitation, supernormal 

profits, global diffusion or reaching every segment of every market. The years that luxury 

brands spent expanding their offerings and availability, all in the name of potential higher 
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sales and higher profits, may certainly come back to "bite them in the butt," as they say. 

Already, some brands have pulled out of stores that they only just recently opened. Stella 

McCartney, Dior and Alexander McQueen have closed stores in Moscow as a result of 

the global recession, stores they only just celebrated opening within the last two years.  

 Further, the associations and images of luxury brands may be what is most at risk. 

Those that have shown arrogant disregard for their own heritage and core customers, 

those that have attempted to stretch their already thinly spread capabilities to provide 

even more product categories and lines, and those brands that have effectively been 

schizophrenic in self image may have reason to be most worried. From a business 

standpoint, any of those characteristics may be damaging. Aggressive investment, 

especially in riskier markets, can be a great liability in times of uncertainty. Similarly, the 

lack of a strong, agreeable brand image could also spell risk for some luxury brands. 

 When the times are tougher, people still want to spend money purchasing goods 

that provide them with desirable attributes and which make them happy. However, what 

is the likelihood that a luxury consumer would continue to purchase goods which are 

deemed overly 'trendy' or items from a brand that doesn't base itself in classic, timeless 

design? Certainly, for a period, a trendy item will provide an adequate level of status for a 

(still) status-conscious luxury consumer. But a timeless piece,  such as a Valentino red 

dress or a black Hermès Kelly bag (or even something custom made by a commissioned 

artisan here in America), may prove to be the stronger, more responsible, more 

appropriate purchase during a time of uncertainty and general distaste for ostentation. 

Investment items, those that will retain value and good looks for years to come could be 

the stalwarts of the next few years. 
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 I recently heard a story on National Public Radio (NPR) about a man who has 

studied the link between popular music rhythms and current economic situations. He 

found that in times of uncertainty or mass financial suffering, people prefer songs that 

have uniform beats, whether they be fast or slow, as long as they are uniform. He said it 

creates a harmony that is agreeable to people who have lots of other disagreeable aspects 

of their lives. Inversely, during times when the economy is doing well and the fear of 

unemployment or insolvency is low, people prefer music beats that are more 

unpredictable, switching from fast to slow or slow to fast, within the same song. He cited 

the recent hits from artist Lady GaGa, a pop artist with fast-beat songs, as being popular, 

at least in some respect, because of their harmonious rhythm and the global economic 

uncertainty most people currently face. Obviously, this has little to do with luxury goods; 

however, I feel that the same logic may apply to spending patterns. People prefer to 

purchase something predictable, something they can trust will be enjoyable.  

 My point here is to say that the shift may be from fast luxury that is ever changing 

and somewhat irresponsible to luxury that is slower and more constrained. People are 

disillusioned with corporate greed and exploitation of resources and ostentatious, 

conspicuous luxury is in bad taste; people want something they know will prove a solid 

investment rather than something fleeting and temporarily fashionable. The shift may 

occur throughout this year and the following years, taking with it some of the less 

established brands and rewarding some of the less exposed brands. 

 To sum, perceptions about which goods convey status may change as a result of 

the global economic downturn. However, I feel that a change in tastes is more likely with 

regards to status. Some may feel that it is no longer nearly as desirable...those people may 
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choose to consume fewer status-bearing goods, which includes luxury goods. Others may 

see it as an opportunity to gain status in different places, like in goods which are timeless 

and elegant rather than fleeting and unsophisticated. And, there may be a point at which 

the ability of those seeking status to greatly separate the conspicuous price of a good 

from the price they pay (the real price) is no longer viable, as producers' stocks will 

decline considerably in the coming year or years and there will be fewer discounted items 

during sale season to satisfy the demand. 

  

 
Conclusion 
 
 
 
I. Thoughts 
 
 At this point, the overarching principal theme is that further research of status 

consumption is necessary to make more precise claims. Although much has been said 

about a behavior that is no longer anomalous in everyday life, there has been relatively 

little concrete evidence of consumers' true motives for purchasing luxury goods and how 

their perceptions and tastes change from season to season.  

 Classically, the act of purchasing an expensive product that is no more 

functionally useful than a lower-priced alternative was deemed irrational or 

counterintuitive. Further, many found that although it was common of royalty and the 

super-wealthy, purchasing products simply to display wealth and ability to pay was 

outside of the realm of economically explicable behavior and limited to a small 

contingent of consumers. Veblen gave the act a name: conspicuous consumption. 

Economists of the time didn't attempt to integrate such behavior into their models, and 
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only after fifty years did Leibenstein give the Veblen's claims some serious horsepower. 

After dissecting the umbrella concept of conspicuous consumption, Leibenstein had three 

'effects' which he claimed could explain some of the seemingly irrational behavior of 

consumers. They were: the bandwagon effect, the snob effect and the Veblen effect. All 

three were proper models which made room for the unorthodox claims that individuals' 

demand curves were reliant on and could be influenced by others' demand curves.  

 About fifteen years later, Lancaster shook up the conspicuous consumption 

literature by claiming that goods themselves didn't provide utility to the consumer, but 

rather it was the attributes that the goods possessed that gave utility. Using his method of 

measurement, utility could be mapped differently, so as to account for minute differences 

in products and brands which often (in real-life) mean the difference between  a purchase 

and a bypass.  

 In the modern context, conspicuous consumption through the purchase of luxury 

fashion products is an attractive and available means to convey wealth and ability to pay. 

Awareness of their conspicuous price is high and with the use of brand logos and 

symbols (and accurate market knowledge), they can be easily identified as something 

notable or special.  

 To take wealth display a step further, luxury goods are also a useful means to 

convey status. In our society, a college degree is no longer unique, incomes in the middle 

and upper classes are escalating and there is a growing set of so-called "new-rich;" the 

need to stand out and proclaim a certain status or prestige is omnipresent. This pursuit of 

status has allowed luxury brands to mass market and mass produce "status" by making 

their "accessible" products endlessly available to the willing purchasers. Consequently, 
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almost all of the major luxury fashion brands, from Coach to Louis Vuitton, have 

expanded and reported enormous growth and profits in the past ten years, owing much to 

the burgeoning middle-class and those below them, who attempt to emulate the higher 

social stratums of the middle and upper classes. 

 Using the models put forth by both Lancaster and Leibenstein, this behavior can 

be further examined and analyzed. In this paper, I posited that "status" is an attribute 

present in almost all luxury  products, from leather goods to sunglasses and cosmetics to 

footwear. It is intrinsic to the brand value and profitability of many luxury companies. 

Further, it is a greatly desirable attribute, especially in cultures like our own, and adds to 

the brisk demand for and sales of luxury goods.  

 I also proposed that status, treated as a good, may have stable, well-behaved 

preferences for some consumers. In some cases, they may be Cobb-Douglas type 

preferences, where status maintains a constant proportion of income, whether income is 

large or small. A consumer with Cobb-Douglas preferences for status may be one that 

finds status to be an indispensable part of everyday life. For those in social and 

professional settings that require a certain style of dress or decorum, there may be more 

stable preferences for status across income fluctuations. 

 Although the current evidence isn't conclusive, there is some basic proof to 

suggest that as income decreases for those already consuming status, that status-type 

expenditures decrease by some similar proportion. Although the goods that provide status 

(luxury goods) may still be treated as economic luxury goods, where demand increases as 

income increases at a ratio greater than one, most consumers pay more attention to real 

price (rather than conspicuous price) when making actual purchase decisions. Further, 
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because the market for status and luxury goods has widened and now includes consumers 

from almost every level of income and background, status expenditure may be treated 

more often as a normal good, meaning any changes in income may impact the purchase 

of status in the same direction.  

 Because of the indeterminate and often subjective condition of "status," I also put 

forth the idea that status is itself a function of several variables: number of others in the 

market seeking status, a person's income, the conspicuous price of the good in question 

and the cultural attitudes toward the consumption of luxury goods and the desire for 

status. All of these factors affect how status is perceived in goods and how tastes for 

status may change over time. Unfortunately, the measurability of these aspects across 

groups of consumers may prove more difficult than economists are accustomed to 

because any consumer may weigh these variables differently or perceive status 

differently from another consumer. Nonetheless, general conclusions may be made using 

correlation analyses or observing extra-large groups of consumers. 

 Whether status is sought by the masses may depend on cultural or other 

qualitative factors, not unlike other attributes whose desirability may depend on such 

factors, like uniqueness and individuality. In many Asian cultures, the need for 

individuality is less emphasized than in Western cultures, where identity is more often 

based on achievement rather than lineage or social roles. 

 In our culture, shameless display of status is often seen as a critical part of 

showing that you've "made it" in life. It is therefore a frequently desired attribute and one 

that can be found in goods that are accessible.62 Because of this ease of entry, the market 

                                                 
62 Other status-bearing products like cars, houses and other things require greater commitment and 

investment and are not as easily purchased. 
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for luxury goods has expanded and draws in all kinds of people from varying economic 

situations and incomes, not only the super wealthy. Although there will always be 

wealthy consumers who purchase luxury goods out of necessity, the larger portion of the 

luxury-buying crowd are those who desire status for upward mobility purposes. They 

may seek deals and comb the various end-of-season sales in order to secure their 

conspicuous status. 

 However, the taste for status in our culture may collectively change as a result of a 

worldwide economic downturn. Some status-consumption is seen as ostentatious and 

wasteful, as the goods purchased are often of little practical use and may be discarded for 

something newer in a short time. As a result of an economy with greater unemployment 

and financial hardship, the changed connotations of status-consumption may affect a 

measurable shift in the luxury goods market. Consumers may shy away from products 

that prominently display logos and prominently scream wealth while gravitating to those 

that are appreciably more understated. Some may say that the market is making a shift 

away from "accessible" luxury back to "true" luxury, where the rightly status-laden 

products are those that aren't obvious and aren't loud. As I mentioned in the previous 

chapter, some brands that are appreciated for their continuing excellence of construction 

may see a leveling of sales (rather than a drop like most other brands). 

 Shipman (2004) proposes an interesting concept. He says that there may be an 

ongoing shift among the truly prestigious from 'wasteful' physical capital to 'tasteful' 

cultural capital. He presents several reasons why this is the case. First, material excess 

has declining legitimacy. By this he means that in many cases, the wealth needed to 

achieve such material excess may not have been gleaned through honest, hard-working 
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means (p. 280). If this is the case, then the display of wealth by those seen as undeserving 

may not be received positively by significant others. Another reason he proposes is that 

conspicuous consumption is increasingly vulnerable to taxation and financial attack. He 

claims that taxing the goods whose utility lies in status could improve social justice and 

economic efficiency. Therefore, cultural capital may be a more exclusive way to signal 

status (p. 281). 

 To the truly wealthy and prestigious, the shift from waste to taste gives them an 

upper hand in an area that is not easily bought. Shipman also mentions that "those who 

have got rich quick have an understandably low tolerance for the time and tuition needed 

to gain cultural accomplishment" (p. 279). In any case, Shipman sees a shift that 

downplays the easily bought status goods and emphasizes the more time-consuming 

status experiences and cultural capital. If this is the case, then the luxury goods market, as 

is, may see an even more drastic change in the future. 

 

II. Future Research 

 In writing this paper, I found that although many of the theoretical claims of 

people from Veblen to Shipman are often visible in everyday life, there is still a dearth of 

conclusive evidence which precisely pinpoints the behavior in the luxury goods market 

and the movements which may occur in the future. I would find it useful and exciting to 

further study luxury goods in the Lancasterian model, surveying respondents about what 

sorts of attributes they perceive to exist in luxury goods and which characteristics are 

more important than others. It would also prove fascinating to correlate those answers to 

variables like income level, cultural background, urban verses rural setting and level of 

108 



 

market knowledge.  

 An empirical investigation of the status-motivated purchasing decisions made by 

consumers, in the luxury handbag category, along the lines of the study done by Chao 

and Schor, would be useful and could better strengthen the views of this paper. 

Unfortunately, the study by Chao and Schor was successful in identifying only one 

possible reason for consumption of branded goods because it was based on items that 

have fewer intrinsic qualities to differ upon. A tube of lipstick only has so many 

characteristics: color of lipstick, color of tube, texture, wear ability, brand name. Luxury 

handbags, however, have both brand differences and extensive aesthetic and functional 

differences, and those may be harder to separate. 

 Despite this challenge, I think that what might be truly intriguing would be an 

investigation of the "dual choice sets" that I proposed in Chapter 2. How do luxury 

consumers consider their experiences in luxury boutiques and how do those experiences 

affect their overall perceptions about the goods and the attributes present in those goods? 

And, one might ask whether all consumers who are concerned with status, across income 

levels, participate in both "deal-seeking" and "full-price plus perks" shopping modes.  

Do those even at the very top of the market attempt to distance real price and  

conspicuous price? 

 My final suggestion for a further study would be one where status-driven 

consumption is examined across product categories, not just luxury goods. Do consumers 

regularly partake in consumption of branded products in basic categories and if so, what 

else can be said about those consumers or about culture in general? Are there consumers 

that are selectively brand-conscious and only purchase branded, status-bearing goods in 
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particular categories which they find more visible or important to their significant others? 

Is our society so fixated on status that as time goes on, there will be fewer categories 

where products are free from branding and free from status considerations? The answers 

to these questions could further solidify the research on status consumption and provide 

even greater insight into the changes that have occurred in the past and the changes that 

will occur in the future in the luxury goods market.  
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