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Theoretical Background and Questions 

 The distinction between managerial, customer, and menu costs 

 The effects of  managerial and customer costs on price rigidity 

 The convexity of  managerial and customer costs 

 How to quantitatively measure the magnitude of  managerial and 
customer costs and the price rigidities caused by such costs 



Data and Methodology 

 Firm-level ethnographic study of  the price-setting activities of  a “one-
billion-dollar industrial firm” 

 Data sources: (1) ethnographic interviews, (2) nonparticipant 
observations of  pricing activities by researchers, and (3) data taken 
from firm-level documents (price lists, meeting minutes, emails, etc.) 

 Time study methods of  industrial engineering used to estimate price 
adjustment costs 





Managerial Costs 

 Information gathering and decision making costs 
 Cost of  gathering information on customer, company, and competitor data 
 Cost of  building a database 
 Costs of  price simulations and impact analyses  
 Costs of  reanalyzing and reviewing price changes 

 Internal communication costs 
 Costs of  internal dissemination of  price changes 
 Costs of  developing a communication strategy and projecting that strategy 
 Costs of  negotiating internally price changes 

 



Customer Costs 

 Communication of  new prices 
 Costs of  discussing/refining communication strategy for particular 

customers 
 Costs of  explaining the new prices with customers 

 Negotiation costs 
 Costs of  meeting  with customers hesitant to accept price changes 
 Costs of  reversing prices  





Findings & Takeaway Points 

 Costs of  adjustment result in price rigidities 
 Customer negotiations reverse price changes 
 Price adjustments require productive inputs 
 Avoid customer antagonization costs 

 Managerial and customer costs are convex, while menu costs are fixed 
 The larger the price change, the larger the adjustment cost 

 Internal structure of  the firm is important in pricing decisions 
 Culture and social structure of  the firm  

 Modeling the social dimensions of  price adjustment in future research 
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