Chapter 21 - Incremental Analysis


Our Comments on the “Your Turn” Cases 
You as a Sales Representative    You should inform the purchasing manager at Clubs & Caddies about the Robinson-Patman Act that prohibits price discrimination under some conditions. Price discrimination results when a supplier charges different competing  purchasers different prices. The Robinson-Patman Act prohibits price discrimination when purchasers compete with one another in the sale of their products. Exceptions occur when:

1.  The discriminatory lower price is in response to changing conditions in the market for, or marketability of, the commodities involved (such as the sale of discontinued products).   

2.  The discriminatory lower price is made to meet an equally low price of a competitor.   

3.  The discriminatory lower price makes only due allowance for specific cost differences such as those resulting from long production runs and bulk shipments.   

Unless Clubs & Caddies can (1) order a shipment large enough so that Par Four obtains cost reductions from long production runs and/or bulk shipments or (2) demonstrate a lower-price offer from a competitor, then under the Robinson-Patman Act, the lower price would be illegal. The price to the Japanese company, NGC, does not fall under the Robinson-Patman Act because NGC does not compete on sales of its products with Clubs & Caddies.   

You as a Store Manager The prints and posters are complementary with frames. However, frames may be substitutes for the oil paintings and/or watercolors. A substitute is a product purchased instead of another product. If posters and prints are purchased instead of oil paintings and watercolors and if their contribution margins are lower, then Fran’s Studio will lose money. If the contribution margin for a poster is $5, you will need to make 20 poster sales (20 ( $5 each = $100 total contribution margin) to generate the same contribution margin as one oil painting ($100 contribution margin per unit). Understanding whether products are complements or substitutes is critical when assessing future profitability.  
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