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Abstract 

 

 

 

 

The contemporary society reflects with countless of non-functional, i.e. luxurious, products 

which, with their redundant property, have a wasteful or negative impact on customers‟ 

survival value and their living environment. Customers have a tendency to make biased 

judgments in the choice of the products they purchase, causing them to confuse many of such 

non-functional product features with the functional ones and constantly encourage their 

market production. This may reflect a variety of impacts on the market: decreasing the pace 

and course of development products‟ actual, functional quality while increasing the pace and 

course of development for products‟ non-functional, luxurious quality; constant increments of 

prices disproportionate to the product‟s actual quality; discard of functional investments; 

utilization of wasteful resources; etc. This study will suggest a link between products‟ price-

quality disproportions in the development of new models and the customers‟ biased emotional 

purchasing-decisions before buying a product. With that, it will indicate how customer‟s 

emotions play a role in products‟ future industrial quality developments and how biased 

emotional perceptions contribute to non-functional or luxurious quality developments. 

Consequently, implications are also found for the psychological and economical causalities 

behind our ubiquitously polluted environments. 
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Preface 

Behavioral economics addresses the influence of social, cognitive, or emotional factors in the 

economic decisions of individuals both in and outside a company, along with the derived 

consequences of such decisions reflected in market prices, returns, and resource allocation. It 

primarily concerns the biases and bounds of rationality of economic agents: what an 

individual‟s [customer‟s] decision-making is driven from and the way these decisions alter as 

one‟s perception of it changes (Thaler & Mullainathan, 2008; Bernheim & Rangel, 

2008).  Therefore, it incorporates studying of psychological processes, especially the ones 

pertaining to evolutionary psychology (Rubin & Capra. In Roberts, 2011). It also concerns 

the impact of such psychological processes on business decisions-making in terms of 

consumer markets and in-company managerial processes. The significance of this branch of 

economics has greatly developed throughout the recent years. This is because interactions 

among employees, between employees and customers, and among customers themselves 

have become indispensible economic factors (Moschandreas, 2000) that organically impact 

the sustainable progress of companies, customers, and their living environment. 

One of the first most contributable pioneers – the father of behavioral economics (The 

Economist, 2011) – is Daniel Kahneman, a Nobel winner in economics (2002). He explores 

the drivers in people‟s “wrong” and biased life decision-making (TED, 2010) and how this 

impacts the sustainability of the [global] economic development. Along with others he has 

contributed to our understanding of what drives biases in people‟s rationality such as 

bounded rationality or bounded awareness (Bazerman & Moore, 2009). 

Many of the sources from behavioral economics originate from psychological experiments 

which were tested to investigate different behaviors in heuristic and skilled [rational] 

judgments (Tversky & Kahneman, 1974; Ariely, 2008; Bazerman & Moore, 2009). Thus, 

contribution of psychology plays critical role in analyzing the drivers in decision-making: 

e.g., what drives managers to make irrational decisions which do not realistically benefit the 

company‟s functional outcome or what drives customers to bring biased decisions which do 

not functionally benefit their wellbeing. This research will integrate the psychological factors 

that influence biased decisions within the business environment by indicating a link between 

customers‟ biased purchasing decisions and their potential impact on the future quality 

development of the product they choose. Indications will also be made on how such impacts 

reflect on the sustainability of the ecological and living environment. Furthermore, the 



research will identify which factors prior to decision-making have the biggest influence and 

how the heuristic and skilled biases influence customers prior to buying goods or services. It 

will address the effects caused by biased decision-making when evaluating products‟ quality 

or products‟ functional benefits. It will point out whether people choose products based on 

their perception of the product‟s quality or based on its actual quality.  

Bringing biased decisions is prevalent in our everyday decision making (Ariely, 2008; 

Bazerman & Moore, 2009). It is reflected in the customers‟ purchases of products with no 

essential value. The study will provide clues for how this trend of bringing biased purchasing-

decisions affects the production of products in terms of their functional attributes. It will also 

address the way this biased purchasing decisions make the product only to “appeal” in a 

pleasantly perceived way [e.g., hedonic value effect] while whiting out the functional benefit 

which would otherwise be of a practical contribution. 

The rolling average [available in 3 day and 14 day rolling average] for money spending on a 

daily bases for the average U.S. consumer ranges from $40 to $150 (Gallup Survey, 2012). 

We live in an increasing consumerist society where consumers are addicted to purchasing 

products all the time. Most of the times, these products are of non-functional benefits or even 

of functional disadvantages. This usually occurs in the products considered of a luxurious 

value. Nevertheless, this study will discuss this in terms of everyday products we use that do 

not necessarily belong to the conventional idea of luxury, but are, however, of a luxurious or 

non-functional value. 

In more related terms, there is an emerging need to explore the general relationship between 

Price and Quality and to see whether the prices customers are willing to pay for products 

correspond to the actual quality benefit they gain from them. This should develop further 

understanding of consumer behavior and raise awareness for how customer‟s biased 

purchasing-decisions potentially impact the market consumption and the industrial 

production. Accordingly, this should help one identify the potential underlying causes of the 

“addictive” consumer spending in our modern consumerist society.   
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1. Introduction 

In behavioral economics, cognitive biases refer to judgments with insufficient objectivity 

where the perception of the actual situation analyzed is one-sided, incomplete, or distorted by 

“wishful thinking” (Kahneman & Tversky, 1972; Ariely, 2008; Haselton et al., 2005; Baron, 

2007). This study specifically alludes to the word „biased‟ to address a “misperceived or 

disrupted reality” whose perceived judgment is incompatible to the objective situation. Having 

that said, the study will be carried out by an analytical approach with structure of two starting 

points. Тhe theoretical part, discussed in the literature review, will analyze the customer‟s 

emotional processes that take place while assessing a product‟s value and address how these 

assessments/judgments are with a biased, i.e. misperceived, tendency. From a perspective of 

evolutionary psychology, it will analyze the way the general customer goes about making 

purchases and point out to the biases behind such choices. Further, it will provide indications 

about how these choices may be linked to the products‟ future quality development. For 

instance, customer‟s biased perception of a quality may trigger a biased production of quality – 

a quality production of low functional or low essential value. In order to theorize such a link, 

the practical part, discussed in the methodology and the empirical study, will test whether the 

industrial quality developments are also subject to biased tendencies as are the customers‟ 

psychological processes. This will be done by graphing the relationship between price and 

actual quality of the model lines of two products [Shimano Rear Derailleurs and Cannon 

PowerShot Digital Cameras] in order to test whether the price
1
 of the newer models 

corresponds to the quality upgrades each model undergoes. The availability of such biased 

tendencies in products‟ quality development will help identify clues for a link between 

products‟ quality developments and customer‟s biased psychological choices. Before 

continuing reading further, it should be noted that the aim of the study is only to provide 

indications for such link; and further experiments should result the hypothesis this study offers 

in order to further validate the credibility of these indications. Therefore, the study aims to 

provide a theoretical understanding for the psychological processes that occur while customers 

make purchasing decisions. And secondly, it aims to propose a link for how these customer‟s 

[potentially biased] emotional purchasing-decisions have the potentiality to influence the 

industrial developments that each product‟s newer model undergoes.  

                                                           
1 Price is dependent on the customer‟s perception for the value of the product (Zeithaml, 1988; Nagle & Hogan, 2005). Thus, graphing 
products‟ price-quality relationship will indicate whether customers‟ perception of a product‟s value corresponds to the product‟s actual 
value (See sect.2.3 & 4.22 for specific review). 
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In specific terms, the study‟s purpose is to give suggestions whether the customers‟ biased 

product judgments has the potentiality to generate an impact on the pricing and quality 

production of the products they decide to purchase. To record whether the quality 

development of these products shifts to biased quality with non-functional benefit, each of 

the product‟s subsequent models will be compared with the previous ones. The comparison 

will be done by analyzing the price-quality relation of each model and graphing this relation 

to check their proportionality. Any deviances will indicate a disproportion of the quality 

development and indicate a development of non-functional or luxurious value. For instance, 

if the price increases proportionately with the increments of the product‟s quality, than the 

product‟s quality developments are based on functional value, and if it increases 

disproportionately, then they are based on biased or non-functional value. The literature 

review addresses the criteria of the product‟s functional value. 

1.1 Academic, Economic, and Environmental Contributions 

Behavioral Economics. The study addresses the casual relation between 'the customer‟s 

psychological perceptions of the products quality' and 'the sustainability of the economic 

industrial market development'. This ought to enrich the common understanding of 

behavioral economics by further recognizing the organic link between each of our individual 

choices made as customers and how they reflect on the collective business and economic 

environment. The study highlights the importance of understanding psychology prior to 

attempting to understand the economic environment. 

Economic Market and Living Environment. The study also aims to bring to awareness the 

potential power we, as customers, have in influencing the market with each purchasing 

decision we make. In other words, it aims to recognize how our judgments of “which 

products we need” can directly or indirectly reflect the today‟s market. It also helps to 

recognize the consequences of each of our individual‟s decisions towards the entire market in 

order to encourage a market of essential and functional, rather than of non-functional value. 

Similarly, when the individual recognizes the necessity, not to be ultimately
2
 functional, but 

to aim towards functionality, then this is likely to reflect with improved sustainability in 

market conditions. For instance, the production development of wasteful or non-functional 

products would reduce and the production development of functional, necessary, or survival-

related products would increase. Recognizing the biased tendencies of our emotional 

                                                           
2 Ultimate functionality may not be attainable; however, it is self-evident that aiming towards functionality would measurably reduce 
unnecessary waste and inefficiency. 
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decisions and the way they reflect the market as we know may result in a more sustainable 

living environment with increased economic efficiency. Furthermore, this can initiate a 

global balancing process between parts of the world with market environment of excessive 

amount of functional, survival-related resources and parts of the world with market 

environment of insufficient amount of functional, survival-related resources. 

1.2 Hypothesis and General Overview: 

Literature behind the Hypothetical Link. The literature review proposes a theoretical analysis 

behind the biased emotional judgments of customers‟ purchasing decisions and the way they 

are linked to the market: in terms of the types of product features or qualities that can emerge 

from such biased judgments. There will be two main aspects taken into consideration when 

assessing the biases customers make about a product‟s quality. First is the objective reality 

for how a product feature actually influences the customer‟s survival-related wellbeing – the 

'objective or actual product‟s quality'. And second is how a customer perceives or thinks 

about this quality – 'the subjective or perceived quality'. The biases discussed throughout the 

literature emerge when the customer confuses these two. For example, customers may be 

ready to pay higher price for a product of essentially same quality as a cheaper one, just 

because they biasedly perceive the high-priced product to have a better quality. Therefore, 

the literature review will discuss the biased tendency of the customers‟ perception and how it 

may mislead customers to make the wrong product judgment and with that purchase a 

product with no essential or even negative value. It will address how all this may influence 

the market production in terms of the quality development within the concerning industry. 

The study‟s general structure will attempt to establish such hypothetical link in this manner: 

 Products have a certain non-disputable objective functional quality (Zeithaml, 1988) applicable to 

each person regardless of his currently perceived need or want about it. 
. 

 Customers perceive a product‟s quality (Zeithaml, 1988) through emotions or emotional 

judgments (see literature review for related references). 
. 

 These emotions are of a biased tendency, thus the benefits which customers perceive the product 

to offer them [the perceived quality] is also of a biased tendency (March & Simon, 1958; Simon, 

1957; Kahneman & Frederick, 2002; Kahneman & Klein, 2009; Bazerman & Moore, 2009 ch.3). 
. 

 Customers confuse this perceived quality to be the product‟s actual/objective quality and with 

that they pursue a purchasing-decision based on their perception for the product – which is 

potentially biased (conclusion derived from the following studies: Kahneman, 1999, Kahneman, 

2000b; Kahneman, & Riis, 2005; Kahneman & Krueger, 2006; for specific references see sect. 3). 
. 

 Hypothetical Link: Does this reflect in the quality development of future products? 

Contemporary businesses are primarily based on satisfying customers‟ preferences (Kurtz & 

Boone, 2008): if the customers‟ perception of the quality is biased, would it then encourage a 

quality development of inessential or non-functional value? 
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Empirical Overview. To credit the validity of the hypothesis, the empirical study will test the 

current quality developments of two products and see whether their developments are also of 

a biased tendency. This should enable the reader to observe whether or not quality 

developments are prone to shift to developing non-functional quality. If they are, then this 

will indicate a degree of validity for the hypothetical link that the customers’ biased decision 

making triggers a product’s non-functional quality development. 

Method Overview. To measure this biased tendency, the empirical analysis will test whether 

the price increments of each new model correspond to the actual quality increments the 

model undergoes. The specifics of the transformations of concepts into measurements and the 

manner they relate to the hypothesis are discussed throughout sect. 2 and 4. 

2. Literature Review and Problem Analysis 

2.1 Objective Physical Survival Reality 

Customers’ Survival Value. A product is anything that can be offered in the market which has an 

impact on customer‟s needs or wants (Kotler et al., 2006). What is a need and what is a want? 

The study will indicate that a “want” derives from implicit or unconscious perception for a 

certain need which one cannot consciously analyze, thus, referring it as a want. However, it 

will further address the market products as „utilities‟ that impact one‟s actual survival needs 

only – the word “want” will be discarded to avoid confusion. What is a need then? Maslow‟s 

(1943a; 1943b) hierarchy of needs approaches needs of intrinsic and extrinsic value. After 

each previous need is satisfied, the „higher need‟ comes to surface. The highest of these needs 

are the „growth needs‟ which will not be addressed throughout the study since they emerge 

after the „basic physical needs‟ and are of nonphysical, transcendental value that deals with 

self-actualization: morality, problem-solving, pursuing inner talent, creativity, inner 

fulfillment, spirituality, etc. Deficiency or basic physical needs are requirements of the 

organism that are absolute for every human being. “They are intrinsic aspects of human nature 

which culture cannot kill” (Maslow, in Goble, 2004). Without satisfying one or more of the 

basic needs, a human being is prone to deficiency in his physical wellbeing for survival. It 

may cause disease, weak body, or disproportionate physical balance (Goble, 2004). They must 

be fulfilled so the individual can be able to efficiently and effectively dwell throughout the 

physical environment in terms of physical survival and physical coordination: Physiological, 

Safety, Belonging/love, and self-esteem needs (Maslow, 1943a,1943b; Goble, 2004). 

Correspondingly, basic needs can be acquired in the form of a product.  
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Basic (deficiency) needs. 

 The lowest of the basic needs are the Physiological needs
3
. These are requirements 

that address physical survival in terms of physiological hungers. They derive from 

physical lacks or surpluses in the body [homeostasis] in terms of food, water, 

exposure to sun, air, warmth or shelter, or in homeostatic terms of maintaining a 

constant bloodstream in the body: e.g. blood content of water, salt, protein, fat, 

calcium, etc. (Maslow, 1943a,1943b). 

o E.g. of products that influence this need: clean water [e.g. bottled], healthily 

nutritious food [e.g. fruits, vegetables in green markets], clean air, favorable 

sun or weather, dwelling natural environment [e.g. travels to further parts of 

the world – spring visits, hiking tours, beach resorts/services, etc.]  

 Safety needs pursue seeking of safe routines such as emotional and physical comfort 

zones: idea for “safe” future or stable material standing (Maslow, 1943a,1943b). They 

address seeking of physical shelter and safe coordination throughout the physical 

space in terms of physical health or social status [e.g. security of body, of 

employment, of resources, of property]. Sustainable living environment is a great part 

in this since safe, green, healthy environment free of pollution ensures one‟s healthy 

well-being or physical survival. 

o Product examples [including services]: a house [ensuring a safe familiar living 

place]; a career service [ensuring financial employment or social standing]; a 

health/car/house/life insurance [in case of danger]; a car [to avoid dangers of 

external disturbances such as weather change, dangerous society, etc., or to avoid 

unfamiliarities]; ecological or organic food, clothing [to avoid environment 

pollution], as well as any product with a recyclable capability so that 

environmental waste is reduced [recyclable laptops, bicycles, cars…];  etc.  

 Love/belonging needs [Social Needs] relate to the pursuit of social acknowledgment 

that makes or helps an individual to feel like or become part of the group – a family, 

friendship circle, relatives, etc. (Maslow, 1943a,1943b). 

                                                           
3 Deficiency of these needs results with a negative emotion (Maslow, 1954). Aydin & Orgun (2009) attempted to extend this view: 
satisfaction of any of these basic needs causes different variety or levels of positive emotions, where dissatisfaction of them, not only the 
physiological ones, causes different variety or levels of negative emotions. Likewise, a purchase of certain product may bring to positive 
emotion and the inability to afford certain product may bring to a negative emotion. Moreover, physiological needs also include sexual 
needs that impact physical survival in term of replication value – e.g. of products that influence this would be preservatives, aphrodisiacs, 
pharmaceutical drugs for sexual potency, etc. 
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o Product examples: a phone [enabling one to call one of the group member], a 

car [enabling one to reach or drive them], a camera [enabling one to secure a 

visual proof of social acceptance or to share moments with close ones], etc. 

 Self-Esteem needs address instincts for strength, achievement, adequacy, confidence in 

the face of the world, and independence for freedom in physical movement – in order to 

be self-sufficient. Satisfying these need leads to feelings of self-confidence, worth, 

strength, capability and adequacy of being useful and necessary in the world and 

among others in the group (Maslow, 1943a,1943b). 

o Product examples: a book [knowledge to survive in certain situations] an 

article/information [learning a certain environment, another person‟s culture, 

or certain species – in order to be able to independently interact along], 

education/college/seminars/lectures [knowledge of certain subject so one can 

be able to help oneself and the others when in need – to gain appreciation and 

value], etc. 

The text will further refer to these basic/deficiency needs as needs that ought to improve 

one‟s Survival Value in terms of (1) Physical survival
4
 and (2) Physical coordination

5
.The 

impact which a certain situation, i.e. a product, has on an customer‟s survival value will also 

be referred to as a product‟s situational impact. 

2.1.1 the Experienced-Utility, the Experiencing-self, & Actual Quality 

This section regards the objectivity in a product‟s actual impact on customers‟ survival value. 

Actual Quality & Experienced-utility. The objective impact a product has on the customer‟s 

survival value or the way a product actually satisfies customers‟ physical survival basic 

needs, regardless of what the customer may think about the impact, is the objective 

situational impact. In other words, it is the actual [objective] quality (Zeithaml, 1988) the 

product can offer (see sec 4.2.1). Kahneman‟s (2000a) concept that takes into consideration this 

objectivity is referred to as the experienced-utility. It addresses the individual‟s experience of 

any situational impact at the moment of occurrence, in real-time measures, as it objectively 

occurs. It addresses the way it actually impacts the individual when scientifically measured 

regardless of the individual‟s perception or memory of the experience – as is the case with 

the remembered-utility (sec. 2.2.3). The experienced-utility embeds the experience as it 

actually impacts the individual and his survival value each moment, moment-by-moment, 

                                                           
4 Physical survival: the ability to afford food, shelter, warmth, body health, etc. 
5 Physical Coordination:– the ability to coordinate oneself through the physical realm (in terms of Time and space – the ability to move 
safely and efficiently from one place to another ; and in terms of Communication – the ability to interact with one another) 
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whether he is or isn‟t aware of it. For example, this impact may be in terms of hedonic value 

– how painful or pleasurable an experience actually is to the customer or the way an 

individual‟s basic needs are actually/objectively addressed. In plain terms, the experienced-

utility addresses whether a certain situation has satisfied or dissatisfied any of the 

individual‟s basic needs; not whether the individual thinks it has or has not
6
.  

Experiencing-self. Correspondingly to the experienced-utility, the individual‟s body 

undergoes the total utility of an episode of time or the total experienced-utility through his 

experiencing-self (Kahneman & Riis, 2005). That is, the customer, through his experiencing-

self, experiences the objective situational impact of the product he uses whether or not he is 

aware of it. For instance, a durability feature of the Shimano Gear Derailleur [e.g. solid 

material difficult to break] improves the customer‟s survival value even when he doesn‟t 

perceive that it does – it won‟t easily break while riding, enabling the biker to arrive to the 

designated point safely. Thus, the actual quality of the product is experienced through the 

customer‟s experiencing-self, and the customer may not be consciously aware of it even 

though he experiences it. 

 

Measurability of actual quality. The way an individual satisfies any of his basic needs has 

objectivity in terms of a certain experienced-utility which the individual undergoes regardless 

his opinion about it – there is a scientific description for how a certain need may be optimally 

satisfied. Objective [actual] quality is the term used in literature to describe the actual 

technical, i.e. functional, superiority or excellence of the products (Hjorth-Anderson 1984; 

Monroe and Krishnan 1985; cited in Zeithaml, 1988). There are debates on what the ideal 

standards for measuring the objective quality should be (Zeithaml, 1988). However, Maslow 

(1943a) has provided us with basic scientific analysis/criteria for what may be a basic 

                                                           
6 “The moment-based approach derives the experienced utility of an episode from real-time measures (at the moment of occurrence) of 
the pleasure and pain that the subject experienced during that episode (Kahneman, 2000a).” This approach ought to measure the way a 
product actually impacts the customer‟s survival value – how the individual‟s body constantly experiences the pain or pleasure of the 
product‟s situational impact in the moment of occurrence rather than how he remembered it afterwards or how he expected it to be 
before. 
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functional living in physical survival terms. “These basic needs apply to any human being 

equally, with the exception of few pathological cases” (Maslow, 1943a). If these basic needs 

apply to each human being, then the experienced-utility and the experiencing-self of each 

customer would be subject to a common situational impact from the actual quality of any 

product. The only difference would be that one customer may not have a use of such product 

at the same moment as another customer; but both of their survival value would be 

influenced in the same manner once they are “in need” of such a product. Thus, if a product 

objectively satisfies one of these basic needs without dissatisfying another, then the product 

is favorable not just to one customer, but to the whole humanity. Therefore, it is possible to 

formulate measures for how the actual quality of a product would impact the survival value 

of the whole humanity – the data analysis will give such value examples.  

If this is so, then this means that it should be obvious to the everyday consumer which 

products are favorable or functional to use and which ones aren‟t. Nevertheless, studies done 

using consumer reports dispute the criteria (Zeithaml, 1988) for which attributes have a 

positive and which a negative impact on customer‟s survival value. Why do we witness these 

oppositions and contradictions in our daily lives when science provides us with reasonable, 

i.e. objectively measurable understanding regarding our physical survival? Is our idea of 

these scientific facts different than the facts themselves? 

2.2 Perceived Physical Survival Reality  

Customers’ Perception. Maslow and related researches have scientifically established an 

objective basis for what basic needs are and what relation they have to an individual‟s 

[customer‟s] survival value. Despite of their efforts, for the everyday consumer, the objective 

understanding of these needs is still not free from gaps and misconceptions. Different 

customers perceive an intrinsically same product‟s actual quality to have different impact on 

their wellbeing. Relative situations and different approaches in people‟s understanding take 

place. Since no one was “born with knowledge”, the knowledge regarding one‟s basic 

survival needs is being acquired throughout one‟s life. Maslow (1987) suggests that the 

means of knowledge acquirements vary from one person to another, from one group of 

people to another, from one society to another, from one situation to another, from one 

culture to another. Thus, the acquired knowledge has an ongoing tendency to be subjective or 
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perceptual
7
, without necessarily aiming towards objectivity implied by science. In this case, 

without aiming towards objectivity to understand customers‟ own basic needs and the actual 

survival value products aim to satisfy. 

 

This part will analyze the way customers misperceive this objective reality regarding the 

actual benefit a product holds towards their survival value and how they make a non-

functional judgment. In order to understand that, one needs to first understand the 

psychological variables and implications behind their perception.  

2.2.1 Implicit and Explicit Memories 

There are two general types of memories that form in the human psyche: 

Implicit memory. Implicit memory is tacit, hidden memory which had occurred in an 

individual‟s past experience, but for which he is not consciously aware of. It is an 

unconsciously perceived „opinion or perception‟ about a past experience without any rational 

and conscious thought. These past experiences contribute to the individual‟s everyday 

performance of tasks (Schacter, 1987) which favorably or unfavorably impact his survival 

value. This aids one‟s current and future decision-making without any effort of conscious 

evaluation – it happens instantaneously and unconsciously. For example, an implicit memory 

could yield an instinctual emotional interpretation (Eason & Wilcockson, 1996; Miller & 

Ireland, 2005) of an unconscious past-experience which aids one‟s new experiences.  

Explicit memory. Explicit memory result from conscious reflection of past/previous 

experiences or knowledge (Cohen & Squire, 1980 in Turk-Browne & Chun, 2006). Explicit 

judgment addresses knowledge-based system with a conscious awareness of the memory 

(Lieberman, Jarcho, & Satpute, 2004) such as facts, knowledge, information, etc. which one 

can consciously recall for one‟s overall life biography. It is this knowledge that one takes into 

consideration when consciously analyzing or rationalizing a product or its situational impact. 

                                                           
7 Perceptual: does not necessarily allude to false perception, but to any perception one forms about something: Both actual and non-
actual 
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If an implicit memory is an unconscious perception regarding a customer‟s situational 

impact, an explicit memory is a conscious one. 

 

2.2.2 Customer’s Emotional Decision-Making of System 1 & System 2 Reasoning  

There are two models of thought that derive from the implicit and explicit memories in order 

to help distinguish the differences in cognitive processes that have been invoked in people‟s 

attempts to organize the formation of judgment under uncertainty. Stanovich and West 

(2000) in Kahneman (2003) labeled these as System 1 and System 2operations (Kahneman & 

Klein, 2009; Bazerman & Moore, 2009) respectively:  

System 1 operations. System 1 operations embed implicit, unconscious intuitive processes 

based on heuristic intuitive judgments (Kahneman, 2003; Kahneman, & Klein, 2009). The 

judgment thorough this system is typically made fast, automatic, effortless, implicit, and 

emotional (Kahneman, 2003; Bazerman & Moore, 2009, pg. 3). For instance, when the 

customer heuristically associates a product to have an unfavorable situational impact, it 

means that System 1 operation implicitly/unconsciously triggers an instant response which 

sub-communicates to the customer that the product is not of any benefit to his survival value. 

This helps one to efficiently manage the situation – not necessarily effectively since the 

customer‟s perception of the product‟s situational impact might be wrong (this biased tendency 

will be discussed in sect. 2.2.4). 

System 2 operations. System 2 operations embed conscious and explicit intuitive processes 

based on consciously observed facts or concepts in order to further examine the validity of 

the System 1 implicit judgment (Kahneman, 2003; Kahneman, & Klein, 2009). Unlike 

System 1, the conscious and explicit examination of System 2 regarding the situational 

impact‟s validity is effortful and time-consuming (Bazerman & Moore, 2009, pg. 3). This is 
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because System 2 ought to consciously recognize available evidence (Lieberman, Jarcho, & 

Satpute, 2004) or available information with valid cues (Kahneman & Klein, 2009) that help 

one to further analyze the situational impact in its actual validity. If the heuristic intuition of 

System 1 operations is based on implicit and unconscious logic that takes place without the 

individual‟s conscious awareness, the skilled intuition of System 2 operations is based on 

explicit and conscious logic that considers facts that one can consciously remember – the 

biases of System 2 are further discussed in sect. 2.2.4. 

 

Intuition and Emotions. It is time-consuming to explicitly or consciously reanalyze each 

situation‟s validity all the time, thus, the human brain uses intuitive mechanism when 

associating current situations with past similar experiences (Lieberman et al., 2004; 

Greenwald & Banaji, 1995; Shames, 1994; Dorfman, Shames, & Kihlstrom, 1996). Intuition 

is a mechanism that aids one‟s decision-making by triggering an appropriate “gut-feeling” 

(Eason & Wilcockson, 1996; Miller & Ireland, 2005) or emotion. The emotions from System 

1 operations form the heuristic intuition and the emotions from System 2 operations form the 

skilled intuition (Kahneman & Klein, 2009). Emotional reactions vary in direct proportion to 

how an individual perceives the situation to have an impact on his survival value. The 

perception one makes regarding a situational impact yields a corresponding emotion. If an 

individual implicitly or explicitly perceives a situation to have a favorable impact on his 

survival value, he would respond with positive emotion in his heuristic or skilled intuition 

respectively; while he would respond with negative emotion if he perceives the situation 

unfavorably (Wukmir, 1967). Likewise, if a customer perceives a product to have a favorable 

situational impact, which satisfies one or a portion of his basic needs, then he would respond 

with a positive emotion such as joy or excitement associated to the product. Since product‟s 

purpose is to improve the customer‟s survival value, the customer would pursue in buying 

the product which had triggered a positive emotion (Wukmir, 1967, in Aydin & Orgun, 
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2009), since this would mean that he perceives the product to have a favorable situational 

impact or high actual quality. 

For the sake of reference, the emotions that result from the heuristic intuition of System 1 

reasoning will be referred to as short-term emotion. These are the irrational or unconscious 

emotion based on heuristic, implicit, instantaneous, or unconscious processes. Whereas the 

emotions that result from skilled intuition of System 2 reasoning will be referred to as long-

term emotions. These are the rational or conscious emotions based on explicit, analytic, and 

conscious processes. The study won‟t take depth in analyzing these two separately, but it is 

important to note that the customer‟s perceptual judgments about a product‟s situational 

impact that is derived both from System 1 and System 2 processes is based on emotions. 

They are emotions of different kind, but they are emotions nevertheless. 

 

2.2.3 the Remembered-utility, the Remembering Self, & Perceived Quality 

Unlike the experienced-utility, the remembered-utility is a memory-based approach that 

addresses the perceived idea the individual forms about a certain episode of the total ongoing 

experience he continuously undergoes. It based on a memory of how a certain situation has 

had an impact on one‟s survival value perceived in a certain segment or episode of time, not 

in real-time measure as was the case with the experienced-utility (Kahneman, 1999; 2000a). 

In other words, it is based on perception and therefore it embeds all the aspects mentioned 

above: implicit and explicit memories and the [short and long term] emotions yielded from 

the heuristic and skilled intuition of System 1 and System 2 processes respectively. The 

remembered-utility may be described as the sum of the perceptions about how a past 

situation is remembered to have had an impact on one‟s survival value or how a future 

situation is expected to have an impact on one‟s survival value. As opposed to the 

experiencing-self, the self that undergoes these perceived judgments of the actual experiences 

or situational impacts the individual undergoes is called the remembering-self (Kahneman & 
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Riis, 2005). Correspondingly, as opposed to the product‟s actual quality, the way the 

customer perceives how the product‟s impacts his survival value is the product’s perceived 

quality (Zeithaml, 1988; see sec. 4.2.2). It is self-evident that the perceptions individuals 

create regarding a certain experience does not always correspond to the actual experience. In 

other worlds, the experiencing-self of the experienced-utility has a tendency to be wrongly 

interpreted by the remembering-self of the remembered-utility (for example see footnote
11

; 

for thorough review see Redelmeier, Katz, and Kahneman, 2003; Kahneman, 2000a; for 

specific review see Appendix 3).  

 

2.2.4 Biases  

Biases in perceptions and memoriesbiases in System 1 and System 2biases in emotions. 

We witness these misperceptions in conflicts among individuals, cultures, or nations with 

different ideas, norms, or stereotypes about certain values such as lifestyles, code of ethics, or 

“bon ton” of what an everyday acceptable behavior is. We also witness such biases in the 

choice of products, where one product is believed by the customer or marketed by the 

company to have a favorable impact on the customer‟s survival value, even when in its 

actuality it has no or even negative value. 

Systematic biases of System 1 operations. Kahneman and Klein (2009) point out that the 

intuitive judgments that arise from simplifying heuristics of System 1 operations or instant 

judgments which are not critically and consciously assessed are less likely to be accurate and 

are prone to systematic biases. In related terms, the [short-term] emotion yielded from the 

heuristic judgment is less likely to correspond to the actual validity of the situational impact. 

For example, the customer may respond with a positive [short-term] emotion for a product 

that has an unfavorable impact on his overall wellbeing because he unconsciously 

misperceives the product to be of a favorable value in its actual quality. When one interacts in 

the future with a situation that is similar to a past experience, then the future situation is likely 

to yield a similar „informational feedback‟ [emotion] as the one yielded from the past 

experience (Greenwald & Banaji, 1995; Gawronski, B. 2009). This means that even when an 
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implicit memory was rightly perceived in the situation it first occurred, the emotion that it 

yielded may still be misused in the upcoming situations, if it is not critically assessed. For 

example, if a customer walks into a Shimano‟s bicycle equipment store and the environment 

around him implicitly triggers a similar association to a past experience that had a favorable 

impact on his survival value, then he will respond with a positive emotion towards the bicycle 

rear derailleur he chooses even when he does not need derailleur of such quality. He would 

respond with a positive emotion towards the derailleur even if in actuality the derailleur brings 

him more harm than good to his basic needs in terms of efficient coordination (for thorough 

review see Bazerman & Moore, 2009 ch.3 pg. 42-61; for specific review see Appendix 3). 

Systematic biases of System 2 operations. System 2 operations ought to yield carefully, 

consciously monitored, rational judgment that guides the implicit operations of System 1 

reasoning when encountering cues which imply potentially wrong outcome (Kahneman, & 

Klein, 2009). This happens in order to reduce biases from System 1 processes. System 2 valid 

cues allow one to form, if not objective, at least a more credible [skilled/rational] judgment. 

However, Kahneman and Frederick (2002) suggest that the way System 2 monitors the 

validity of the implicit perceptions in System 1 is not strict at all. System 2 is very likely to 

give in the premature judgments of System 1. Thus, although less likely, using System 2 

reasoning, the customer may still have an incomplete acquisition of the valid cues regarding a 

product‟s situational impact. This is because it is not always easy to determine the validity of 

such cues or their experienced-utility (Kahneman, & Klein, 2009). Kahneman (2003) and 

Simon (March & Simon, 1958; Simon, 1957 cited in Bazerman and Moore, 2009) refer to the 

emotional biases of the skilled intuition of System 2 processes as „bounded rationality‟. For 

example, when a customer buys a camera, he may choose it based on the emotions triggered 

by the biased heuristic judgment of System 1 reasoning. If a certain non-functional design or 

color triggers a positive [short-term] emotion, then he may use conscious rational judgment 

that rules out the cameras which do not trigger such emotion even when these are the ones that 

may satisfy his actual needs more functionally. 

From here, one can conclude that the emotions customers use to assess a product‟s quality – 

[short and long term] emotions yielded by the heuristic and skilled intuition of System 1 and 

System 2 reasoning respectively – are of a biased tendency. Next section will identify the 

way these biased emotions can encourage production of non-functional or luxurious product 

quality. 
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2.2.5 Biases in Product’s Quality – Luxury & Non-functionality 

In earlier times, luxury may have been principally representing a “synonym” for objectively 

high actual quality or optimum delivery of meeting any of the customer‟s basic survival needs 

such as product‟s durability, high functional utility, etc. Today however, in the contemporary 

market economy where human behavior and their individual decisions started to reflect with 

higher degree of impact in the market industry (Goodwin et al., 2008), luxury and luxury 

products have taken a biased shift in direction – as has the customer‟s perception of what 

quality is. The customer‟s biased tendency of valuing a product‟s impact on their survival value 

has influenced the quality production towards non-functionality or luxurious value rather than 

functionality or actual value: 

i) Luxury is an abstract or imaginary concept as its meaning is determined by personal and 

interpersonal motives, and is therefore primarily built on consumer perceptions (Vigneron 

& Johnson 2004). ii) Luxury may be roughly characterized with the customer‟s perception 

of what is authentic, exclusive, unique, innovative, crafty [craftsmanship], premium 

pricing, and high-quality means (Okonkwo , 2007, p.11), as well as with  a perception of a 

creative and emotionally perceived worth that one subjectively attaches to a product 

(Chevalier & Mazzalovo, 2008, p. viii). iii) Luxury means the state of great comfort and 

extravagant living: from an inessential [non-functional] but desirable item (Oxford, 2009). 

Following are examples of how the biases in customer‟s judgment analyzed in sect. 2.2.4 have 

influenced the interpretation of what survival value means, encouraging development of 

products with luxurious, non-functional quality (see Appendix 4 for thorough review): 

Biasedly perceived quality of excellence. The first indicator of this is the way the customer 

implicitly or explicitly perceives the exceptional nature of the components inside the product. 

The second is the customer‟s perception of the value of the delicacy and expertise involved in 
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manufacturing process of products or delivering services (Dubois, Laurent and Czellar, 2001) – 

whether and how one perceives a certain production brand to have a more effective impact on 

product‟s actual quality such as durability, efficiency, maneuvering feasibility, etc. For 

example, one may perceive that Shimano products have more endurable or easy-to-use rear 

derailleurs, even when there are other rear derailleurs in the market with higher actual quality 

but which are not perceived so.  

[Biased quality based on] Expensiveness or High Pricing. Price is dependent on the 

customer‟s perception for the value of the product (Zeithaml, 1988; Nagle & Hogan, 2005). 

High price can automatically indicate high perception of product‟s value/quality (Dubois, 

Laurent & Czellar, 2001). Therefore, high price can indicate high value in some consumer‟s 

perception for the product‟s impact on their social survival value (Vigneron & Johnson, 

1999), even when the value is low or negative.  

[Biased quality based on] Scarcity and Uniqueness. This refers to the consumer‟s perceived 

availability of the product or the components the product or service is made of (Dubois, 

Laurent & Czellar, 2001). “If virtually everyone owns a particular brand it is by definition not 

prestigious” (Vigneron & Johnson, 1999). Scarcity can be biasedly interpreted for high value. 

For example, having a computer while others don‟t is scarce and gives the customer an 

advantage over the others – he can improve his self-esteem needs by feeling worthy of being 

able to help others. But having a different design computer with no additional functional 

quality, while others have a normal design computer, cannot help others in any way even 

though it is perceived scarce or unique. 

[Biased quality based on] Aesthetics and Poly-sensuality; hedonic effect; the pleasure 

dimension. The everyday consumer has a hedonic perception of luxury – in terms of 

emotional pleasures – for a product which can pleasantly stimulate all senses and is pleasant 

to hear, smell, taste, or touch (Dubois, Laurent and Czellar, 2001). If a Canon camera‟s 

design pleases the customer vision or it is pleasant to hold in hands but has a low efficiency 

in taking good quality pictures, then the positive hedonic emotions assigned to the camera are 

of biased value and pertain to the camera‟s non-functional quality. In other words, even when 

the product has no actual impact on the customer‟s survival value, it is continuously being 

used by the customer if it biasedly triggers a positive emotion.  

Superfluousness. Luxury products are not felt to be necessary for survival but rather as 

something that increases our biasedly perceived pleasure or satisfies a passion (Dubois, 

Laurent and Czellar, 2001). We can use a product which is utterly non-functional to our 

survival value but we may biasedly perceive a social value just from owning it, not using it.  
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[Biased quality based on] Social image or Brand reputation. The role-playing aspects and the 

perceived social value of prestige brands can be instrumental in the purchasing decision 

(Vigneron and Johnson, 1999). For example, one would buy an iPhone because most of his 

friends have it, so as to feel one with the group, not because he “really needs” an iPhone per se.  

The purchases done from buying what is biasedly perceived to be valuable rather than what 

actually is valuable [in terms of Maslow‟s basic needs criteria], would not result from an 

intrinsic appreciation of the products functionality, but rather, from superficial effects of 

useless snobbism and bandwagon effects (Leibenstein, 1950). Social and behavioral 

psychology base the motivation for consumption of luxurious products on interpersonal or 

external factors such as “opinions, influences, approval and suggestions of or interaction with 

others” (Groth and McDaniel, 1993); and personal factors such as feelings and emotions that 

stimulate the consumption of products labeled with luxurious brands (Vigneron and Johnson, 

2004). This means that the consumption of luxury products is derived from the inflated biased 

emotions customers attach to products and it is therefore reasonable to hypothesize that the 

products’ future quality development is dependent on the customers emotions towards it.  

 

2.3 Types of Product Pricing 

In their book, the Strategy and Tactics of Pricing, Nagle and Hogan (2005) describe three main 

ubiquitous pricing strategies used by companies worldwide. The most conventional one is the 

„cost-based pricing‟ which is most prevalent in the neoclassical approach since it assumes fixed 

economy. Its strategy is to cover the cost for producing the product and then add a fixed 

percentage of a “fair return” or profit share for other investments. With the emergence of the 
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contemporary society where customers have more impact on the pricing and availability of 

products (Goodwin, Nelson, & Ackerman, 2008), many companies have recognized the 

adverse effects of cost-based pricing on profit along with the need for pricing to reflect current 

market conditions (Nagle, Hogan, & Zale, 2010). Therefore, this study will address the other 

two, less conventional ones: 

Value-Based Pricing. This type attempts to capture the actual value a product impacts the 

customer‟s survival value and communicate the product‟s actual quality (Nagle & Hogan, 

2005). Since customers with their biased tendency might under/overestimate the product‟s 

actual value, value-based pricing attempts to shift this biased perception into recognizing the 

product‟s actual value. Companies find this type of pricing more challenging and it is therefore 

often overlooked (for review see Nagle & Hogan, 2005; for specific review see Appendix 5).  

Customer-Driven Pricing. This is pricing based on the customer‟s perception of the product‟s 

quality (Nagle & Hogan, 2005) or based on the way they perceive the product to impact their 

survival value. Customer-driven pricing is based on the customer‟s perceived estimate or 

judgment about the product‟s worth. It is also based on what the company perceives the 

customers are willing to pay. If the general target segment perceives the product to be of high 

value, respectively, the product will be highly priced. Since the general customer has a 

tendency to be biased in his judgment, the customer-driven pricing has also a biased 

tendency. If the product‟s actual value is not successfully communicated by the company, 

which is usually the case (Nagle, Hogan, & Zale 2010), then the customer‟s perception of the 

product‟s value would not correspond to its actual value. This would result in biased prices 

which are disproportionate to the product‟s actual quality (for review see Nagle & Hogan, 

2005; for specific review see Appendix 5) – the empirical study will test this further.  



19 

 

3. Hypothesis Formulation 

Kahneman et al (1999, 2000b; Kahneman, & Riis, 2005; Kahneman & Krueger, 2006) suggest 

that although the total remembered-utility have tendencies to be incomplete and biased, 

people still misbelieve that their memories of the experienced-utility is
8
 the experienced-utility 

itself. Therefore, although biased, individuals coordinate their life decisions primarily through 

their remembering-self, or through the emotional responses yielded from System 1 and 

System 2 reasoning (Bless, Fiedler, & Strack, 2004), while ignoring the experiencing-self 

which undergoes the actual experiences. This means that the emotions which customers assign 

to products play as indicators for the actual value or the quality of the product itself. In this 

way, customers confuse the actual value of the product with how they feel about the product. 

If this is so, customers choose the products they buy according to the emotions they have 

assigned to the products and not according to the actual value of the product itself. This 

further means that when these emotions are biased then customers will pursue buying a 

product of a biased value, i.e. of a non-functional or luxurious quality. Therefore, if a 

customer is emotionally attached to a non-functional product feature, he will pursue the 

purchase of that product because he will [implicitly or explicitly] misbelieve that the product 

will “enhance” his survival value, even when the product may actually worsen his survival 

value. Since companies are motivated to satisfy customers‟ wants thinking that this way they 

maximize long-term success (Kurtz & Boone, 2008), they customize their products according 

to these biased wants. This way, the biased tendency of customer‟s emotions [wants] may 

reflect in the quality production of future product models. 

                                                           
8 See Kahneman‟s talk about this confusion: http://www.ted.com/talks/daniel_kahneman_the_riddle_of_experience_vs_memory.html  
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Furthermore, this indicates to the assumption that quality developments of future product 

models are influenced by customer‟s perceived quality or the emotions they assign to the 

product rather than on the product‟s actual value. The methodology and the empirical study 

will further indicate if and how this confusion may have reflected the industrial quality 

development of future models in today‟s market and indicate whether we can credit a further 

link between customers‟ emotions and products‟ future quality development. 

3.1 Model of the Logic behind the Hypothetical Link 

[visual model below] 

1.) The literature review implies an objective reality about how a product may actually benefit customer‟s 

wellbeing – product’s actual quality. This is further referred to as the experienced-utility – the way the 

customer actually experiences the product‟s benefits; not the way he perceives to experience them. 2.) 

Customers perceive this objective experienced-utility through their remembered-utility which is based on 

memories: implicit memories are unconscious memories that a customer forms about how a product has 

benefited or is expected to benefit his well-being – unconscious memories about a product‟s quality. Whereas 

explicit memories are conscious memories that play the same role – conscious memories about a product‟s 

quality. 3.) Implicit memories lead to [short-term] emotions of heuristic intuition from System 1 operations. 

Explicit memories lead to [long-term] emotions of skilled/rational intuition from System 2 operations. This 

remembered-utility regarding a product‟s value is the product‟s perceived quality. 4.) Emotions are of a biased 

tendency. Since the product‟s perceived quality is evaluated by the emotions customers attach to the product, 

the customer builds a wrong or biased perception of the product‟s impact on his survival value. This leads the 

customer to use luxurious products of non-functional quality with no or even negative actual impact on his 

well-being. 5.) Even when this is so, the customer confuses his perception of the product‟s quality to be the 

product‟s actual quality. This way, he “blindly” continues to use or purchase a product without a realistic 

benefit to his wellbeing. Since companies are motivated to satisfy customers‟ wants, they customize their 

products according to these wants. Therefore this may reflect in the quality production of future product 

models. The empirical study will give indications whether this biased perception of customers‟ emotions 

reflects in the future quality developments of the products they choose to buy. 

6.) Empirical Analysis: Prices determine the way the general customer perceives the value of a product, or the 

way the company perceives they should value the product. The empirical study will test whether the product‟s 

price increments of each new model are based on functional or non-functional quality improvements. If the 

increments of the product‟s quality with each model do not proportionately correspond to the increments in 

the product‟s prices, then the development is based on the customer‟s perception of the quality rather on the 

product‟s actual quality. Thus, the quality development would also be prone to being biased or non-functional.  

Hypothetical Link: If the product’s quality development does not fully correspond to the actual quality but to 

the customer’s perceived quality it can be assumed that the development of future productions of models is 

influenced by the customer’s perception; or more specifically, by the emotions they assign to the product’s 

quality. Figure below visualizes this hypothetical link along with its assumed psychological causalities. 
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4. Methodology 

The analyzed data will provide indications whether the previous logic and its hypothetical 

link are credible for further consideration. It will take into consideration two separate 

products – Shimano Rear Derailleur and Cannon PowerShot Cameras – and test whether the 

perceived value customers and companies assign to them are proportionate to the actual 

quality the companies have developed in the product. This will indicate whether the quality 

developments are influenced by the customers‟ biased emotional perception of them or 

whether they are independent from it. The way the empirical findings aim to test this link is 

to analyze the price-quality relationship of products. By analyzing the price, it will indicate 

what the target customers are willing to offer or what the companies have estimated them to 

be willing to offer. This will indicate whether customers‟ perception of the product‟s quality 

corresponds to the actual quality. If the quality improvements are not based on actual quality 

but on non-functional quality, then it can be assumed that biased customer emotional 

decisions bring to biased product quality improvements. 

4.2 Data Collection Method 

The significance for the formulation of the numerical values regarding the products‟ actual 

quality is consisted of primary data collection: experts in the concerning technical field are 

consulted to measure the degree of how much the product‟s features favorably impact 

customers‟ survival value. Secondary data collection is used in comparing the prices of the 

product models: e.g., physical and online stores [websites].  

4.2.1 Measurements for Actual Quality & its Functional Features: 

The literature review indicates that each product has an objective actual impact on the 

customer‟s survival value. This impact pertains to the customer‟s experienced-utility and the 

customer constantly undergoes it through his experiencing-self regardless of whether or not he 

perceives it. Zeithaml (1988) similarly refers to this as the product‟s objective [actual] 

quality. The features the actual quality is comprised of will be referred to as functional 

features. The criteria to assess the value of each functional feature will be measured in terms 

of the degree of the impact the feature has on a certain portion of customer‟s survival value 

[based on Maslow‟s hierarchy of needs provided in sect. 2.1]. For example, if the 

technological expertise in the production of the Shimano Gear Derailleur provides a 

technological feature that enables the product to change gears more efficiently, then such 

feature benefits the customer with spending less energy to shift gears and therefore less time 
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to travel from one place to another. This means that such feature realistically benefits 

customer‟s survival value in terms of safety needs and efficiency in physical coordination. 

These measurements are provided by consultation with experts in the field of “bicyclism” for 

Shimano Gear Derailleur products and experts in the fields of “photography and electrical 

engineering” for Canon PowerShot Cameras (See Appendix 1 & 2 for measurement values). 

The value for the product‟s total actual quality will be derived from the sum of the values of 

each functional feature. The degree of the measurements are not absolute (see sect. 4.2.4) and the 

survival-impact-value of each product‟s feature can be argued further (Zeithaml, 1988). 

However, it cannot be argued „whether a certain feature does or doesn‟t provide functional 

impact on the customer‟s survival value‟
9
. Therefore, the relativity of the value-degree of 

these measurements shouldn‟t obscure the credibility of the interpretation of the results. 

Further reason for this is due to the purpose of the empirical findings being only to provide an 

indication whether the analyzed product‟s quality development of future models is prone to 

functionalism
10

 or non-functionalism. Likewise, it shouldn‟t obscure the credibility of the 

indication whether or not future product developments are linked to customer‟s biased 

emotional judgment in their purchasing decisions.  

 

4.2.2 Price – Measurement for Product’s Perceived Quality: 

The literature review indicates that each product‟s impact on the customer‟s survival value is 

perceived by the product‟s target customers in their own particular way. This is the 

remembered-utility and is perceived through the customer‟s implicit and explicit memories 

                                                           
9 It is self-evident that healthily edible food improves the physical survival of any human. The quality of the food however determines the 
degree of the health it provides or how effectively the physical survival is improved. 
10 Functionalism: Vickers and Renand (2003) describe functionalism as product features that could „solve a current or potential problem 
such as material superior quality and strength, durability, confidence of items replacement to reduce unnecessary environmental waste, 
etc. – in plain terms, added features that aim to satisfy our basic needs. Thus, the products will be analyzed in terms of their safety & 
practicality; nutrition and nurture value (e.g. healthy food and natural body care); physical endurance of raw materials used; efficiency and 
freedom in physical coordination such as stability or reasonable efficiency in time consumption when it comes to communication and 
transport; & recyclability factor of the product or how easily recyclable it is and how easily fixable it is in order to reduce environmental 
waste. For instance a dismantling capability of each product‟s part helps the recycling of different materials; and features should also 
result in positive impact on our environment for healthy survival – the product should do little or no harm to the environment: improved 
recyclability options, little production waste, low pollution while using it (e.g., environmental cars, recyclable bottles, computers, high tech 
gadgets , cameras capable of replacing small broken parts rather than whole set of them, etc.) 
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of their remembering-self. Price is dependent on the customer‟s perception for the value of 

the product (Zeithaml, 1988; Nagle & Hogan, 2005). High price can automatically indicate 

high perception of product‟s value (Dubois, Laurent & Czellar, 2001). Therefore the price of 

each product‟s model will indicate the measurement of the general perception of the 

product‟s target customers. Another reason for this is that in contemporary economics, the 

customer‟s demand influences the product‟s supply (Goodwin, Nelson, and Ackerman, 

2008). Thus, the customer‟s ability or willingness to pay [customers‟ perception of the 

product‟s value] is also what influences the product‟s price (Zeithaml, 1988). Most 

companies price their products according to what they have evaluated the average target 

customer is willing to pay for the product‟s value (Nagle & Hogan, 2005). This further 

implies that most pricing strategies are customer-driven and are based on the customer‟s 

perception, but some may be closer and some further to the product‟s actual value. From 

here, we can refer to Price as the product’s generally perceived value adapted to the average 

perception of its general target customer.  

Nagle & Hogan (2005) also imply that contemporary pricing is hardly ever done without first 

researching what the customer is willing to pay for the product‟s benefits or without first 

marketing a certain product‟s value in customers‟ eyes. Both of these shape the overall 

customers‟ perception of the product‟s value or the perceived quality (Zeithaml, 1988). Both 

of these shape the final price of the product. Therefore, pricing is done by averaging what the 

customer perceives for the product‟s value and how the company perceives the customer 

should value the product. In both cases pricing is based on a certain perception [customer-

driven pricing]; only that sometimes this perception may correspond to the product‟s actual 

quality [value-based pricing] and sometimes it doesn‟t [biased customer-driven pricing] – see 

figure below. The empirical results will give further indications for this. So the price will serve 

as an indication of what the customer is willing or capable to pay for the product in return for 

what he perceives the product‟s quality to be. It should be noted that price is not an absolute 

measurement for the perceived quality as there are many other factors which play role in the 

customer‟s perception of the product‟s quality. Nevertheless, price communicates the 

general/average value of how the product‟s target audience perceives the product‟s quality 

(Zeithaml, 1988). Therefore, price will only indicate the general perception of the product 

value according to the product‟s general target audience. 
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4.2.3 Measurements for Luxurious Quality & its Non-functional Features 

Once the relationship between actual quality and price [i.e. customer‟s perception of the quality] 

of each product‟s model is measured, any deviances between the increments in price and the 

increments in quality will indicate quality development based on non-functional or luxurious 

value such as the non-functionally luxurious features discussed in sect. 2.2.5. The occurrence 

of such deviations indicates a connection between customers’ biased emotional judgments of 

products and the product’s non-functional quality development. These measurements are not 

separately analyzed because the empirical study only aims to measure the relation between 

the customer‟s perception and the product‟s actual quality. However, Appendix 1 & 2 

provide more analytical information about the product‟s features which are of low or no 

functional value. 

4.2.4 Measurement Credibility and Limitation 

The experienced product‟s utility of the customer‟s situational impact in a given situation can 

be one for one person and different for another. Thus, the same product may reflect with 

different measurements for its experienced-utility of its situational impact in different people. 

But its overall value for the situational impact, when taken “every aspect” into consideration, 

is the same for everyone, whether or not one perceives it in the given situation. The 

experienced-utility of the situational impact may differ in the short-run, but in the long run 

it‟s the same. For example, a bottle of water would satisfy everyone‟s thirst in general but in 

a given moment the degree varies to different customers. Thus, the product‟s objective value 

or the products collective experienced utility is always there [potential], even if a customer 

might not subjectively need it in the moment of speaking
11

. In related measurement terms, 

                                                           
11 Redelmeier, Katz, and Kahneman (2003) interviewed patients who underwent colonoscopy tests so they can report the actual pain 
intensity they underwent during the treatment. First they measured the experienced-utility (the actual pain) in real-time measures for how 
the patients reported to feel the pain/pleasure intensity from the colonoscopy machines during the treatment (in the moment of the 
experience); and later, after the treatment, they asked the patients to report what they had remembered or how they had perceived the 
treatment to be. The reports of the experienced-utility did not match the reports of the remembered-utility. This proves that even if the 
customer does not perceive the way a product actually impacts his survival value, it does not mean that the actual impact is not there. 
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different product‟s functional features may indeed impact different people‟s survival value in 

a different way and one feature may impact different, at times even unlinked, aspects of two 

people‟s survival value. In other words, it is difficult or impossible to “measure” a product‟s 

actual situational impact. Nevertheless, each product‟s functional feature has a functional 

design that even if one person may not need it at a certain moment or situation, the feature‟s 

utility can still be utilized at the moment of any situation when the need „activates‟. This is 

the product‟s potential functional value which is available in the long-run. Therefore, the 

subjective value or the functional usefulness of a feature is not subjective in its utility, rather 

it is subjective to a certain individual at a certain moment or in a specific situation (
12

), 

regardless of whether one has or doesn‟t have a current usefulness of the feature. From here, 

it can be concluded that the product‟s actual functional value is objective in its utility value 

(
13

) and can be measured in absolute terms when concerning the humanity in general. 

However, in subjective terms, the same absolute measurement may not be of any actual 

benefit or any favorable situational impact when concerning one or group of individuals at a 

certain period of time or in a specific place of occurrence. Thus, the experienced-utility the 

customer undergoes is difficult to measure, even though it is “potentially” there, influencing 

the experiencing-self of the customer whether or not he is aware of it. The data analysis 

analyzes exactly this potential value of the product‟s overall or long-term experienced-utility 

of its situational impact in terms of the product‟s actual quality.  

                                                           
(12) Further measurement limitations occur where the company would give a bigger quality number for marketing purposes, whereas a 
dissatisfied customer would give a lower one. This makes it even harder to objectively estimate it. For this study however the actual quality 
that directly (obviously) relates to the survival value is taken into consideration.  
(13) Most functionality features of a product are obvious to notice in their situational impact, thus it makes it possible to give general 
measures (e.g. it is obvious that a difference in color has little or no impact on one‟s survival value, when it comes to buy ing a camera or a 
rear derailleur for bicycle – however, there may be color-blind people for who this may be invalid – there are always few cases of 
(pathological) exceptions  (Maslow, 1943a), but here, the general survival value is taken into consideration. 
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4.3 Operationalization of Variables 
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5. Empirical study – Data and Data analysis 

The following data analysis graphs the quality development of two products: Shimano Rear 

Derailleur and Cannon PowerShoot Cameras. The quality values of each of their models are 

analyzed separately. These values are derived from consultations with experts in the related 

field and are based in respect to the survival value discussed in sec. 2.1. Then, each of the 

final value derived is placed on a graph in relationship to the price which the model goes for 

in the market. Each model has a certain total quality and a certain price it goes on the market 

for. Testing their relationship will give indications whether the increments of quality with 

each new model correspond to the increments of price for the same model. For example, if 

the quality value of the initial model is 2 with a price of $10 where its consequent model has 

a quality value of 4 with a price of $20, then the increment of quality corresponds to the 

increment in price with a proportional coefficient of 2. With this, the empirical results will 

point out whether the quality development of the product analyzed is based on functional or 

non-functional quality. If they are based only on functional quality this would indicate no 

further link between the product‟s future quality development and customer‟s emotions, 

whereas if there are biases in the development, it would. The reason for this would be due to 

the correspondence between customer‟s emotional biased tendency and the biased tendency 

of the product‟s future quality development.  

The shortcomings of these findings are that they are not credible to point out to a direct link 

between these two, but only to an indication. The study does not separately analyze the 

biased tendency of each target market or each target customer for specific product. Instead, it 

analyzes the biased tendencies of all the potential customers. Therefore the credibility of the 

link provided would serve only as an indication for such a link; not as an absolute “proof”. To 

prove this link further, individual customers who buy the analyzed products should be 

surveyed. This would test further whether these customers demonstrate a direct link between 

their „biased perception of the product‟s actual quality benefits‟ and „the product‟s non-

functional quality development‟ (see sec. 7 – Future Research Proposals). 
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5.1 Product line 1 – Shimano Rear Derailleurs 

See Appendix 1 for Basic Shifting Quality and more detailed analysis of the table values 

Model14 
Additional Quality Value15 (AQV) of each model’s Functional Features 

(Actual Quality improvements in each model) 

Total 
Actual 
Quality 

Price 

Acera Basic shifting quality (not for extreme mountain biking - prone to be 
congested by sand or branches, making it difficult to shift gears); city rides – 

AQV: 1 
1 21€ 

Alivio Basic shifting quality + improved mechanism to deal with congestion 
(acceptable for mountain biking); city + mountain rides – AQV: 1 

2 37€ 

SLX Basic shifting quality + extra improved mechanism to deal with congestion 
(well-equipped to deal with mountain hurdles) – AQV: 0.5 

2.5 75€ 

Deore xt Basic shifting quality + extra improved mechanism to deal with congestion + 
adapted raw material to reduce weight (suited for racing) – AQV: 0.5 

3 128€ 

Saint Basic shifting quality + extra improved mechanism to deal with congestion + 
EXTRA weight reduction (improvement only suited for racing) – AQV: 0.3 

3.3 190€ 

xtr Basic shifting quality + extra improved mechanism to deal with congestion + 
EXTRA weight reduction (improvement only suited for racing) – AQV: 0.3 

3.6 263€ 

xtr + Basic shifting quality + extra improved mechanism to deal with congestion + 
EXTRA weight reduction (improvement only suited for racing) – AQV: 0.3 

3.8 339€ 

(prices and specifications references from mtbr.com, 2012; techdocs.Shimano.com, 2012) 

  

                                                           
14 There аre a number of different model variations/versions for each model. This data analyzes the basic types in order to give a general 
idea about the direction of their price-quality relationship. *note that although different sources (stores, online stores) state different model 
prices, the difference in pricing of the models in one source is proportionate to the difference in pricing in another – this means that the 
graph may vary in size and shift in position as product information from different source is used (e.g. different store) but the direction and 
shape of the graph is similar nevertheless. 
15 These numbers are an estimate from a bicycle expert in a subsidiary shop compared with the available information on Shimano‟s 
website. The numbers are NOT an absolute quality factor of the products‟ actual quality benefit (see References under “Interviews”). 
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5.2 Product line 2 – Cannon PowerShot Digital Cameras 

See Appendix 2 & Appendix 2.1, for complete table values, detailed quality factors, and extensive 

information for the measurement transformation of the product’s Actual Qualities’ Functional Features 

Model 
(ordered by price) 

Additional Quality 
Value (AQV) for each 

model’s functional 
features  

Total 
Estimated 

Actual Quality 

Re-estimated 
Actual Quality on 
overall model unit 

(*) 

Price ($) 

A810 16.0-Mp  

For this product it is more 
difficult to establish a 
“concrete difference” 

from one model to 
another because there are 

many features that 
influence the product’s 

actual quality and its 
functional features. 

Nevertheless, for further 
review, the detailed 

quality factors/features 
differing from one model 

to another can be found in 
Appendix 2. 

8.150 8.150 $100 

n/a 10.0-Mp 7.550 7.550 $110 

A1300 16.0-Mp 8.250 8.250 $120 

A2300 16.0-Mp 8.350 8.350 $140 

A2400 IS 16.0-Mp 8.450 8.450 $150 

n/a 12.1-Mp 7.600 7.600 $160 

A3400 IS 16.0-Mp 8.050 8.050 $160 

A3300 IS 16.0-Mp 8.650 8.650 $160 

A4000 IS 16.0-Mp 8.950 8.950 $180 

SX130 IS 12.0-Mp 8.950 8.950 $210 

ELPH 110 HS 16.1-Mp 8.550 8.550 $230 

SX160 IS 16.0-Mp 9.045 9.045 $230 

SX150 IS 14.1-Mp 8.500 8.500 $250 

ELPH 320 HS 16.1-Mp 8.670 8.670 $250 

ELPH 310 HS 12.1-Mp 9.135 9.135 $260 

ELPH 500 HS 12.1-Mp 8.560 8.560 $280 

ELPH 520 HS 10.1-Mp 8.990 8.990 $280 

SX260 HS 12.1-Mp 9.410 9.410 $300 

SX210 IS 14.1-Mp 9.780 9.780 $300 

ELPH 530 HS 10.1-Mp 8.630 8.630 $330 

SX500 IS 16.0-Mp 9.720 9.720 $330 

D20 12.1-Mp 9.000 9.000 $350 

S100 12.1-Mp 9.320 9.320 $430 

SX40 HS 12.1-Mp 9.995 9.995 $430 

G12 10.0-Mp 9.400 10.000* $500 

G1 X 14.3-Mp 9.460 10.500* $800 

Canon - 24mm f/3.5L 
II Tilt-Shift Lens 

11.500* 11.500* $2,050 

(prices and specifications references from BestBuy.com 2012; usa.Canon.com, 2012) 

 

* Below are the two curves of this product: one curve comparing the price 

with the Total Estimated Quality and one comparing the price with the Re-

estimated Quality on Overall model unit. Experts have recommended that the 

quality values of only three models were significant to reevaluate – the 

numerical values in bold. *Note also that the first curve [green] suggests an 

overall [assumed] direction of the quality development of Cannon‟s cameras – 

this is because only a segment of latest models were taken into consideration: 
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* Below is the same Canon product line curve including the 

estimated points of where the actual quality development 

significantly diminishes and the luxurious one begins to significantly 

increase [points of price-quality efficiency]: 

 

* Below is the same graph [without the last two products] in order 

to examine the denser area more thoroughly and form a better visual 

picture: 
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5.3 Utilizing the Empirical Results 

Polynomial trendline will be used to visualize the pace and the course of development of the 

products‟ functional [actual] quality. Note that in each case, the development first undergoes 

a crucial upward slope with significant functional or actual developments. Then, it reaches a 

“peak point” – which will be referred to as optimum point of functional development. And 

finally, it shifts in a downward direction suggesting a diminishment in the pace and the 

course of actual quality development: 

Shimano Derailleur Model's ' functionary features' development Trendline: 
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Canon Models' functionary features' development Trendline (with its unrevised value) 

 

Canon Models (with correction) Trendline 

 

 

In all the cases, the production development raises its efficiency to a certain “climax” 

followed by a downward slope which signifies a decreased advancement of the basic 

functionality followed by disproportionate increments in price. The following curve indicates 

a direction of the actual quality developments as newer models emerge: 
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Hypothesized general trendline for the general market products’ actual quality developments (in the form 
of a learning curve16): 

 
The function of this hypothesized graph aims to exemplify a general trendline of the luxurious 

relation between quality and price as products advance to newer models. It also serves as a 

potential graph to represent other market products that undergo similar production impacts 

where customers confuse their perceived quality of biased tendency with the product’s actual 

quality: x=price units [e.g., USD] and f(x) is  y=overall actual quality units [e.g., degree 

of the product‟s impact on customer‟s survival value]. 

Value coefficients of a=10, b=30, and c=0 are used to create a linear regression and match the example-graph to an 

average curve whose direction is similar to the two products analyzed before. These coefficients are derived on the 

basis of interpolation method where the points of the graphs of product 1 and 2 were further extended using a “trial and 

error” method to assume a general curve or regression line. 

* It is important to note that these values are not absolute, and the coefficients may vary from one product to another or 

from one industry to another. Therefore, these coefficients are only taken to visualize the biased direction of the quality 

in relation to price. That is, the quality increments in the beginning of the quality development are nearly proportionate 

to the price increments. For example, with 1 unit increase in quality, price increases for $2, with 2 units increase in 

quality price increases for 4$, with 3 units increase in quality price increases for $6, etc. However, once the optimum 

point of functional development is reached, the quality increments begin to diminish and the price increments begin to 

accelerate. For example, with 0.5 units increase in quality, price increases for $2, with 1 unit increase in quality price 

increases for $6, with 1.5 units increase in quality price increases for $12. This means that after the optimum point of 

functional development, for 1 unit of increment in quality, the price would disproportionately increase with 3,4,5,6, or 

n+1 units. The values of variable   or the price units in this function are relative. For instance, the price of car or houses 

is greatly different than the price of pencils for instance. However, the aim for this graph is to symbolize the 

discrepancy in regard to these values, in order to visualize the “biasedly curved” direction of quality developments.  

  

                                                           
16 Learning Curve: implies that with certain time and resources spent to focus and perfect on an issue, we gain knowledge 
proportionately, BUT after a certain point [optimum point of functional development], the knowledge we extract and the resources and 
time we invest are disproportionate to one another as we end up sacrificing or wasting a lot of material resources for a very little gain 
(Petley, 1988) – e.g., destroying environmental life [flora and fauna], exploiting human labor, environmental waste from production, etc. 
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6. Discussion and Conclusions 

6.1 Interpretation of results 

Shimano Case. In the case of Shimano, once the development of the actual functionality 

features starts to diminish, the difference in models occurs mainly in the non-functional 

features of “weight reduction”, which does not significantly impact the customer‟s actual 

survival value. The difference in time efficiency with this weight reduction is in matter of 

seconds and milliseconds. They are customized for professional race tournaments only.  

Canon Case. The results of Canon‟s case suggest that there has already been a significant 

development of actual quality which has occurred in older models rather than in the ones 

analyzed. Thus, it is no surprise that the current improvements are mainly consisted of low-

significance actual quality improvements such as picture size, quality, battery capacity, etc. 

(see Appendix 2 & 2.1 for detailed review). The quality improvements in the newer PowerShot 

models mainly consist of improvements of non-functional features. These are added gadgets 

which consist of slight improvements of light sensitivity, smile recognition, touch screen, 

operating system software etc. (see Appendix 2). Their quality plays low significance in the 

actual impact on the customer survival value – the customer can very well do without these 

non-functional gadgets
17

 and still get the necessary actual benefit provided by the camera.  

Shared Interpretation from both Products. In both Shimano‟s and Canon‟s case, the increments 

of the actual quality value that each next model undergoes do not correspond to the increments 

in price of that model. That is, new models are priced excessively high even though they don‟t 

provide significantly better functional benefit than the previous model. Therefore, the 

excessive disproportional price increments are likely to pertain to the product‟s non-functional 

quality. This significant disproportion of product‟s price increments in relation to actual quality 

increments verifies further that these products are priced based on the customer‟s perceived 

quality which is of a biased tendency. This is because there would not have been such a drastic 

disproportion had they been based on product‟s actual/functional quality. It would be thus 

reasonable to assume that customers buy such unreasonably highly priced models because 

they biasedly perceive that they are getting a “correspondingly” functional value for to the 

price they pay, with that influencing the quality production of new models to non-functionality.  

                                                           
17 These perceptive gadgets, being so fragile in use, they may even have a negative impact on customer‟s situational impact as they are 
easily breakable and difficult to replace, which makes it harder for the customer to fix the camera if broken, which reflects with negative 
impact (e.g., waste, pollution) to the living environment, as the whole camera would be considered totaled (more resource efficient to 
buy/product new one than to fix that one) if one small part breaks. 
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6.2 General Implications 

The results indicate that the quality developments of the products are with a biased tendency. 

At some point they shift from developing functional to developing non-functional features, 

just as the customers‟ perception has a biased tendency to misperceive a product‟s actual 

quality. Therefore, the results support the presence of a hypothetical link between customers‟ 

emotional purchasing decisions and the future quality developments of the products they 

choose. 

Course of Quality Development. The results also suggest that once a product development 

reaches its optimum functional capacity, the customer‟s perceived quality with each next 

model – from loosely corresponding to the product‟s functional quality (
18

) – shifts to 

correspond the luxurious one. With that, the product development shifts to development of 

non-functional features. In related terms, after the point of optimum actual quality 

development is reached, the customer‟s perception [perceived quality] starts to discard the 

product‟s actual benefits on their survival value and becomes biased. In the beginning when 

the product undergoes significant functional quality developments, customers‟ perception of 

the quality development [in terms of price] moves in a similar direction with the actual 

quality development. In other words, customers‟ perception is not significantly biased during 

the first stages of the development. However, after the point of optimum functional 

development, the customers‟ biased tendency comes to surface and their perception for the 

product‟s quality development drastically shifts astray from the actual quality development 

(see figure and graph below). 

 

                                                           
18 In the beginning of the quality development, the customer’s perceived quality may not fully correspond to the actual 
product’s quality, but it moves in the similar direction nevertheless. Whereas, after the optimum quality development is 
reached, the customer’s perceived quality shifts astray from the direction of the actual quality development towards the 
direction of the non-functional/luxurious quality, i.e. the customer’s perceived quality at this point loses its value, even though 
emotionally he still misperceives that he gains value – since he confuses his perceived quality to be the actual one. 
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Since customers confuse their incomplete and subjective perception to be the “complete 

absolute reality”, as highlighted in the literature review, they mistake their perceived product‟s 

quality to be the actual product‟s quality. Therefore, when their perception of the product‟s 

quality shifts to being biased, they would still pursue making a purchase based on their 

„biasedly perceived emotional judgment‟, and continue buying products with biased perceived 

quality of non-functional, luxurious value. The reason for this is because they mistakenly 

believe it to be the actual quality. If this is so then, as also shown from the empirical results, 

this is likely to reflect in the quality production of each newer model (
19

) in the following 

manner: the development of the product‟s functional features, from development in actual 

functional quality, would start to shift astray to a development in luxuriously non-functional 

quality which is with low or even a negative actual impact on customer‟s survival value. 

The graph below interprets this further using the general hypothesized curve in sec. 5.3. *note 

that the perceived quality and the actual quality move in similar direction at first the first stages 

and then they drastically shift away from each other: 

 

                                                           
19 Another reason for such indication is that production supply is influenced by market demand when reaching an equilibrium point 
(Besanko & Braeutigam, 2005, p.33). 
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Relating to the Literature. If prices loosely correspond to the customer‟s perception about the 

product, then when prices shift to being biased and disproportionate, the customer‟s perception 

also does. This way, customers are willing to pay more for a product that doesn‟t favorably 

impact their survival value, with that encouraging demand and development of models with 

non-functional quality. We saw from the literature review that this customers‟ perception is 

consisted of [short and long term] emotional judgments derived from heuristic and skilled 

intuition of system 1 and system 2 reasoning respectively – which are with a biased tendency. 

Therefore, it can be assumed that when customers confuse the products‟ actual quality with the 

biased emotions they use to assess this quality and base their purchasing decisions according to 

such confused perception, then, in the long run, this reflects in the future quality development 

of those products in a non-functional manner. In the empirical graphs, this is implied by the 

curve‟s drastic drop into a more horizontal slope once a product undergoes its most significant 

quality developments. Therefore it can be further assumed that customers‟ biased emotional 

tendency contributes to the shift from actual to luxurious quality development, allowing the 

relation between the models‟ actual quality and price to occur in a disproportionate manner.  In 

everyday terms, when a customer evaluates a product by his [short or long term] emotions 

only, then he contributes for the disproportionality of the quality-price relation of that product. 

With that he influences the price to start reflecting the product‟s luxurious, non-functional 

features rather than its actual ones. This would make the price to be either excessively higher 

than the value of the actual quality offered or excessively lower.  

Impact on pricing strategies. In addition, the results suggest that the confusion customers 

make between products‟ perceived and actual quality reflects also in the way companies 

price their products, which then reflects in the development of the product‟s actual quality. 

The graph above shows that throughout the beginning of the development, in the period 

while the product undergoes significant upgrades in actual quality, the increments in price are 

[more or less] proportionate to the improvements of the functional features of the actual 

quality. However, once these improvements reach their optimum point of functional 

development – after which the actual quality development starts to diminish – the price 

increments keep their initial pace without diminishment and become biased and 

disproportionate in relation to the actual quality. This verifies further the assumption that the 

pricing of the product is mainly based on the customer‟s perception or the product‟s 

perceived quality and is always customer-driven. However, in the beginning while the 

product undergoes its crucial developments, the price is closer to the actual value and the 
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customer-driven pricing loosely resembles the value-based pricing. After the optimum 

quality development point is reached, when the pace and course of actual quality 

development starts to diminish, the customer-driven pricing starts to show its biased 

tendency and strays away to correspond the product‟s luxurious, non-functional quality. 

Figure above (6.2) refers to this as biased or luxurious customer-driven pricing. Furthermore, 

since the price corresponds to the perceived quality, with each increment in the perceived 

quality development the price undergoes the same increment. After the optimum functional 

development point, the actual quality diminishes and the perceived quality reveals its biased 

tendency shifting towards non-functional value. The price increments do not diminish in 

correspondence to the actual quality, rather, they keep their pace of increments as if the non-

functional developments are functional ones. Thus, as long as the non-functional features 

constantly develop or as long as customers confuse their emotions towards the product for 

the product’s actual value, the prices have a potential to constantly increase. 

Course of Luxurious Quality Developments. The results indicate that the perceived quality 

development doesn‟t seem to diminish. Therefore, the diminishment in the pace and course of 

the functional quality development implies increment in the pace and course of the non-

functional quality development. One reason for this may be that when the capacity of the actual 

quality development is reached, the production of newer models doesn‟t stop. Rather, it keeps 

its initial pace of development as if the optimum capacity of actual quality development hasn‟t 

been reached. Another reason implied in the literature review is that customers still believe that 

such upgrades which occur after the optimum point of functional development undergo actual 

quality developments, which is why they continue to buy them. Therefore, although the results 

suggest that there is an optimum “peak point” for the actual quality development of each 

product, the course of the perceived quality development does not end at this point. There is 

not an optimum “peak point” suggested for the perceived quality development even when it 

turns biased, thus, there is not an optimum “peak point” suggested for the luxurious quality 

development. A further connection can be made between the literature review and the empirical 

results: the literature shows that the customer‟s remembering-self which is with biased 

tendency functions independently regardless of the customer‟s nonbiased experiencing-self. 

Similarly in the empirical results, the product‟s perceived quality development with non-

functional tendency also progresses independently regardless of the optimum peak point of the 

product‟s functional actual quality development. In other words, the perceived development 

progresses independently even when it doesn‟t result in any functional improvement. 
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Potential outcomes on Micro level. On an individual scale, the study suggests that people‟s 

driving instinct is to improve their survival value, but they do so in a biased way. For 

example, by constantly buying new products with new upgrades even when they have no 

actual or even negative impact on their survival value; and even when they already have the 

product(s) they actually need. This phenomenon provides an explanation for the prevalent 

demand for luxurious products that we witness nowadays as well as for the “consumer‟s 

race” for purchasing the newest or “trendiest” model as soon as it‟s available on the market. 

This also suggests that customers‟ individual emotional biased tendencies make customers 

“addicted to consuming” products of non-functional, luxurious value, with that making these 

non-functional values the drivers of the market consumption as it is today. Hence the overall 

study suggests that the biased tendency in the customer’s emotional judgments or decisions 

underlies the luxury markets and today’s consumerist societies.  

Potential outcomes on Macro level. From a global point of view, if customers do not reflect 

upon their biased purchasing emotional-decisions and blindly continue purchasing products 

of non-functional value, then they are likely to contribute to the following shift in the future 

industrial developments of products: i) Disproportionate resource allocation for sustainable 

development investment. The biased judgment of the non-functional quality may entice future 

investors to invest for an outcome without any actual enhancement on the product‟s 

functional quality in order to satisfy profit margins. ii) Disproportionate budget would be 

invested in marketing strategies to promote non-functional value improvements rather than 

developments of the actual value. iii) The available resources, instead of being invested to 

areas of insufficient functional development, they may end up in non-functionally developing 

areas with abundance of functional development, discarding the functional insufficiency in 

undeveloped areas… In summary, this means that instead of boosting developments of 

functional means that improve global survival value, developments of non-functional value 

with high costs in physical resources spending would be boosted, resulting in discard of the 

long-term survival sustainability: e.g., environmental development such as preserving of 

flora and fauna, free movement, available transport means, food, shelter, warmth, etc.  

6.3 Conclusions and Final thoughts  

1. The results also verify Kahneman‟s (1999, 2000b; Kahneman, & Riis, 2005; Kahneman & 

Krueger, 2006) claim that people confuse their remembering-self with their experiencing-

self. It also adds to that in a way that this confusion is only functionally benefiting the 
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customer in the short-run – while the developments of new functional features undertake 

significant improvements. After the optimum functional development point, this confusion only 

biasedly benefits the customer without getting any functional gain. The study suggests that product‟s 

actual developments are limited [with an optimum development point] and a product‟s luxurious 

developments are unlimited [without an optimum development point]. This indicates that the 

customers would spend most of their lifetime aspiring to purchase products of low functional value 

which they biasedly believe to be of high functional value.  

2. Customer‟s perceptions are limited, incomplete, and biased. They come in the form of 

implicit and explicit memories which correspond with [short and long term] emotions derived 

from heuristic and skilled intuition of system 1 and system 2 operations respectively. 

Therefore, the emotions customers build towards products are also biased. From the results, 

one can assume that the customer‟s emotional judgments towards products are trustworthy 

until the products undertake crucial developments. After the optimum point of functional 

development, if the customer aims to avoid non-functional luxury spending and make a 

purchase based on actual value, he needs to reevaluate the validity of his emotional 

attachments [judgments] towards the product. In summary, the results indicate that there is a 

link between the customers‟ emotional purchasing decisions and the future quality 

developments of the product they buy; and to more sustainably maintain a functional 

industrial market development, customers need to individually learn how to reevaluate their 

emotional decisions before making a purchase. 

3. The perceived quality development occurs without any indication for its optimum 

development, thus there is no indication for “when it will stop”, even after the point when it 

turns biasedly non-functional. As long as these non-functional improvements are confused to 

be functional quality improvements, they are likely to keep on developing. A non-functional, 

luxurious quality feature is a feature of low or unfavorable impact on customer‟s survival 

value. For that reason, such quality feature can be applied to any function whatsoever – it is 

easy to “invent” something of low or negative value. Accordingly, “any feature whatsoever”, 

has the potential to be of a luxurious, non-functional quality and to be confused with the 

actual one. For example, a simple insignificant picture drawn on the product can be confused 

to be of a great value [e.g., if there is a celebrity story attached behind it]. Also, an extra 

additive in a food product can be biasedly considered “beneficial” even if it has a negative 

impact on the customer‟s health. Since there isn‟t any indication for an „optimum point‟ for 

the luxurious, non-functional developments, they can virtually go on “forever”. And since 
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prices follow the limitless increments of this non-functional quality, there also isn‟t any 

indication for the limit of the price increments (see graph in sect. 6.2). And if there is no 

limit, this implies the possibility for any kind of production in the market with any kind of 

price attached to it. This may also be an explanation behind the addictive consumerism 

prevalent in our latest societies. A society where more and more people work in the cheap 

labor market in order to “achieve” the limitless increments of the production of non-

functionally redundant product features and always pursue to satisfy the limitless non-

functional “needs” of the biased consumers. 

4. We need emotions to help us coordinate our survival value, or at least our perception of it. 

But if we let our emotions dictate our [purchasing] decisions, then we allow ourselves to a 

biased lifestyle without being aware of doing it. If we let our remembering-self and its 

potentially biased logic of heuristic intuition [our short-term emotions] or its potentially 

bounded rational logic of skilled intuition [our long-term emotions] dictate our decisions 

without opening and adapting to the actual experiences we undergo, then we are prone to 

make biased decisions that influence the market economy with increased production of non-

functional features and decreased production of functional features; influencing not only a 

portion, but our whole living environment in wasteful utilization of the available resources. 

7. Emerging Future Research 

1) Why do we confuse the functional value with the non-functional value so blindly or 

addictively? Maybe because we think that such value brings us an inner spiritual fulfillment – 

e.g. Maslow‟s higher order or growth needs? Maslow suggests that when one need is gratified, 

people jump to the higher one, and to the higher one, and to the higher one. Do we confuse the 

non-functional value with spiritual fulfillment once their basic physical survival needs are 

satisfied? Further elaboration as to why this need for higher pursuit doesn‟t seem to stop, even 

when each need is essentially gratified. Why do people search so blindly for newer and newer 

product even when they already possess what they actually need? 

2) How does this disproportion of functional production or industry developments impact the 

environment as a whole? How do these non-functional biased decisions relate to the 

environmental pollution? 

3) How does one person increase the awareness of their experiencing-utility and reduce the 

biases of their remembered-utility? How can one reduce the confusion and distinguish more 

clearly between his remembering and experiencing self? E.g., Open and flexible judgment? 
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4) Are customer‟s wants only a misperception of their needs? When a customer says “they 

want a product”, is it only because deep down in their implicit memories they had a hidden 

perception that somehow this want would Impact his survival value, only he is not 

consciously aware of it in his explicit memory? 

5) Finally, this study may suggest another dimension of economics, where economic 

variables are analyzed in terms of actual and perceived processes; coining the following 

terms: Biased, Non-functional, or Luxurious Economics and Actual or Functional economics.  

 

E.g. Table 

Total/overall (perceived) economics 

Biased/luxurious economics: 

(of non-functional value) 

 

How the actual economic situation of a certain 

phenomenon [e.g. of a company‟s value, market 

utility, industry function, general markets, etc.] is 

biasedly perceived to be among the general population 

 

e.g., [in numerical values] 

 

 Costs spent for product‟s non-functional 

features 

 Revenue derived from sales of product‟s non-

functional value/quality; e.g., percentage of the 

price that incorporated non-functional value 

[e.g., biased customer-driven pricing] 

 Marketing costs allotted to promote non-

functional value 

 Company‟s estimated value in terms of the 

company‟s non-functional impact among the 

general population 

 Analyzing market goods, activities, services of 

non-functional impact on customer‟s survival 

value.  

 … 

Actual economics: 

(of functional value) 

 

How the economic situation of a certain 

phenomenon actually is. Analyzed both from 

external and internal experts. 

 

 

e.g., [in numerical values] 

 

 Costs spent for features of product‟s 

actual functionality 

 Revenue derived from sales of product‟s 

actual value/quality; e.g., percentage of 

the price that incorporates actual value 

[e.g., value-based pricing] 

 Marketing costs allotted to promote 

actual value 

 Company‟s estimated value in terms of 

the company‟s actual impact among the 

general population 

 Analyzing market goods, activities, 

services of actual situational impact  

 

 … 

This new approach may serve as directive guidance for the potential macro and micro 

developments and investments among companies and governments for a more sustainable 

wellbeing and more effective living environment. 
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Appendices 

Appendix 1: Shimano’s price-quality analysis template table: 

(the values below are analyzed with the consultation of a bicycle technician
20

) 

Basic shifting quality with common grounds to all models was first formulated in order to see the 

functional difference between them more easily. Below are the product‟s functional features‟ 

characteristics along with their impact on survival value.  

Model Basic Shifting Quality () 

Acera 
 Durability (in material and technical quality) – which impacts safety needs 

preventing the biker from being left in the middle of the road 

 Feasibility in gear shifting– impacts safety needs preventing the biker from 

drifting away his off the road; 

 easily installable – impacts self-esteem needs allowing the biker to install the 

derailleur himself and save time and dependence on other; 

 applicable to many bikes; adjustable to 6-7 spurs – impacts physiological, 

safety, and self-esteem needs allowing the biker efficiency in coordination by 

increasing the bike speed in downhill ride and leveraging his strength on 

uphill ride. 

 (other functional features might also be present) 

Alivio 

SLX 

Deore xt 

Saint 

xtr 

xtr + 

Since all the models have the same basic function, the starting numerical value for each 

product‟s model will be “0”. 

• • • 

Model 
Additional Quality Values (AQV) of product’s Actual Quality 

improvements in the next model 
Total actual 

Quality 

Acera 

 (not for extreme mountain biking - prone to be congested by 

sand or branches, making it difficult to shift gears) 

 city rides  

 AQV: 1 

0+1 

Alivio 

 improved mechanism to deal with congestion (acceptable for 

mountain biking) 

 city + mountain rides  

 AQV: 1 

0+2 

SLX 
 extra improved mechanism to deal with congestion (well-

equipped to deal with mountain hurdles)  

 AQV: 0.5 

0+2.5 

Deore xt 
 extra improved mechanism to deal with congestion 

 adapted raw material to reduce weight (suited for racing)  

 AQV: 0.5 

0+3 

Saint 
 extra improved mechanism to deal with congestion 

 EXTRA weight reduction (improvement only suited for racing)  
0+3.3 

                                                           
20 The results are derived from Shimano‟s website model information as well as from an interview with an experienced employee (Borche, 
personal communication, July, 2012) of bicycle store with available Shimano equipment  



 

 

 AQV: 0.3 

xtr 
 extra improved mechanism to deal with congestion 

 EXTRA weight reduction (improvement only suited for racing)  

 AQV: 0.3 

0+3.6 

xtr + 

 extra improved mechanism to deal with congestion 

  EXTRA weight reduction (improvement only suited for 

racing) 

  AQV: 0.3 

0+3.8 

The most noticeable Non-Functional Features for this product is in the terms of the weight of the 

derailleur, since it is in terms of grams which does very little or no significance to the actual impact 

on one‟s survival value. Since this may help in winning a race tournament, the perceptive impact on 

survival value may be a perceptive (bias) satisfaction of the self-esteem needs (a perceptive respect or 

value by others – which was not done because of one‟s actual knowledge for biking, but from the 

product‟s feature, this the respect wouldn‟t be based on actual value that comes from the rider 

himself). 

• • • 

The prices
21 

vary from country to country and from store to store, but the price differences are 

proportionate in most cases. For the data analysis the prices which were close to the prices in Shimano 

stores and Shimano‟s website are taken into consideration. 

Model Price 

Acera 21€ 
Alivio 37€ 

SLX 75€ 

Deore xt 128€ 

Saint 190€ 

xtr 263€ 

xtr + 339€ 

 

  

                                                           
21 *note that although different sources (stores, online stores) state different model prices, in all the sources analyzed, the difference in 
pricing of the models in one source is proportionate to the difference in pricing in another – this means that the graph may vary in size and 
position as information is derived from different source (e.g. store) but the direction, shape, and result of the graph would be similar. 



 

 

Appendix 2: Canon’s Functional Features evaluation 

The Actual Quality for cameras is determined in terms of the quality of the picture, efficiency for 

taking the picture, endurance of the battery, zoom’s quality, and the facility to connect the device to 

pc for facilitated managing of pictures and videos.  

The rest are the perceptive functionality features which are “playful features” (of no significant actual 

situational impact or no significant functionality feature) that do not affect the basic functional quality 

of the camera or the pictures and videos taken (or if it does, it does in a small or insignificant manner), 

but rather, serve as an additional amusement on top of the amusement of taking the pictures. The 

quality estimated value are derived according to the Functional Features available in Appendix 2.1
22 

Canon’s value of quality in terms of Actual Quality of Function Features (FF) 
( the plus (+) symbolizes Basic functionality of essential value; the minus (–) symbolizes a feature that improves the 
quality of basic functionality but it is not impossible to function without;  the rest are functions of inessential value 

that one can easily do without – luxurious quality or Non-Functional Features (NFF) 

(retrieved from BestBuy.com 2012; usa.Canon.com, 2012) 
Consulted with technician 1 & 2 (see 

Appendix 2.1) 

Features in terms of Basic 
Functionality (FF) and additional 
features of low or no functional 
value 

Feature of the model (Example) Description 

[1] (FF) Megapixels (Total)  
+ fluctuating range up to 7-10 
pixels 

16.0 (-) 
The quality of the picture plays 

crucial importance up to a certain 
level. After, it is barely noticeable 

[2] (FF) Image Resolution  
+Up to 1280 x 720 

4000 x 3000 (-) 
The size of the picture is clearly 

visible up to the basic details at 1280 
x 800 

[3] (FF) Optical Zoom 
+up to 3x 

5x (-) 
3x is enough to catch a person in an 
outdoor nature 

 (NFF) Digital Zoom 4x  

 (NFF) Lens Features 28mm wide-angle lens  

[4] (FF) Lens Focal Length(s) 5-25mm; 35mm equivalent 28-140mm N/A 

(NFF) LCD Screen Size 2.7"  

[5] (FF) LCD Screen Features 
+ availability of such 

(-)Color TFT-LCD with 230K pixels 

Availability of LCD screen is enough 
to coordinate the most important 

aspect of the picture (such as angle, 
position, light, and color) 

(NFF) Viewfinder LCD only  

[6] (FF) Image Stabilization (+)Yes 
It helps to stabilize the picture for 

more effective shooting 

 (NFF) Face Detection Yes  

 (NFF) Burst Mode Yes  

[7] (FF) Compatible Memory 
Formats 
(disputable) 

Secure Digital (SD)|Secure Digital 
Expanded Capacity (SDXC)|Secure 

Digital High Capacity (SDHC) 

 

[8] (FF) Shutter Speeds 
+1/800sec 

1 - 1/2000 sec.; 15 - 1/2000 sec. (total 
range) 

This depends on the light out and 
each the bigger the speed the more 
artistic the picture can look like. For 

                                                           
22 The criteria in appendix 2 are based on the previously mentioned characteristics of what basic functionality represents. 



 

 

basic looks to recognize the basic 
elements in their natural form it is 

enough to have 1/800 – 1/1600 sec 

[9] (FF) Aperture Range 
(disputable) 

f/2.8 - f/6.9 
For basic focused picture (no 

blurriness) it is enough from f/3-f/5 

[10] (FF) White Balance 
(disputable) 

Auto, daylight, cloudy, tungsten, 
fluorescent, fluorescent H, custom 

N/A 

[11] (FF) Flash Range 
(disputable) 

1.6' - 9.8' (wide); 3.3' - 6.6' (telephoto) 
N/A 

 (NFF) Flash Modes Auto, flash on, flash off, slow synchro  

[12] (FF) Focus Range 
(disputable) 

Normal: 2" - infinity (wide), 3.9' - 
infinity (telephoto); Auto: 1.2" - 

infinity (wide), 3.9' - infinity 
(telephoto); Macro: 1.2" - 2' (wide) 

N/A 

[13] (FF) Movie Mode (+)Yes 

It is enough that an option to take a 
movie with an acceptable quality of 

being able to recognize the basic 
element in their natural shape and 

look 

[14] (FF) ISO Equivalent 
+ up to 400-800 

Auto, 100, 200, 400, 800, (-)1600 
N/A 

[15] (FF) Self-Timer (+) 10 sec., 2 sec. and custom 
When there is no one else to take the 

picture of the required situation 
10sec of pre-shoot time is enough  

[16] (FF) Interface 
+ cable availability 

(-) USB 

The availability of the option to 
transfer the picture to a computer or 

any other manageable device is 
sufficient for the basic utility. USB 

just facilitates the process but it can 
be just as effective withut. 

 (NFF) Camera Dock Not included  

[17] (FF) Video Outputs 
(disputable) 

NTSC, PAL 
N/A 

[18] (FF) Audio 
(disputable) 

(+)Yes 

The availability for the camera to play 
sound is sometimes useful to see if 

one should retake the video. But for 
the very basic functionality, one is 

not supposed to pick over and over 
again. Thus this is debatable 

depending on the person perception 
what needs to be done with the 

video. 

[19] (FF) File Formats 
DPOF v1.1, JPEG (Exif 2.3), MOV 

(H.264), Linear PCM 
 

 (NFF) Exposure Control 
AE lock; exposure compensation (±2 

EV in 1/3 steps) 
 

(NFF) Image Storage Capacity Varies  

[20] (FF) Batteries 
(disputable) 

2 AA (included) 

Longer duration of battery is 
essential for shooting when away 
from urban access. Rechargeable 

battery is essential for preserving the 



 

 

environment (recycling) 

(BF) AC Adapter Optional 
It is optional and available for each 

product so it would not make 
difference in the quality value factor. 

 (NFF) Imaging Sensor Type CCD  

 (NFF) Imaging Sensor Size 1/2.3"  

 (NFF) Touchscreen No  

 (NFF) Software Included Digital Camera Solution  

 (NFF) Color Category Red  

[21] (FF)  HD Movie Mode 
(disputable) 

Yes 

Without HD the basic picture is 
noticeable. But still, if the customer 
wants to depict a certain beauty, HD 

can be of a big use. 

 (NFF) Smile Mode No  

[22] (FF) Waterproof 
+ availability 

No 
It is extra feature that broadens the 
use of physical coordination of the 

product 

[23] (FF) Coldproof 
(-) availability 

No 
Material durability 

[24] (FF) Shockproof 
(-) availability 

No 
Material durability 

 (NFF) Low-Light/High 
Sensitivity 

Yes 
 

 (NFF) Panorama Mode   

 (NFF) Image Stitching   

 (NFF) Internal Memory   

 (NFF) Digital Magnification   

(N/A) Warranty Terms – Parts 1 year limited  

 (N/A) Warranty Terms – Labor 1 year limited  

 (NFF) Product Height 2.4"  

 (NFF) Product Width 3.7"  

 (NFF) Product Weight 
6 oz. with battery and memory card 

(4.3 oz. without) 
 

 (NFF) Product Depth 1.2"  

 

Numerical measurements for the Functional Features [FF] below: 

 

 

 

 

 



Appendix 2.1: Canon’s Functional Features 

evaluation (table of values): 

 

Canon cameras product line 
numerical measurements for the Functional Features

1,2234
 

 

                                                 
1 Consulted with G. M. Unkovski,  personal communication, (October 2012)  
2 Consulted with Z. Boceski personal communication, (October 2012)  
3 The values are estimates based on their impact on customer’s survival value. The degree of favorability of the situational impact of each feature is discussed with consultants mentioned above. *note 
that the values are only estimates in accordance to survival value and are NOT to be taken for absolutes; nevertheless these values can still serve as directions towards the products Actual Quality.  
4 Total Actual Quality + added correction on overall model’s Functional Features examined as a whole functional unit 



 

 

Appendix 3: Biases in product judgment 

Since perceptions have a biased tendency, the remembering-self also has a biased tendency – the 

experienced-utility has a tendency to be wrongly interpreted by the remembering-self. To measure 

this biased tendency, Redelmeier, Katz, and Kahneman (2003) interviewed patients that underwent 

colonoscopy tests so they can report the actual pain intensity they underwent during the treatment. 

First they measured the experienced-utility in real-time measures for what the patients reported during 

the treatment and later they asked the patients what they had remembered or how they had perceived 

the treatment to be. The reports of the experienced-utility did not match the reports of the 

remembered-utility. This further indicated the high potential of a biased tendency of the perceptions 

of the remembering-self (Kahneman, 2000a). Customer‟s remembered-utility implies that a customer 

may have an already formed perception for how the product would actually impact his survival value 

even before he actually experiences it; in terms of anticipated memory for instance. It would also 

imply that even when the actual experience of the product’s situational impact takes place, the 

customer, if not aware of it, has a tendency to misinterpret this impact and form a biased perception 

of it: as the case with the colonoscopy tests where the patients responded with different memory of 

the pain, than they felt it in the moment when it actually occurred (Redelmeier, Katz, & Kahneman, 

2003). 

Systematic biases of System 1 operations: Kahneman and Klein (2009) point out that the intuitive 

judgments that arise from simplifying heuristics of system 1 operations, or instant judgments which are 

not critically and consciously assessed, are less likely to be accurate and are prone to systematic 

biases. For instance, deep in one‟s unconscious, an individual might associate that “when someone 

points a gun at someone‟s face” is a threatening experience with an unfavorable situational impact. 

This may be derived from a previous experience for which one is not conscious of, such as an implicit 

memory of a traumatized past situation (Mate, 2008) or as simple as a scene from a movie for which 

one has completely consciously forgotten about. The implicit memory may respond with a short-term 

emotion of fear that is supposed to “instantly save us” from the dangerous situation. Consequently, if 

someone points an empty toy-gun at our face, e.g., as a joke, we may still perceive the situation as a 

threat or with an unfavorable situational impact and yield a negative emotion about it, although in its 

actual validity it was just an attempt to play a harmless game. We do this just because in our implicit 

memory, we associate “a gun at our face” with a threat:  when one interacts in the future with a 

situation that is similar to a past experience, then the future situation is likely to yield a similar 

„informational feedback‟ – an emotion – as the one yielded from the past experience (Greenwald & 

Banaji, 1995; Gawronski, B. 2009).This further means that even when an implicit memory was rightly 

perceived in the situation it first occurred, the emotion that it yielded may still be misused in the 

upcoming situations. This emotion, raw or irrationalized, would (intuitively) trigger itself when a 

similar experience, with similar perceived circumstances, occurs (Mate, 2008). For example, when an 

individual finds himself in a new situation where he smells a scent, tastes food, hears a sound, 

recognizes a story, or sees an appeal which is similar to a past situation where the first implicit 

memory was first embedded, then he would intuitively associate the new situation to have a similar 

validity of the situational impact of the past situation, even when the validity of the situational impact 

it quite different.  

If a certain emotion is based on an implicit memory that occurred in a past situation which we 

perceived to have an unfavorable situational impact, another situation with similar circumstances may 

still trigger the same emotion, making the situation to be perceived as having the same situational 

impact as the initial one where the implicit memory first sprouted and perceive the new situation as a 



 

 

threat, even when the new situation may have an intrinsically different situational impact and may in 

itself favorable impact our survival value. Similarly, if one associates a product with a negative feeling 

derived from a past experience just because the circumstance the product finds itself in is similar to the 

past experience for which we have a negative implicit memory, it would suggest that the customer‟s 

heuristic intuition based on System 1 reasoning would perceive the product‟s features to have an 

unfavorable situational impact, even when the product in itself might actually have a favorable one, 

and vice versa.  

These biases may occur when a customer walks into a bicycle store and the situational circumstance – 

in terms of scent, appeal, sound, or the salesman‟s similar story which are associated with a childhood 

or early life implicit memory – reminds him of a past situation where he had formed a positive implicit 

memory for which he is currently unaware of. The heuristic intuition of System 1 with this implicit 

memory would trigger a positive emotion in the current situation without the customer being able to 

rationalize it using skilled intuition of System 2 reasoning. If we follow only this heuristic intuition, 

we may associate the positive emotion with the product‟s favorable situational impact and choose a 

bike that is actually old, rusted, and instable just because our perception of its value is associated with 

the biasedly triggered positive emotion.  

Another bias occurs when the individual‟s implicit memory of specific past situation may not be 

based on a complete understanding for the situational impact but on the incomplete perception of it.  – 

the way the situational impact “seems or feels” to be, rather than the way it actually is. For example: 

“Over twenty-five years ago, Neisser (1979) asked people to watch a video of two 

visually superimposed groups of players passing basketballs. One group wore white 

shirts and the other group wore dark shirts. Participants were instructed to count the 

number of passes made between members of one of the two groups. The 

superimposed video made the task moderately difficult, and participants had to give it 

their full attention. The interesting result is that only 21 percent of Neisser‟s 

participants reported seeing a woman who clearly and unexpectedly walked through 

the basketball court carrying an open umbrella. Our repeated experience, using this 

video in the classroom, is that far fewer than 21 percent of our students notice the 

woman (Passage retrieved from: Bazerman & Moore, 2009, pg. 46-47).” 

 Furthermore, Gilbert et al. (2000) in Bazerman and Moore (2009, pg. 48-49) “coined the term 

focalism to describe the common tendency to focus too much on a particular event (the ”focal event”) 

and too little on other events that are likely to occur concurrently”. Similar to this is Schkade and 

Kahneman„s (1998) focusing illusion which suggests that people have tendency to make judgments 

based on their attention to only a portion of available information, with that, overemphasize that 

partial information, and to underestimate, overlook, or discard the unattended information. For 

example, these biases may occur when we attend a promotion of a certain product, and we do not 

perceive the unfavorable impact the product might have on our survival value: the salesman may take 

one hour describing a Shimano‟s Gear Derailleur technicality and durability, and in the few minute of 

describing its instability in certain weather conditions, we may discard that information by loss of 

attention, being carried away from perceiving the favorable impact only: e.g., by Inattentional 

Blindness, Focalism & Focusing Illusion, and other types of loss of perception. Thus, we may 

perceive the product to have an overall favorable situational impact, although its overall validity may 

be negative in its actual value. *It should be noted* that there are many other types of perceptive 

illusions – the above-mentioned serve just to point out the meaning of what does an incompletely, 

wrongly, or biasedly perceived perception mean. 



 

 

 

Systematic biases of System 2 operations: System 2 operations ought to yield carefully, consciously 

monitored (e.g., rational) judgment that guides the implicit operations of System 1 reasoning when 

encountering cues which imply potentially wrong outcome (Kahneman, & Klein, 2009) – in order to 

reduce biases from System 1 processes. System 2 valid cues allow one to form, if not objective, at 

least a more credible (skilled or rational) judgment. However, when this observation is disrupted or 

limited by the perceptions of the implicit memories of the heuristic intuition of System 1, then it is 

prone to form bias perceptions as well. Kahneman and Frederick (2002) suggest that the way System 

2 monitors the validity of the implicit perceptions in System 1 is not strict at all. System 2 is very 

likely to give in the premature judgments of System 1. Thus, although less likely, the customer, using 

System 2 reasoning, may still have an incomplete acquisition of the valid cues regarding a product‟s 

situational impact, since it is not always easy to determine their validity or their experienced-utility 

(Kahneman, & Klein, 2009). Kahneman (2003) and Simon (March & Simon, 1958; Simon, 1957 cited 

in Bazerman and Moore, 2009) refer to the emotional biases of the skilled intuition of System 2 

processes as bounded rationality – a bias that is formed in the rational process which “bounds” the 

individual to perceive the actual validity or the experienced-utility of the available actual-cues 

regarding the actual situational impact. 

For example, when a customer enters a store, he may be choosing from a variety of products before 

making a purchase. He may indeed rationally analyze the product‟s features and how they impact his 

survival value. He may consciously and rationally analyze to choose the product which has the 

biggest positive emotional association, since that would implicitly imply to his explicit rationality that 

that product would have the biggest situational impact – and since the customer is not aware of these 

implicit implications, he might as well take them for granted, without paying further conscious 

attention to them. The bias that might occur here is that the explicit memory or the perception he has 

previously formed about how something impacts his survival value may be based on an incomplete, 

implicit perception that he has formed in a forgotten situation, thus he may make the rational 

judgment based on this implicit perception, without being aware of it, and therefore confuse this 

perception with the actual validity of the situational impact {see sect. 2.4 problem formulation}, 

resulting in a bounded rational judgment with incomplete evaluation of the actual validity. For 

instance, when the customer chooses the best bicycle rear derailleur to buy in terms of stability, then 

he may implicitly associate the derailleur‟s stability with the derailleur‟s design – if the appeal seems 

favorable and therefore produces a positive short-term emotion, based on some past implicit memory, 

then, after a rational, conscious, or explicit System 2 analysis among the many varieties, he may 

choose the derailleur with the best appealing design, consciously perceiving it to bring the best 

situational impact in terms of stability, although the actual stability may have been based on the 

technical development underneath the “visible area or the visible design” of the product – resulting in 

choosing the less stable rear derailleur, even though he used his System 2 rationally analytical 

judgment. 

• • • 

Furthermore, it is also important to take into consideration that the short-term emotions derived from 

the heuristic intuition of System 1 operations and the long-term (rational) emotions derived from 

skilled intuition of System 2 operations are both based on memories, which are based on perceptions. 

And since perceptions by themselves are always limited and incomplete, emotions and memories by 

themselves are always limited and incomplete as well. If the customer does not realize the limitation 

of his emotional judgments, then he undergoes a constant tendency to make a biased product choice 



 

 

that is not based on an actual quality, but on a non-functional quality, whose quality is not based on 

any significant features that impact the customer‟s actual survival value, but on perceptive or non-

functional features that are biasedly perceived to be “functional”. From here, further connection can 

be made to the difference of wants and needs, mentioned in the beginning of sect. 2.1. One may notice 

the implication that the “implicit (emotional) perception for our basic needs” is what we today call 

“wants”. These wants may be based on an actual need or a perceptive need. Nevertheless, when the 

customer is not consciously aware of it, one refers to it as a want. So a want
23

 is just another implicit 

biased or nonbiased perception of a customer‟s need. For example, it is biased and based on the 

product‟s perceptive or biased quality when the customer obtains a pleasure or positive emotion from 

the consumption of a product since he would implicitly or explicitly perceive favorable situational 

impact, although in its intrinsic value the product itself causes an unfavorable situational impact. 

Appendix 4: Biases in product’s quality: luxury and its perceptive value 

The biases in customers‟ judgment reflect the market ideals for what value of products represents. The 

conventional theories of luxury characterize with perceived terms of “added value” based on the 

customer‟s perception where the perception may relate both to the actual and the imaginary, biased, or 

perceptive survival value. In the today‟s society however, the latter is more prevalent. Even though in 

earlier times luxury had been principally representing a “synonym” for objectively high actual quality, 

or optimum delivery of meeting any of our basic needs/requirements such as durability, high functional 

utility, etc., today, in the contemporary market economy, when human behavior and their individual 

decisions started to reflect with higher degree of impact in the market industry (Goodwin et al., 2008) 

luxury and luxury products have taken a shift in direction, as has the customer‟s perception of what 

quality is. The customer‟s bias tendency of valuing a product‟s situational impact has influenced the 

quality production towards non-functionality or luxurious value rather than functionality or actual value: 

i) Luxury is an abstract or imaginary concept as its meaning is determined by personal and 

interpersonal motives, and is therefore primarily built on consumer perceptions (Vigneron 

& Johnson 2004). ii) Luxury may be roughly characterized with the customer‟s perception 

of what is authentic, exclusive, unique, innovative, crafty (craftsmanship), premium 

pricing, and high-quality means (Okonkwo , 2007, p.11), as well as with  a perception of a 

creative and emotionally perceived worth that one subjectively (and biasedly) attaches to a 

product (Chevalier & Mazzalovo, 2008, p. viii). iii) Luxury means, the (biasedly perceived) 

state of great comfort and extravagant living: from an inessential (non-functional) but 

desirable item (Oxford, 2009). 

It should be noted, before continuing further, that a perception does not necessarily imply a wrong or 

incomplete idea (of a product) – although it is more likely; but it implies how one perceives the actual 

value offered. One may perceive it the way one‟s actual (survival) value is actually impacted by the 

product purchased or the way one wrongly believes it to be which is what drives the perceptive value of 

products. Nevertheless, this section is to pinpoint that a perceptive value is only a biased subjective 

perception of an individual or a collective group such as a norm, and is not absolute as it differs from 

one person to the other, one culture to the other, as opposed to the actual value which remains 

                                                           
23 Want: Moreover, this may also mean that even a certain “rationalized want” for a product, is nothing else but a perception derived from 
an implicit or explicit memory, which has reflected the current situation with an emotional intuition regarding the product, which sub-
communicates (to the customer‟s conscious or unconscious) a certain degree of impact on his survival value. Only the catch is that the 
customer may consciously (“rationally”) describe this as “I want this product, not because I need it, but because I want it” – but at the 
same time the customer may not realize that he has probably discarded the implicit processes that associate this emotional “want” with a 
favorable impact on his survival value, although the product itself may have none, or even an unfavorable one. 



 

 

objectively the same regardless of the change in perception. Therefore, this section will mainly refer to 

luxury and its value as perceived value which does not correspond to the actual value offered – 

perceptive, luxurious, or non-functional value. Below are examples of how the biased in customer‟s 

judgment have reflected the interpretation of what survival value means and which characteristics 

comprise one‟s perception of a product‟s situational impact of quality – below are examples of the 

perceptive value of luxury that impact the perceptive quality of products: 

Excellent quality or perceived quality of excellence: The first implicit or explicit indicator is the 

way one perceives the exceptional nature of the components inside the product – whether and how the 

product‟s features have an impact on the customer‟s survival value – and the second is the customer‟s 

perception of the value of the delicacy and expertise involved in manufacturing process of products or 

delivering services (Dubois, Laurent and Czellar, 2001) – whether and how one perceives a certain 

production brand to have a more effective impact on product‟s features that impact the survival value 

such as durability, efficiency, maneuvering feasibility, etc. For example, one may perceive that 

Shimano produces have more endurable and easy-to-use rear derailleurs, even when there are other 

rear derailleurs in the market with higher situational impact but which are not perceived so. “Prestige 

is derived partly from the technical superiority and the extreme care that takes place during the 

production process. For example a Rolex Sea-dweller works 1,220 meters underwater and is hand-

crafted (Vigneron & Johnson, 1999). The perceived quality value is in the promise in quality 

excellence that the company claims. It is in the way one perceives the technical expertise, delicate 

resources, production material used, or production machinery to impact the product‟s quality: how the 

customer perceives the product‟s features to impact his physiological, safety, social, or self-esteem 

needs – production of stable cars, motorbikes, bicycles; effectively and stably organized features of 

houses or buildings; production of phone/internet networks stability such as delicate codes in 

programing software –e.g. Skype– that promise more stable connection, etc. These promises however, 

when not based on the actual quality or its actual survival impact, become non-functional or luxurious 

without any actual value (or even with a negative one). 

Expensiveness or high pricing: price is dependent on the customer‟s perception for the value of the 

product (Nagle & Hogan, 2005) – see further sect. 2.3: pricing. High price indicates high value in 

some consumer‟s perception for the product‟s impact on the customer‟s survival value, even when the 

value is low or negative: high price indicates high perception of product‟s value/quality (Dubois, 

Laurent & Czellar, 2001). For instance, since the consumption of prestige brands is biasedly 

perceived to have an impact on status and wealth, the product‟s impact could be perceived in terms of 

aiming to improve/satisfy one‟s self-esteem needs. The price, expensive by normal standards, is 

perceived to enhance the value of the survival impact in terms of how others perceive the social 

standing of this individual – perceived conspicuous value (Vigneron and Johnson, 1999). Here the 

customer perceives respect by others just from owning an expensive product, while this respect is 

based on empty, perceptive grounds. Examples of this in terms of market consumption would be that 

one would aim to buy expensive cosmetics, fast cars, expensive home furniture, fashion 

clothes/accessories, expensive perfumes, branded laptops, etc. for the perceptive (unrealistic) social 

impact that comes from the possession of such products, not from the actual knowledge of how to 

utilize these product and share that knowledge with others. 

Scarcity and Uniqueness refers to the consumer‟s perceived availability of the product or the 

components the product or service is made of (Dubois, Laurent and Czellar, 2001). “If virtually 

everyone owns a particular brand it is by definition not prestigious” (Vigneron and Johnson, 1999). The 

bias here may occur in perceiving uniqueness in terms of the social impact one tends to have over the 

survival value of others – the customer may wrongly perceive to have an impact over another person‟s 



 

 

survival value even when the product in itself cannot provide the actual impact – a wrong perception 

that his social needs are satisfied by receiving a false recognition or imaginary place in the society. The 

customer would only wrongly perceive the impact due to the scarcity of the product. For example, 

having a computer while others don‟t does have an actual impact over others‟ survival value. But 

having a different design computer with no additional functional value, while others have a normal 

design computer, has no actual impact over others‟ survival value even though it is perceived scarce or 

unique. 

Aesthetics and Poly-sensuality – hedonic effect (the pleasure dimension): The everyday consumer has 

a hedonic perception of luxury – in terms of emotional pleasures: a product which can pleasantly stimulate 

all senses and is pleasant to hear, smell, taste, or touch (Dubois, Laurent and Czellar, 2001). For a brand 

which aims to satisfy a biased emotional desire, such as a prestige brand, the product's subjective non-

functional (desirable) benefits such as aesthetic appeals in terms of specific color combination for instance, 

are clearly determining the brand selection (Vigneron and Johnson, 1999) in customer‟s decision-making – 

perceptive hedonic value. In most cases, even when the product has no actual impact on the product 

survival value, it is continuously being used by the customer if it biasedly triggers a positive emotion – the 

bias which was discussed in sect. 2.2.4. It should be further noted that this hedinic perception plays great 

role in heuristic and skilled/rational judgment before decision-making (Bazerman & Moore, 2009) 

Superfluousness: luxury products are not felt to be necessary for survival but rather as something that 

increases our perceptive pleasure or satisfies a passion (Dubois, Laurent and Czellar, 2001) – as 

something that satisfies our biased short and long term emotions towards a product, which are based 

on wrongly perceived implicit and explicit memories respectively. A product in its actuality might be 

useless and utterly non-functional to us, but if its hedonic effect in terms of emotional pleasures is 

high, then we may unconsciously associate its features to have a highly favorable impact on our 

survival value, causing us to respond in adulation to the non-functional product. Our perception to it is 

such that we may unconsciously believe/perceive it to increase the degree of its impact on our survival 

value just from owning it – we may wrongly perceive to gain respect by others and improve our social 

connection with that; even when our actual social connection stays neutral or even negative. 

Ancestral Heritage and Personal History: the perceived importance of the story, legend, or past 

associated with the product (Dubois, Laurent and Czellar, 2001). A product is biasedly considered to 

be of higher value the more the value of the story which the product is associated with is perceived to 

be high. This promises another impact on survival value: e.g., in terms of self-esteem needs, since the 

story may communicate a proof of one‟s past experience or valuable social interactions that may bring 

recognition or appreciation – one might get more respect if wearing a clothing/accessory that a certain 

celebrity wore in a special occasion, even when the customer wearing it has not association with the 

celebrity him/herself whatsoever – so even when the clothing/accessory has no actual value in terms 

of satisfying its actual social needs, the clothing is still wrongly perceived so – it may also perceived 

to communicate a proof of social standing or social belongingness the more the story is associated 

with positive interactions with other people. 

Social image or reputation: the role-playing aspects and the perceived social value of prestige 

brands can be instrumental in the purchasing decision (Vigneron and Johnson, 1999). For example, 

one would buy an iPhone because most of his friends have it, in order to feel one with the group, not 

because he “really needs” an iPhone per se.  

Brand Reputation: if customers value a product‟s brand reputation by how the brand is associated 

with any of the above mentioned biased perceptions of luxurious value, then the brand in itself is 



 

 

likely to be of a non-functional or perceptive value. For instance, the history or the reputation of the 

brand may in of itself act as a factor in perceiving the value of the luxurious product, thus people 

would end up buying the branded product, wrongly perceiving it to enhance their social value 

(Leibenstein, 1950; Vigneron and Johnson, 1999; Dubois, Laurent and Czellar, 2001; Kahneman & 

Krueger, 2006) or their overall survival value. For example, a customer may attribute a positive brand 

reputation just because of the high prices of the branded products or the promised perceived 

excellence in quality that the brand communicates through commercials, not because of the actual 

value the brand offers. 

Such biased perceptions may be derived from bandwagon effect which adopts the crowd‟s opinion or 

the popular movement. The purchases done from buying what is perceived to be valuable rather than 

what actually is valuable (in terms of Maslow‟s basic needs criteria), would not result from an intrinsic 

appreciation of the products potential functionality but rather from superficial effects of useless 

snobbism and bandwagon effects (Leibenstein, 1950).  

It is important to note that this perceptive, luxurious phenomenon does not necessarily apply only to 

market prestige (high perceptive value) products such as the premium priced products or scarce 

product with highly reputed brands. They also apply to any product with a tendency to be evaluated 

by the customer‟s biased, perceptive, non-functional perception of the product‟s value rather than the 

product‟s actual value. For example, if a cheap model of Cannon PowerShot Camera
24

 is valued to 

have a high situational impact in terms of image quality, but in its actual value it doesn‟t, then the 

product is of a perceptive value, regardless that it is affordable to a big portion of the population. The 

examples above support Vigneron & Johnson‟s (2004) statement that luxury is an abstract or 

imaginary concept primarily built on consumer biased perceptions, mainly of no actual value. Social 

and behavioral psychology define the motivation for consumption of luxurious products as being 

based on interpersonal or external factors, such as “opinions, influences, approval and suggestions of 

or interaction with others” (Groth and McDaniel, 1993) and personal factors, such as feelings and 

emotions that stimulate the consumption of products labeled with luxurious brands (Vigneron and 

Johnson, 2004). This means that the consumption of luxury products is derived from the inflated 

biased perception for survival value, rather than from the actual survival value – that luxury 

consumption is prevalent because the customer wrongly perceives that it will impact his actual 

survival value (this is discussed in sect. 2.4 – problem analysis). These attached personal feelings or 

collective opinions such as norms, customs, traditions, or any form of perceptive value that we add to 

products wrongly form our individual or collective perception for products‟ impact on survival value. 

Furthermore, as seen in the examples above, luxury‟s value is not measured by the product‟s actual 

impact on the customer‟s survival value, but on a perceptive value that does not match the actual one, 

thus the notorious reputation of the luxury‟s non-functional properties. 

Appendix 5: pricing 

… Customer-Driven Pricing: Nagle, Hogan, & Zale (2010) do not describe the purpose of strategic 

pricing as a simple attempt to satisfy the customer‟s perception of the product‟s value. Customer‟s 

perceived satisfaction can be usually achieved by combining fast value delivery with underpricing 

products. Rather, it is more of a strategic attempt to bring this (customer‟s) perception closer to the 

product‟s actual value which would in the long term result in avoiding misconceptions when the 

product fails to bring customer‟s perceived expectations or when they fail to adapt to the products 

                                                           
24 This applies to any product whatsoever: e.g., if a Coca Cola drink is valued to have a high impact on survival value, but in itself it has a 
negative one, then the product is of a luxurious/non-functional value, regardless that it is affordable to the many. 



 

 

actual functionality, thus sustaining long-term profitability. Moreover, this perception-driven approach 

may indeed ensure short-term profits – when they communicate high perceived value and price the 

product accordingly, thus achieving the high forecast of sales – but it undermines long-term 

profitability since it increases the potentiality for customer‟s dissatisfaction when they mismatch their 

perceived value of the product with its actual one (Nagle et al., 2005; 2010). First, they might not 

know how to use the product or what to use it for, and second they might have expected something 

which the product in itself is not able to satisfy. 

… Value-Based Pricing: Nagle, Hogan, and Zale (2010) note how companies are struggling with this 

approach since it‟s hard enough to estimate the product‟s actual value then it is also challenging to 

communicate it to the customer once they‟ve built their own biased perception of the value. Some 

companies also believe that if the customer‟s perception of the value is higher than the product‟s 

actual value, they may raise prices in order to become more profitable. Although this may be true in 

the short-run in satisfying their sales for the designated period, it also creates a value gap and 

frustrates customer‟s in the long-run which then shakes the company‟s long term sustainability and 

profitability. Companies should understand that success does not measure in the number of 

accomplished sales in a certain period, but in the long run balance of price and value/quality where 

price has captured more value that stabilizes long term profitability. “When marketers confuse the 

first objective with the second, they fall into the trap of pricing at whatever buyers are willing to pay 

rather than at what the product is really worth (Quoted from: Nagle, Hogan, & Zale, 2010).” 
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