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ABSTRACT 

Fh~~~ 

r~ 
1ffi 

This thesis will focus on the study of promoting 

price , quali ty , and value and the effect they have on 

sales and profits. 

Research reveals that promotion of products with 

price alone has var ied short and long-term effects. 

Most managers and marketers are only concerned with the 

short-term effect price promotion has o n increasing 

sales. Long-term effects of pricing should be 

considered because of t he ir possible harmful effect on 

sales and profits. Marketers and managers need to 

better understand how price promotion affects consumers 

and their buying habits . 

The p ur pose of this present study is to investigate 

how companies have become more interested in increased 

sales vo lume with the use of price promotions at the 

expense o f profits. Specifically , it is hypo thesized 

that marketers need t o evaluate consumer 1 s individual 

buying behavior in terms of pricing and the perceptio n 

of quality to increase sales and profits. It is 

important for a marketer to relate both price and 
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quality in the promotion of the product. Product's 

sales wi ll i ncrease if the produc t 's promotional 

activities emphasize quality received for the price 

paid . 

Res u lts from data analys is reveals that the sales 

from different products (dur able and nondurable ) react 

differently to the promotion of price or quality. Their 

is not enough evidence to conclude that the higher the 

price paid for a product the higher the quality 

received , and the lower the price paid for a product the 

lowe r the quality received. Research does show that 

this tends to be more true for nondurable goods rather 

than durable goo ds. 
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Product Marketing 

Chapter I 

INTRODUCTION 

Fif t y ye ars ago , most firms were p roduction 

oriented . Manuf acturers stressed pro duct ion of quality 

products and t h en l ooked for people t o purchase them . 

Exper ience has shown t hat a firm ' s a bil ity t o p roduce a 

quality product is simply not enough for i t t o a c hie ve 

succe s s i n the current business environment. Market ing 

i s also r equired . Therefo re , there are t wo primary 

func tion s for any business o r gani z ati on ; production and 

mar keting . The Uni ted Stat es has rapid ly move d from a 

production-orient e d business s ys t em to a mar keting

o rie nted business sys tem ( Boone & Kurtz 10). 

Marketing has several def i n itions. Basically , 

marketing i nvolves fiv e tasks : 

1 . Fi nding out what c ustomers want and need . 

2. Helping t o d evelop need-sati s fyi ng produc ts and 

s ervices. 

3. Informing and persuading c ustomer s t o try and use 

products and services . 
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4. Making p roducts and services c o nveniently avail a ble 

a t an attractive yet profitable price. 

5. Keeping c ustomers s old. 

For marketing managers to perform these challenging and 

demanding t asks , they use the marketing mix ( Fox & 

Wheat ley 16 ) . 

Marketing Mi x 

The marketing mix is the set of four controllable 

market ing vari ables that the firm blends to satisfy a 

chosen target market . The four groups o f variables in 

the marke t ing mix are product , price, place , and 

promotion . This mix is used to try and influenc e the 

demand for the product being sold . Companies look at 

their target mar ket and try to plan their marketing mix 

(Kotler 45) . 
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The product is the goods-and-services the company 

makes availa ble to the target market. The product 

focuses on the physical or functional c haracteristics o f 

the product of f ered t o the customer. Product variables 

consist of: quali ty , features , options , style , brand 

name , packaging , size , services , labeling , product 

safety, warranties , and returns ( Boone & Kurtz 234 ) . 

Price is the amount of money consumers need t o 



spend to obtain the product. This is an important 

aspect because it determines the revenue to be received 

by the company. Pricing objectives are profitability 
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and sales volume. Pricing variables consist of: list 

price , discounts, allowances, payment period , and credit 

terms ( 4 61) . 

Place or distribution represents the bridge between 

producer and consumer. By making products and services 

available when and where the customer wants them , they 

are easier to obtain. Place strategy variables are 

channels of distribution , coverage, locations , inventory 

control , customer service, and transportation ( 349 ) . 

Promotion is the function of informing , persuading 

and influencing the consumer's purchase decision. Many 

business people consider this to be the most critical 

variable in the marketing process. Components of the 

promotional mix are personal selling and non-personal 

selling . Non-personal selling includes: advertising, 

s ales promo tion , public r elations , and publicity. All 

factors in the promotional mix contribu te to efficient 

marketing communic ation ( 437 ) . 

An efficient blend or mix of product and servic e 

strategy, distribution strategy, pricing strategy , and 

promotional strategy helps the marketing manager to 



coordinate a program t o achieve the company's marketing 

objectives ( Kotler 49) . 

Promoti on Mix 

The most critical promotional problem facing the 

market i ng manager is the proper mix o f the four 
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variables of promotion : personal selling, advertising , 

sales promotion , and publicity. Personal selling is the 

seller's promotional presentation conducted on a person

to-person basis with the buyer. It i s a direct face-to

face form of promotion. Selling is the original form of 

promotion ( Boone & Kurtz 375). 

No n- personal selling is divided into advert i sing , 

sales promotio n, and publicity. Advertising is usually 

regarded a s the most important form ( 377 ) . 

Sales promotion techniques include: lotteries , 

contests , pr i ce-reduction c oupons , samples and trail 

offers, p remiums, trading stamps , displays , and 

demonstrations ( 377 ) . 

Public relati ons and publicity expenditures are 

small in comparis on t o personal selling , advertising , 

and sales promotion. They do provide an efficient 

indi rec t communicat i on channel for promoting products . 

Pub lic relations involv es the prestige and image of al l 



parts of the organization 377 ) . 

Advertising's primary objective is to inform , 

persuade , and reinforce. Customers must be made aware 

of the product or service through advertising . The 

advertising must provide enough information to arouse 

the customer's interest to investigate or purchase the 

product. Advertising must also concentrate on 

differentiating the product being promoted from other 

similar items. Advertising must also be used to 

reinforce the product to customers that have purchased 

it previously. Reinforcement is generally used in the 

maturity stage of the product life- cycle (397). 

Product Life-cycle 

Pro ducts pass through a series of five stages 

called the product life-cycle. These include: 

development, introduction , growth , maturity , and 

decline. Each of the stages involve certain 

c haracteristics and marketing strategies ( Kotler 289}. 

Produc t development begins when a company 
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discovers, finds , or develops a new product or idea. 

During this time sales are zero and the company may 

invest large sums of money for research and development. 

There is an expenditure of time , effort , and money 
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with no offsetting income (289 ) . 

During the introduc tion stage , heavy promotion with 

large expenditures o f money are needed to c reate 

awareness and trial of the produc t . There is also a low 

dollar return and low profits dur ing this stage. Most 

product failures occur at this time ( 292) . 

The growth stage is a period of product a cceptance . 

Repeat sales show up at this time and competitor s may 

try to imitate the product o r service. Profits start t o 

increase as sales i ncre ase (292) . 

The maturity stage is a period of inc reased 

c ompetition where the market becomes saturated with 

products and compe t itors. Industry sales l evel off and 

pricing competition occurs. Profits level off o r 

decline because of increases in marketing efforts to 

defend existing business . This is usually the longest 

stage of the cycle ( 293 ). 

Finally, products reach the decline stage where 

sales decline. This is a period where most products 

exper i enc e severe pr ice competition at break-even or 

below cost pricing . It is also a time t o decide i f the 

product should be withdrawn from the market (294 ). 



7 

Mature Markets and Products 

Mo s t produc ts are in the maturity stage of the 

product life-cycle , and therefore most of marketing 

management deals with mature products . Kotler defines 

marketing management as: 

the analysis , planning, implementation , and 
contr ol of programs designed to create , build , 
and maintain beneficial exchanges with target 
buyers f o r the purpose of achieving organizational 
objectives . (10) 

In mature markets, many companies are trying to 

sell simi lar products. Sales continue to rise but 

eventually level off as the market becomes saturated 

with products. As the market becomes saturated , profits 

will also level off and then begin to drop. Price 

cutting may be needed to maintain the share of the 

market. Pr ice cutting may be self defeating and 

c ompetitors may c ut the prices too. Companies 

attempting t o inc rease their sales and market share must 

do so at the expense of competitors. Reduced prices 

result in decreased revenue for all firms in the 

industry unless the price cuts produce enough increased 

purchases to offset the loss in revenue on each item 

sold. Each product has a certain price elasticity. 

Price e l ast i city deals wi th the perceived need and 
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resulting demand for a product ( Boone & Kurtz 211 ) . 

In the maturity stage , differences among competing 

p roducts diminish as c ompetitors discover the products 

c haracteristics and promotional charac teristics most 

desired by the marke t . Heavy promotional outlays 

emphasize subtle differences among competing p r oducts , 

a nd brand competition intensifies (211 ). 

During the maturity stage of the product life

cycle , market ing managers c an use both persuasive 

product adverti sing and reminder-oriented product 

advertising. Per suasive product advertising is a 

competitive type o f promotion used to develop demand for 

a particular product o r brand. Reminder-oriented 

product advertising is used to reinforce previous 

promotional activity by keeping the product name in 

f r ont of the public ( 401). 

Management may also want to use market modification 

strategies to increase the sales of their products. In 

this case, they need to look for new users and new 

market segments. They may even look f or ways to 

i n c rease usage among exis ting customers. Another 

strategy may be to r eposition the product to appeal to a 

larger o r f a ster growing segment ( 401 ) . 



Managers can also change product characteristics 

like quality , features , or style to increase sales and 

attract new users. These changes may help the product 

standout from other e xisting similar products. 

Packaging is sometimes cha nged to give the product a 

newer look. The product may stay t he same , but the 

packaging can reflect trends or fads (Fox & Wheatley 

184 ). 

In competit i ve matur e markets , mar keting managers 

become concerned with brand loyalty and repeat sales. 

Small brands generally attract less loyalt y among their 

buyers than large brands. The less loyal customers are 

to products , the less likely f o r repeat sales. Produ c t 

formulation, price, distribution , advertising , 

promotions , and market segmentation all affect brand 

loyalty and repeat s ales ( Ehrenberg 82}. 

Promotion has grown in importance , becoming the 
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most popular tool in the marketing mix. With tougher 

market conditions and shrinking p r ofits, this has forced 

marketers t o u se promotion to fight for increased market 

share and sales . A look at the cost for marketers using 

promotion has revealed that there are disastrous short 

and long-term costs . Most marketing managers are not 

fully aware of this happeni ng ( Jones 1 4 5). 
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Promotion o f Matur e Products 

Since World War II , markets in the United States 

have been steadi l y maturing a nd stagnating. During the 

1970's , the number of stabilized mar kets o vertook the 

number of growing markets . In the 1990 's , stable or 

mature markets are much the rule and growth markets are 

the e xception. An examination of custo mer usage data 

collected by Medimark Research shows that o nly 13 out of 

150 large consumer goods markets grew by more t han 10% 

in 1 989 (14 6) . 

The stagnation i n the markets has affected 

manufact urers i n two ways. First , manufacturers find 

it hard to grow and i mprove profits. Secondly , 

manufacturers have become accustomed to declining i ncome 

( 146 ). Some strat egies that manufacturers are using to 

improve market s hare and profits are: 

1 . Promotions are the main marketing tool used . This 

is generally a high- cost a c tivity. 

2. Manufacturers are star ting to look for bus i ness 

overseas to increase profits and market share. 

3. Manufac turers are trying t o r educ e costs by cutti ng 

R&D and advertising. This c an be disastrous for 
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future growth. 

4. Mergers and acquisitions are becoming more popular 

and c ommon , despite their rising c osts. 

Companies are trying to adjust their marketing mix to 

reflect changing times in the market. They will do what 

ever it takes to i ncrease market share and sales volume 

(152 ). 

During the 1970's , marketing managers got into the 

habit of increasing list prices of their products and 

then making promotional sale price cuts to make the 

product l ook like the price had been lowered , when in 

reality , it had not. They did this to help increase the 

sales o f their products. This had little effect on 

profits as manufacturers did not increase their sales 

volume ( 147 ) . 

The c osts of promotion created by these strategies 

to boost s hort-term volume at competitor 's expense are 

showing up as long-term cost too. Many products have 

failed due to poor mar ket ing management and not using 

the proper marketing mix ( 148 ). 

Summary 

Of course , the manufacturer's and the market ing 

manager ' s goal is high sales through efficient 
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marketing. They a re striving to achieve profits through 

sales volu me and customer satisfaction. Profits decline 

during t he mature stage of the produc t's life , due to 

increased competition and increases in promot ional 

costs. Promotions are creating massive short-term costs 

and bringi ng abou t worrisome long-term problems . The 

high c os t o f promoting products is eroding the profits 

of mature p roducts. Consequently , marketing managers 

need t o be sure they are achieving profits with 

appropriate promotional expenditures. 

Pro ducts can be evaluated by two methods: price or 

quality . This equates to value to the customer. There 

are many e mpirical studies that try to explain the 

price-quality relationship , but they are not all in 

agreement. 

Statement of Purpose 

The purpose of t his study will be to investigate 

how companies have become more interested in increased 

sales volume with t he use of price promotions at the 

expense of profits. The paper will attempt to show that 

companies need to unde rstand how price promotion a ff ects 

consumer's purchasing behavior and how sales are 

affec ted by these pro motions. Companies need to p r omo t e 



quality and value along with price to achieve their 

short and long-term objectives. 
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Chapter II 

LITERATURE REVIEW 

During the 1970 's, the number o f mature markets 

overtook the number of growing markets. Now , more than 

ever , marketing managers are turning their attention to 

the increasing numbers of mature markets (Jones 145 ) . 

Marketing manag ers are responsible for the development 

of long range and yearly plans for sales and profits. 

However, r esearch reveals that managers have neglected 

t heir r espons i bility for controlling pr ofitability. 

They need to not only be responsible for increasing 

sales volume and market share , but they also need to 

examine where the company is making or loosing money. 

(Kotler 534) . 

Sales Promo tion 

John Philip Jones, chairman of the advertising 

department at the Newhouse School of Public 

Communications at Syracuse University , researched sales 

promotions short-term and long-term costs. He discussed 

how the pursuit of profit has given way t o the desire 

for increased sales volume . 

14 
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He found that manufacturers regard sales volume and 

market share as the keys to their future. 

Manufacturers believe they need to increase sale volume 

through sales promotion. Companies are pouring money 

into sales promotions to increase sales. Research shows 

this rarely stimulated repeat sales which affects the 

long-term effects of increased sales and profits. There 

are measurable short-term effects on sales , but the 

manufacturers have to spend large amounts of money t o 

increase sales in a no growth market. Jones states , 

''the pr ice of promotion causes sales to rise , but once 

the promotion stops , sales return to their original 

level" . The reason for this is promotion aims to move 

merchandise by bribing the retailer and consumer (146). 

Jones also researched how promotions can draw 

competition i nto a promotional war , a situation where 

more that one c ompany is trying to promote competing 

products at the same time. Researched showed that the 

long-term effect of this was the elimination of profit 

from the total market. He concluded that mature 

products should b e marketed with little promotion and 

advertising, but not to expect any growth. These 

products can maintain a low level of profitable sales 

wi th minimal promotion and advertising (152). 



Price Promo tion 

Sales promotions have an important role in the 

marketing effort s of organizations. A recent survey 

indicate d that more than $65 bil l ion was spent on 

pricing promotions, a l most 71% more than the amount 
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spent on medi a advert i sing . Walters and MacKenzie 

researche d r ecent reports that suggested price-based 

promotional activities were the predominant form o f 

compet i tion between retailers and that even greater 

emphasi s wi ll be p laced on these activities by retailers 

in the c oming years ( 51 ) . They found that there are t wo 

major a pproa c hes to t he study of price promotions. The 

first and mos t c ommon approac h was how pr i ce pr omotion s 

affect i ndividua l purcha se behavior. The sec ond 

a pproach wa s to s tudy pr i ce promoti ons and measure the 

impact o f var ious p r omo t i onal offerings on sales ( 52) . 

The r esearc h t e sted several hypotheses about direct 

and ind irect ef f ects of pr ice promotions on store sal e s , 

t r a ff i c , a nd pro f i t . Three catego ries of promotions 

were examined: l o ss l eader promot i ons, advertised a nd 

unadvertised in-sto re pr ice specia l s , and double coupon 

promotions . They exa mined t he impact o f these three 

t ype s of pr ice promot ions o n s t o re traffic , sales of 



promoted a nd nonpromoted products , and store pro f i t 

( 52) . 

Their results revealed that l o ss leaders had no 

effec t on store profits, because they failed to 

stimulate either loss leader sales or store traffic . 

Double c ouponing only influenced sales of the promoted 

items , which influenced store prof its. Finally, there 

was litt l e s upport for the idea that price promotions 

stimulat e d sales of nonpromoted merc handise ( 62 ) . 

Robert D. Buzzell , John A. Quelch , and Walter J . 
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Salmon , s enior facul ty at the Harvard Business School , 

r esearched t he high c ost of price promot ion and its 

effec ts on s ales and profits . In 1978, advertising 

acco unt ed f o r 42 % of the marketing budget and price 

promotion 58%. In 1988, advertising slipped to 3 1% and 

price promot ion rose to 69% ( 146 ) . Price promotion 

consists of short- term financial incentives to encourage 

the purc hase o r sale of a p r oduct or service. Price 

promotion includes : consumer promotion ( coupons, 

rebates, a nd pr ice-off ), trade promotion ( discounts , 

allowances , a nd free goods) ( 4 50) . Even though 

p r omotions are costly , they are necessary to increase 

s a les of mat ure p roducts. The aut hors , in their 

researc h on pric e promotion , found that a reason f o r the 
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use of aggressive price promotion was that top 

management is concerned with meeting quarterly earnings 

targets . This leads to the need for increased sales 

volume at the expense of profit. The researchers 

concluded that price promotion should be a last resort 

in the marketing mix . Product improvement , more 

effectiv e advertising, and better packaging that clearly 

differentiates t he product in a positive way are the 

best ways to reduce promotional spending and its costs. 

Research and development was the best way to 

differentiate and to avoid the necessity of promotion 

(146 ). 

The researchers also studied price promotion from 

the manufacturer to the distributor. They found that 

pricing promotions that ran periodically created peaks 

and valleys in distributor purchasing. This encouraged 

distributors to buy larger quantities at a lower price 

for projected future sales. This did not increase 

overall sales , it only promoted periodic purchasing 

patterns for distributors . This creates higher 

manufacturing expenses , and inflated selling and 

administrative expenses from manufacturers as well as 

distributors. This was passed on to the consumer , 

costing them billions of dollars a year. They found 
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a way t o smooth the expense peaks and valleys was a 

policy o f everyday low purchase price , where a retailer 

arranges to buy a particular product f rom a manufacturer 

on an as-needed basis at a weigh ted average price 

reflecting both the proportion of merchandise recently 

bought on a deal basis and the proportion bought at the 

regular price. In return , the retailer agrees to 

support the product with a cert ain number and type of 

p romotional events. This would help eli minate t rade 

price promotion (14 7). 

Sunil Gupta also studied the effectiveness of 

pricing promotion or price cuts on sales by breaking 

down t he sales "bump" during the price promotion period 

i nto sales increase due to brand switching , purchase 

time acceleration, and stockpiling. The r esearchers 

investigated the sales "bump" by studying the i mpact of 

pr ice promotions on consumers decisions for when , what , 

and how much to buy. If marketers would breakdown the 

sales "bump" during the promotion period into sales 

increase due t o brand switchin g , purchase time 

acceleration, and stockpili ng, they would better 

understand the effectiveness of a sales promotion (343 ). 

Gupta in her r esear ch on price promotion found 

that price cuts may have both positive and negative 
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effects . A c onsumer may see a price cut as a good deal 

and may stockpile the product or j ust purchase the 

product sooner than needed. A pric e cut may be used as 

a promoti on to enhance brand's value , therefore the 

probabilit y of bei ng purchased will increase (347 ) . 

Gupta analyzed a study on sales of coffee brands 

which indicated that more than 8 4% of the sales increase 

due to pri ce promotion came from brand switching, 14% of 

the sales increase were due to purchase acceleration , 

and less than 2% were due to stockpil ing. Almost all of 

the sale s i nc reases were due to price cuts from brand 

switching . Gupta concluded that price cuts do not 

affect con sumers' purchase time decisions ( 352 ) . 

Pricing Strategies 

Gerard J . Tellis , in his research on pricing 

strategies, compares the different pricing strategies, 

emphasizing the principles underlying each strategy 

while demonstrating the relationship among strategies. 

He defined pricing strategy as , "a reasoned choice fro m 

a set of pricing schedules take aim at profit 

maximization within a s p ecific period of time". 

Te l lis clas sified pricing strategies into three groups: 

d i fferential pricing , competitive pricing , and produc t 
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line pricing ( 1 46). 

Differential pricing includes: second market 

discounting , periodi c discounts , and r andom discounts . 

For example , the same product can be sold to customers 

under a variety of prices . Competitive pricing 

includes: penetration and experience curve pricing , 

p ric e signaling, and geographic pricing. One example 

might include a company pri cing their product below 

competitors in the same market and thus driving them 

out. Product l ine pricing includes: price bundling , 

premium pr1c1ng, and complementary pricing. This is 

used when a company has a set o f related products 

like General Mills se lling different food products 

t ogether (148) . 

The research also revealed different purchasing 

characteristics o f c ustomers and what type of pricing 

strategy the firm should use. Companies have different 

pric ing obJ ectives. Some o bjectives may be to vary 

prices among customer segments , exploit competitive 

positions, a nd balance pricing over product line. Legal 

restraints in relation to the type of pricing strategy 

are a lso d isc ussed (1 48) . 

Kapil Bawa and Robert W. Shoemaker , Professors of 

Marketing at Stern School of Business , New York 
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University, researched couponing which is another form 

o f price promotion. They researched Lhe incremental 

sales from a direc t mai l coupon promotion and its affect 

on profits. Despite the large s c ale and r apid growth of 

couponing , there were increased concerns about the 

p rofitability of these promotions . Research indicated 

that mos t c oupons were not cost effective because they 

do no t generate sufficient i ncremental sales to cover 

th e cost. Increment al sales are the addi tional s ales 

that are beyond the normal levels of sales generated by 

the promotion . The finding showed that prof1tab1l1ty of 

coupon promotion was directly dependent on i ts ability 

to generate inc remental sales. I t was not determined 

whether it was more profitable to mail coupons to buyers 

o r nonbuyers of the product be i ng promoted ( 66 ). 

From a management point-of-view, enhancing the 

i nc remental sales response to a promotion was the key t o 

improving profi tability. Bawa and Shoemaker found 

significant differences in the levels of i ncremental 

purchasing between various demographi c segments . This 

finding implied that managers can enhance the 

profitability of direct mail coupon promotions by 

targeting specific market segments . They also 

discovered that direct mail coupon promotions may have a 
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small exposure effect in addition to the redemption 

effect . Finally, long-term effects o f target marketing 

cannot be c learly made. Long- tern effects of couponing 

on sales will not be significant in relation to the 6 4% 

short-term increase in sales (77). 

Additional findings revealed that households 

that would have purchased the item in the first place 

were more lik ely to redeem a direct mail coupon for that 

item. In addition , a promotion could result in a large 

number of redemption purchases but st i ll be unprofitable 

if those purchases would have been made anyway. The 

authors conclude that high rede mption rates may actually 

undermine profitability by reducing the price via 

coupons for sales that would have occurred without a 

coupon. Therefore , coupons should not be measured in 

the amount of redemptions , but in terms of its ability 

to generate incremental sales or profits ( 77). 

Scott A. Nesl i n , Professor at Dartmouth College , 

and Robert W. Shoemaker of New York University , also 

researched the long-term effects of using coupons as a 

form of price promotion. They investigated lower repeat 

rate of sales after price promotion purchases. Their 

results revealed that cents off coupons undermines the 

consumers repeat purc hase r a te. The authors describe an 



alternative e xp l anation for a lower repeat rate of 

sales. They felt that the promotion temporarily 
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attract s a disproportionate number of consumers with low 

purchase probabilities. When the repeat rate of those 

consumers using cents off coupons were averaged with 

repeat rates of those that would have bought the brand 

even without a promotion , the average rate of sales 

after a promotion was lower (205). 

R. M. Grant researched another form of price 

promotion called cash d iscounts for retail customers . 

Results indicated that the form of payment by the retail 

customer affects the company's profits and the price the 

set for their products. Grant found that retailers did 

not find it profitable to offer cash discounts to t he i r 

customers. The use of the credit card as payment is a 

better way t o increase prof i ts compared to cash 

payments. Ca s h discounts involved additional point of 

sales and administrative costs . The problems of 

administration increased substantially once it was 

r e cognized that cost differentials exist between cash 

and checks , and more substantially between bank credit 

cards (Visa and MasterCard ) and travel and entertainment 

cards (American Express , Diners club ) (1 46 ) . 



25 

Ingene a nd Levy further discussed cash discounts 

and reviewed Grant's article conc erni ng c ash discounts . 

Ingene and Levy argued that c ash discounts were 

considerably more complex than Grant had presented . 

They believed that some customers were deal-prone and 

that others were deal-averse. Deal- proneness may 

broaden the range over which cash discounts are 

advantage ous to the retailer, since t hese discounts are 

a type of a "deal". Current gasoline sales to the 

consumer will illustrate this point. If the customer 

pays with cash , t he p rice of the gasoline is 4 cents 

less per gallon. I n contrast , Shell advertises that 

cash or credit is the same low price . Credit card 

customers are t hen paying for a t least part of the 

retailer's diffe rential cost of credit acceptance. They 

found that the e xistenc e of deal-pr o ne customer s enables 

the reta iler to raise the list price . This broadens the 

range over whic h discounts for cash may be profitably 

offered (14-8). 

Price promotion i s no t only done by retailers , but 

it is also done by manufacturers to help them promote 

their produc ts. RaJ 1v Lal, Associate Professor of 

Marketing and Management Science at Stanford University , 

researched manufacturers t rade dea ls and retail price 
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p romotions. He found that manufacturers were spending 

increasing sums of money on trade promotions with the 

hope of providing incentives to retailers to temporarily 

lower retai l price of their brand. Some expendit ures 

exceeded the advertising budget for the brand. The 

author questioned why these manufacturers preferred to 

offer substantial price reductio ns for a short period of 

time and t hen raise the price to its normal level rather 

than permanently reducing the price. He found that 

manuf acturers continually question the profitability o f 

trade promotions and were concerned with whether to 

promote produc ts. They were also concerned with what 

should be the amount of the discount to retailers and 

whether these discounts should d if fe r across markets. 

Results showed that trade promotion, if passed on to the 

consumer by the reta iler , lead to short-term increases 

in sales of the brand without changing the long-term 

market share. He stated that promotions cannot be 

avoided becau se of the size of the deal prone segment in 

these products. Any attempt t o move away from this may 

lead to a s i gnificant decline in market share, if their 

competitors continues with a similar promotional policy. 

Manufac turers' trade promotions are therefore v iewed as 

a res ult of "prisoner dilemma". The author concluded 
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that manuf acturer trade deals and s ubsequent price 

promotions were profitable only i f ~he number of 

switching was large enough , the manufacturers did not 

discount their future too heavily, and the minimum 

markup required by the retai l er to carry the brand was 

not t oo large ( 428 ) . 

Joseph P. Guiltnan studied another type of pricing 

promotion , the price bundling of services. According to 

Guiltnan , bundling is , "the practice of marketing t wo or 

more products and / or services in a single package for a 

special price". The r esearch showed that price bundling 

appears t o be a function of the degree to which 1t 

stimulates demand in a way t hat achieves cost economies. 

The purpose of the research was to identify the demand 

c onditio ns under which price bundli ng can be an 

effective marketing tool. There was usually some price 

incentive t o purchasing bundles. One type of bundling 

is mixed . Mixed bundling allowed the c o nsumer to either 

purchase one or more of the services individually or t o 

purchase the bundle. In other situations, bundling may 

take the form of add-on services. The customer may 

purchase a single core service (e.g., a car wash ) o r may 

select additional services (e.g., vacuuming ) that are 

so ld only with the core service at a single bundled 
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price (75 ). 

Managers can e lect eit her of two forms of mixed 

bundling. In mixed-leader bundling , the price of one of 

the two products is discounted when the o ther product is 

purchased at the regular price. In the mixed joint 

form , a single price is set when the two products are 

purchased joint ly (75). 

The purpose of t he research was to identify the 

cond itions under which each form of mixed bundling was 

most likely to be effective in pricing services. The 

researchers concluded that bundling works best if the 

firm is operating in a competit i ve market and that both 

services or products have a complimentary relationship 

(76). 

Price quantity discounts is another way managers 

use price promotions. Wilcox, Howell, Kuzdrall , 

and Britney inves t igate price quanti ty discounts 

and some implications for buyers and sellers . Price 

quanti ty discounts may give buyers cost-lowering 

opportunities. To lower cost per unit , buyers may order 

in quantities larger than they n eed and enter 

p r earranged resale ( pooled buying ) agreements o r 

brokerage situations. Price quant i ty discounts has been 

criti cized as one of the ma jor f a ctors contributing to 
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the emergence of gray markets. Gray markets exists 

when surplus goods reenter the market t hrough 

unanticipated and frequently unautho rized channels ( 60 ) . 

There are several reasons for the use of price 

quantity discounts from a sellers perspective. Sellers 

can save by selling fewer , larger orders to their 

customers . It can also be used as a tool for achieving 

channel cooperation (61). 

The researchers conclude that price quantity 

discounts are neither good or bad , but rather that many 

factors must be considered in assessing the advisability 

of their use ( 68). 

Manufacturers do not only use price as a way to 

promote thei r products, but many wish to have control 

over the retail price of their product. Resale price 

maintenance, or the suggestion and enforcement of retail 

prices by a supplier on its resellers , provides 

manufacturers with the means of control over t he 

distribution of their produc ts that may be desired for a 

variety of reasons. However , this is vertical restraint 

of trade and can have antitrust implications {Sheffet 

82) . 

This study also analyzed and examined how pr ice 

promotion was not always reducing the pr ice of a 
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product, but maintaining a steady or consistent resale 

price. Th is helped reduce competitio n between retailer s 

by providing consiste nt p ricing policies. Customers 

also purchase the product when needed , not j ust when i t 

is on sale. Sheffet and Scammon examine the p r actice of 

resale price maintenance, the reasons for its use by 

manufacturers, and court rulings regarding its l egal 

status. They also deve l oped a set of guidelines to aid 

manufacturers in establ i shing and maintaining pricing 

policies that wi ll be both legal and desirab le ( 82 ) . 

James M. Lattin , Professor of Market i ng and 

Management Science at Stanford University , and Randolph 

E . Bucklin o f the University of California , wrote about 

the effects of pr ice a nd promotion on brand choic e 

behaviors. They researched how frequent price 

discounting blurs the disti nction between deal price and 

the suggested price of a product. If a consumer expects 

deals, it becomes t he r ule rather than t he exception. 

Discount prices loos e their ability t o boost sales. 

The researchers believe that t o use discounting 

effectively, man agers must understand the relationship 

between p r icing a nd c onsumer expectations { 299) . 

The research concluded t hat consumers f orm 

expectations based o n their exposure to promotional 
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activity and that expectations influence the patterns of 

brand choice. Consumers established a reference price 

for a brand or product. The reference price was shaped 

by the past pricing activity of the brand. The consumer 

then evaluated the future price of the brand in relation 

to the reference point or price. His response was then 

related to the difference between the two prices. 

Therefore, the con s umer response to an unexpected price 

decrease was greater than the response to an expected 

price dec rease. Promotional activity in many product 

categories may be training consumers to buy on 

promotion. The consumer does not buy the product if it 

is not being promoted or the price is not lower than the 

reference price (309 ) . 

Barbara E. Kahn and Therese A. Louie, Associate 

Professors of Management at the University of 

California , also studied the effect of price promotion 

on brand choice and consumer loyalty. They found that 

the use of price promotion by marketing and management 

was increasing at ve ry large rates. As managers use of 

promotions has escalated , researchers have become more 

interested in how promotions work. With this increased 

research, the authors have found conflicting empirical 

results as to the long-term effect of promotion on 
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sales. Most researchers agree that price promotion 

increased sales in the short-term , but their is concern 

and d i sagreement of its long-term effect (279). 

The researchers investigated through three 

laboratory experiments ranging from a computer 

simulation of purchases to ac tual product used by 

subjects. The study sbowed how in store price promotion 

affects market share after the promotion has been 

terminated o r retracted. They found that the long-term 

effects of promotions on brand share depend on three 

variables. Tbe switching patterns of subjects, the 

patterning of the promotions, and whether one or more 

brands were promoted at a time. If only one brand was 

being promoted and the consumer was usually loyal to 

that brand , brand choice probably and usually declines 

from prepromotional levels once the promotion was 

terminated. If the consumer tends to switch among 

brands without promot i on, or if several brands were 

being promoted , this decline did not occur (288) . 

Price promotion is use d to compare competitive 

products and to compare the price of a product to 

itself . Albert J. Della Bitta analyzed comparative 

pricing and how consumers perceived the pricing. The 

purpose of his research was to provide evidence on how 
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individuals evaluated comparative price advertisements. 

Comparative price adver tisements compares the sale or 

discounted price to the retai l pric e. The consumer must 

decide whether the lower p rice is acceptable in relation 

to the higher reference price . The purpose of sale 

advert isement is to enhance the shopper's per ceptions of 

value and to i nc rease their interest in the product. A 

shopper may not be s ufficiently convinced by the offer 

and therefore may continue to search for other brands or 

a lower price. The research concluded that a perception 

of value may be necessary to encourag e the purchaser to 

buy the product ( 425 ). 

Price-Quality Perception s 

Akshay R. Rao and Kent B. Monroe, d iscussed the 

effect of price and brand name on buyers ' perceptions of 

product quali t y. They investiga t ed how price and brand 

were an indicator of qualit y . The research reve aled 

that there was l i ttle consensus on how one perceived the 

price-quality relationship . Price manipulation reveals 

significant influe nce on perceived quality; that 

is, people j udge quality by price. The authors found 

that consumers view high price as high qual ity and lower 

price a s l ow quality. They also discover ed that the 
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effec t o f brand name o n perceived quality was slightly 

higher. They c onc luded that there was a closer 

relationship between low price-low quality than hig h 

price-high quality ( 356 ) . 

In a r ecent study by Monroe , the e f fects of price , 

brand , a nd store information on buyer ' s perceptions of 

product q uality and value , as well a s t heir willingness 

to buy were studied . His results s howed that price had 

a positive e ffect on perceived quality, but a negative 

effec t o n per c eived value and willingness t o buy . 

Favorable br and 

and store i n f o rmat ion positively influenc ed perceptio n s 

o f qu a lity a nd value , a nd c onsumer's willingness to buy 

(307 ). 

Price was both an indic ator o f t he amount o f 

sacrifice needed to purc hase a p r oduct and an indicator 

of the leve l o f qu a lity . At the s ame time , the higher 

price repr esents a monetary measure of what must be 

sacr i ficed t o purc ha se t he good , leading to a reduc e d 

willingness t o b uy if the price was too high (308) . 

Therefore the author concludes that the e x t e rnal 

c ues of price , brand name , and s tore name were three 

c ues that influenc e d perc eptio ns o f product qu a l i ty and 

value , and therefore t he will i n gness to buy (308 ) . 
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Lichtenstein and Burton discussed the relationship 

between perc eived and objective price- quality. They 

conducted four studies to assess the accuracy with which 

consumers perceived price-quality relationship. Their 

results ind icated that consumers perc eive objective 

price-qua lity relationshi ps with only a modest degree of 

accuracy. Their findings also showed that price-quality 

perceptio ns were more accurate for nondurable products 

than for durable products. The autho rs concluded that 

consumer s price-qua lity perception appears to be a 

function o f product type. They also concluded that many 

people were no t willing to e xpend the time and effort 

required to search for obJective comparisons of products 

(429). Add itional research on dealing with pric e and 

price/quality relationships was studied by Curry and 

Riesz. They recognized that price and quality were 

impor tant tacti c al and strategic variables for a 

marketing man a ger . Their research was motivated by the 

fact that there was little empirical data available on 

the behavior of price or the correspondence between 

price and quality over time. Their study showed that 

the relationship between pric e and qua lity was reduced 

over time which suggested that as price flexibility 

declines, competition may occur in the form of 



promotional expenditures rather than relative quality 

improvement s. The authors formed three hypotheses: 

1. The mean price of all brands within a product 

form declines over time when pr ices are 

expressed 1n constant dollars . 
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2 . The price variance within a designated product 

form declines in magnitude over time. 

3. The correspondence between price and a measure 

of relative product quality for brands with a 

designated product form increases over the 

duration of the pr oduct life cyele (39). 

The data found strongly indicated that prices fall 

over time amo ng brands in a competitive product f orm. 

This finding was consistent with price declines expected 

from experience- curve-driven cost reductions. The 

findings also showed that price variability narrows over 

time and that t his effect probably occurred to some 

extent over all stages of the product life cycle . The 

authors stated that managers often attempt to shape and 

extend life cycles through product and market changes . 

The autho r s concluded that over time , managers of 

competing brands transfer expenditures f rom q uality 

improvements to marketing communications and price 

promotions ( 46 ). 
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The resu lts of the three hypotheses dealing with 

the affect of price/quality on sales showed that a firm 

currently posit ioned in the high price and high quality 

range must shift its resources to marketing 

communications that informs the customer about its 

quality features. Price reductions 1n this category 

will be ineffect ive for this product because it is well 

established 1n the high price end of the market. If 

price 1s reduced too much, customers will be confused 

with lower quality brands. Therefo re , to obtain the 

best price for your product, the promotion of quality 

features should be promoted , not price ( 46 ). 

Valerie A. Zeithaml investigated consumer 

perceptions of price and quality, and also examined 

perceived value. Her research centered around the 

managing of price , quality , and value. Price 1s easy to 

define, but quality and value are difficult to 

differentiate from eacb o ther. Information for the 

research was from reviewing previous research, company 

interviews , a focus group interview , and 30 in-depth 

consumer interv i ews (2} . 

The author defined perceived price as , "what is 

given up or sacrificed to obtain a product" . Pricing 

was divided into obJective price ( the actual price of 
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the pr oduct ) a nd perce i ved price ( the p rice t hat is 

enc oded by the c onsumer ) . Most of the research supports 

the distinction between ob j ective and perc eived price. 

Studie s showed that consumers do no t always know o r 

remember actual prices of products. Instead , they 

remember prices in a way that had meaning to them. 

Resu lts s howed that 54.2 to 60 . 6% of consumers 

purchasing grocery items chec ked prices at point of 

purchase. Among the consumers not checking prices , 58.5 

t o 76.7% stated that price was noL important. Other 

studies show that price awareness differs among 

demographic groups . The greatest level of price 

awareness being in consumers who are female , married , 

older , and do no t work outside the home. Attention to 

pr ices was likely t o be for higher priced goods. An 

additional facto r contributing to the gap between 

objective and percei ved price was the tendency for the 

same brands t o be priced different ly across sto res or 

for prod uc ts of the same type and q uality to have wide 

price variances (11). 

The author found that monetary price was not the 

only sacrifice perc eived by consumers . If consumers 

cannot find products on the shelf , or if they must 

travel distances to buy them , a sacrifice has been made . 
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If consumers must expend effort to assemble durable 

products or time to prepare goods, and if time and 

effort does not provide satisfaction to the consumer in 

t he form of recreation or hobby , a sacrifice has been 

made (11 ) . 

Price-perceived quality relationship was also 

studied. Some consumers depend on price as a clue to 

quality. Evidence supports both arguments of high

p ric e , high-quality and low-price, low-quality (11 ) . 

The author concluded that management needs to h ave 

a better understanding of qua lity, value , and price, and 

what it means to consumers. Managers would be able to 

impr ove brand positions and sales through more precise 

market analysis and pricing strategy and pricing 

p r omotion ( 1 7) . 

Gerar d J . Tellis studied the relationship between 

promotion and product quality. His findings were that 

t he relationship between promo tion and quality was 

stronger when quality was produced at lower cost a nd 

consumers are l e s s responsive to advertising. This was 

more likely duri ng the latter stages of the product life 

cycle ( 64). 

The author ' s findings showed that managers should 

not view advertising as a substitute for quality in the 
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marketing mix. The growth of l ow priced , high quality 

products of foreign firms suggests that this point has 

not been understood adequately. Promotion c annot be 

used a s a guide fo r high or low product quality ( 70 ) . 

Te llis, in a similar study relating to price and 

value, discussed the impac t of best va lue , price

seeking, and pr i ce aversion on consumer choices. 

Price and quali t y were the most general attributes on 

which brands are chosen. The author investigated how 

quality was more difficult to asses be fore and after a 

pur c hase . Inferior quality can be a long-term problem 

for manufacturers to ove rcome . They break price/quality 

into three categories: best value , price-seeking , and 

pr ice aversion. Best value 1s choosing the brand with 

the least overall cos t in terms of price and expected 

qual ity . Price-seeking is choos ing the highest priced 

brand to maximize expecte d quality, and pric e aversio n 

is choosing t he lowest pr i ced brand to minimize the cost 

(3 4 ) . 

The author believed that the three c ategories were 

related t o each other. The authors were more interested 

in t he price-seeking strategy. The question , " how do 

consumers trade of f price , o b jective q uality, and 

perceived quality based on price when choosing a brand". 



They found that consumers may infer q uality fr om p rice 

( 36). 

Advertising versus Price Promotio n 
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Advertising and price are two key marketing 

variabl es . One widely held manageri a l be l ief 1s t hat 

increased adverti s ing will tend t o decrease consumer 

brand price sensitivity. This implies that increases in 

advertising is likely to be more profitable in the long 

run compared to price promotions. It 1s suggested that 

a dollar s pent on advertising will have a greater long

term benef i t c ompared t o the same dollar spent on price 

promotion (Kr i shnamurthi 119). 

Kri s hnamurthi 's fi nd i ngs from studying advertising 

and price promotions recommends that manager s pay more 

attention t o the mix between advertising and price 

promotions. Results showed increased advertising serves 

to decrease price sensitivity , thus it cao prevent 

potent ially c ostly price promotions and competitiv e 

retali a tion . Also , f requent price promotions can erode 

a p r oduct's image c ompared t o advertising which tends to 

promote the product ' s image. Advertising was both 

benefic ial for short and l on g-term sales and g r owth 

( 128 ) . 
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Produc ts or services who se value c hange over time 

was examined by Leonard M. Lodish. Re found that 

consumer's sensitivity to price typically will also 

c hange over time as the value changes , e.g. , last year's 

model car or appliance is not worth the same as this 

year's model and the consumer is no t willing t o pay the 

same price for it. Price changes as demand changes. 

Price is determined by inventory on hand, anticipated 

demand during that period , forecast demand i n future 

periods, and pricing decisions that will be made during 

t hose periods (20 5 ). 

Tellis , in a recent study, analyzed the tradeoff 

between advertising and price discounting. He studied 

empirical analysis of 262 observa tions from published 

studies. He found that price elasticity ratio is higher 

for mature products than for products of the early stage 

of the life cycle, and for nondurable goods than for 

durable goods . These findings suggest that price 

discounting may be more profitable than an advertising 

increase f or nondurable goods and mature products (161 ) . 

The reasons given for the increase in price 

elasticity over the cycle were that cust omers were 

likely t o be better informed about products as the 

products mature. This increased knowledge about the 



brands , e s pecially their availability , p rices , and 

discounts , makes consumers more p rice conscious. 
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Second , consumers in the early life cycle were likely t o 

be less price sensitive than later entrants because of 

their focus on novelty and not economy. Third , because 

competition i s more intense in the mature stage, 

consumers will be better able to shop around for a good 

price (161) . 

Advertising elasticity was higher during the 

introductory stage for several reasons . Consumers were 

act ively seeking 1nfor mat1on about product attributes 

and therefore were influenced by informative 

advertisements. Advertising created awareness and 

interest. In the mature stage , most customers have bad 

considerable exper ienc e with the product and had a 

fairly good i dea which produc t they preferred. 

Therefore informative advertisi ng of mature products was 

no t very relevant ( 165). 

Bremmao r measures the s hort-term effect of in-store 

promotion and retail advertising on brand sales. He 

found that 12 l eading nat ional brands tended t o be less 

responsive to price deals than the other brands. 

His study involved six product categories with 5% 

a nd 15% price reducti ons , and how these sales were 
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affected with advertising and without advertising. He 

concluded that there was a close relatio nship to the 

amount of price reductions and the advertis ing of those 

reductions. It was different for different types o± 

products depending upon if it was perishable or if 

the product was bulkier than o t her types of products. 

Summary 

The literature reviewed clear l y indicates that 

price promotion alone will inc rease short-term sales , 

but long-term profits will suffer because consumers will 

not buy products if the pricing 1s not discounted. 

Consumers learn to wait for sales. Managers a nd 

marketers are interested in both short and l o ng-term 

sales and profits. The research showed that throuob 

product differentiation , a higher quality product that 

was purchased for the same pr i ce as an inferior product, 

would give the consumer more value for his money . 

Consumer's are interested in the value they receive for 

their purchase, not Just the price they pay . 

Statement of H ~othesis 

Marketers need to evaluate consumer's individual 

buying behavior in terms of pricina and the perception 
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o f qual ity. I t is important f o r a marketer to relate 

both pric e and quality in the pro mo tio n o f the product . 

Speci fically , i t i s hypothesized that product's sales 

will incr e ase 1 £ the product's promotional act1v1t1e s 

emphasize quality received for the price paid. 



Chapter III 

SELECTI VE REVIEW AND EVALUAT ION OF RESEARCH 

The effect of price on qual i t y perceptions 1s a 

topic that has been of great interest t o marketers. 

Research suggests that price i s an indicator of quality. 

The impact of price varies signif i c antly across 

consumers and products being J udged. There is also 

related research on the relat ionship between price and 

"objective" quality. Objective quality has been def ined 

as the "unbiased measurement of quality based on 

characterist ics such as design , durability , perfo rmance , 

and safety". ( Lichtenstei n 429) 

The first price-objective quality study was done by 

Oxenfe ldt in 1 950 . This type of study on obj ective 

quality was similar to t hat done by Consumer Re ports. 

Consumer Reports evaluates produc ts using objective 

quality measures , based o n expert ratings from 

ind ependent testers . These ratings are based on 

laboratory t ests , expert judgement of purchased samples , 

a nd user opini on surveys. Lichtenstein studied the 

re lationship between perc eiv ed and objective price

quality . His research addressed three hypotheses: 

4 6 



1. There is a p ositive relatio ns hip bet wee n 

per c eived and objective pr ice-quality 

relationships . 
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2. The correlation between price-perceived quality 

and pr i ce- ob j ective quality is lower for 

ind ivid uals who have a pric e - perceived 

quality schema or a no price-perceived quality 

s c hema than for individuals who do not have 

either such schema. 

3. The c orrelation between price-perceived quality 

and price- objective quality is higher for 

nondurable goods than for durabl e good s ( 432 ) . 

From the results of the studies , the authors drew 

three conclus i ons: 

1 . There appears to be a positive , but not strong, 

c o rrelation between the perceived and the 

ob j ective pric e-qualit y relationships. 

2. Perception accuracy appears to be moderated by 

product type. Across all four studies, 

consumers held more accurate price-quality 

percept i ons for nondurable products than for 

durable produc ts . 

3 . There seem to be up to four distinct cluster s 

of consumers based on price-quality 
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per ceptions: a price- percei ved quali t y s c hema 

g r o up , a nondurable pric e-perceived qual ity 

s c hema group , a durable p rice perceived quality 

schema group , and a no pr ice - perceived quality 

s c hema group ( 440 ). 

The authors s tud ied products i n 1 5 product 

catego r ies wh i ch were selected fr o m 145 product 

catego ries. Ei ght of the c ategor i es were durable goods 

and seven were nondurable goods. Products ranged from 

color Tvs to paper t owels (43 2) . 

Respo ndents in the study were 220 undergraduate 

busi ness ma j o rs at a major state university. Data 

collec ted was in a class room setting (432). 

The a uthors found that there was an overall low 

correlatio n between price-quality perceptions and price

objective quality relationships which the authors 

concluded t hat consumers were poor estimators of price

quality relat ion s hips . This was especially true for 

durable products . Consumers did show some degree of 

acc uracy in their price-quality perceptions of 

nondurable products ( 440). 

Results did reveal that consumers , across all 

c ategories , felt that the higher the price the higher 



the quality and the lower the price the lower the 

quality . The authors' reasoning for consumers 

evaluating products this way was that they felt 

manufacturer s dealt on a cost-plus basis and costs were 

higher for p roducts having better materials and produced 

by skilled crafts people. In addition , the 11 you get 

wha t you pay f or" advertising may serve t o reinfo r c e the 

price-quality schema ( 441 ) . 

The authors discussed c er tain limits on their 

study . ObJective quality ratings wer e taken from 

Consumer Reports t o asses the accuracy of perceptions of 

quality. Individual tastes and preferences vary from 

one consumer to the next. Also, other ways to asses 

price-quality perceptions were through product knowledge 

and product experience ( actually using the product 

r epeated times). Another limitation was that Consumer 

Reports does not rate all products in a specific 

c ategory ( 441 ) . 

A limitation not discussed was the type of 

respondents used. The autho rs used people with similar 

i nterests i n their studies and type of education. They 

needed to cover a wider range of people from age t o 

educational e xperiences to get a wider range of 

opinions . Also , was the class r oom setting the best 
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place to conduct this study? When people make purchases 

it is usually in the market place ( 441). 

In another study , Curry discussed how price and 

quality were the two mos t basic strategic options open 

to a product manager. The research traced the pricing 

changes for a durable product over the product 1 s life 

cycle and reasons for the changes. The three hypotheses 

tested were: (1) real prices decline over time among 

brands competing in a specific product form, (2 ) these 

prices also converge , and ( 3 ) the correlation over time 

between price and product quality becomes more precise 

( 37 ). 

The data strongly suggested that prices , net of 

inflation , steadily fell over time among brands in a 

competit i ve product form . These findings were 

consistent with price declines expected from experience

curve-driven cost reductions (38 ) . 

Results also suggested that price variability 

narrows over time and this effect probably occurs to 

some extent over all stages of the product life cycle. 

Also , over time managers of competing brands transfer 

expenditures from quality improvements to marketing 

communications and pro mo tions which reduce profits (40) . 

The authors believ ed that the measurement of 
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product quality was a much greater problem than price 

measurement because researchers disagree on the meaning 

of "quality". There was no current available research 

method which can address effectively the difficult 

issues associated with p r ice and quality measurement 

( 4 5 ) . 

The authors studied the limitations of the study in 

four categories: price measure , quality measure, 

representativeness , and statistical methods . The firs t 

three categories were tied closely t o the limitations 

associated with using Consumer Reports ( 46). 

The issue of the validity of prices published in 

Consumer Reports could be criticized as not reflecting 

what actually happens in the market since they were 

averages of what shoppers paid when purchasing the 

varieties for testing or the list price . This suggests 

that prices used in assessing the price-quality 

relationship may not reflect geographic location, store 

type , city size, etc. ( 46 ) . 

The validity of the quality rankings published in 

Consumer Reports was also questioned. They may not 

include seller characteristics like postpurchase repair 

and service levels. Biases a re greatest for products 

that involve aesthet ics o r sty le ( 47 ). 



Representati v eness is , "the extent to which the 

assessment of price trends and the correspondence 

between price and quality accurately refle ct the 

marketplace" . The testing company must decide which 

product categor ies to test , which brands to incl ude , 

which items to evaluate , and where to obtain those 

items ( 47 ). 
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Another study reveals the effec~ of price, brand 

name , and store name on buyer ' s perception o f p r oduct 

quality. Ra o and Monroe reviewed the li terature dating 

back to Scitovsky (1945 ). They suggested that people 

may judge quality by price. They pointed out that such 

behavio r was not irrational. It simply reflected the 

belief that the fo r ces of supply and demand would lead 

to a natural ordering of products on a price s c ale , 

leading to a strong positive re lationship between price 

and quality. Research has shown that there is a 

po s i tive correlation between price a nd quality. 

The authors tested four hypotheses by performing a 

multiple r e gression analysis o n the data set using the 

weighted price-perceived qua lity effect sizes as the 

dependent variabl e. The regression model tested the 

relationship between t he price-perceived quality effec t s 

and price level , size of price manipulation, number of 
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cues, and research design. 

The authors found relevant research studies by 

examining the references of previous rev iew articles and 

conducted a computer bibliographic search. Because the 

hypotheses pertain to methodological variations across 

laboratory experiments, only laboratory studies 

involving one or more price, brand, and store cues were 

used 1n the review. A final set of 36 studies that 

collectively reported 85 effects of price , brand name , 

or store name on perceptions of quality were used in the 

analysis and tests. The products used ranged from 

nondurab le products ( eg., butter, margarine) to durable 

goods (capital equipment ) (353). 

The regression analysis showed that the relative 

strength of the price manipulations had a significant 

effect on the observed price-perceived quality 

relationship . When buyers did infer a positive 

relationship between p r ice and product quality, they 

were likely to compare the price of the product against 

another pric e. If the actual price was perceived as 

significantly different from the reference price , the 

higher price option was likely to be perceived as being 

of higher quality. The key point was that judgements of 

quality based on price information are comparative and 



perceived differences in prices lead to relative 

judgements that product quality varies significantly. 

The authors discovered a lack of consistent 

results across studie s due to variables like type of 

research design a nd streng t h o f price manipul ati ons. 
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Suggestions for future research were how quality 

perceptions are formed and how these quality perceptions 

i n fluence perceptions of value, product or service 

be nefits , and eventual choice. 

Limitations in the research that were not mentioned 

include using past r esea r ch and comparing pr oducts from 

20 years ago to more recent products. Research 

techniques have also cha nged over the years . It would 

h a ve been better to study ar t icles that were more 

current. 

In a simila r a r t icle, Monroe studied the effects of 

price, brand, and s t ore i n formation on buyer ' s 

pe rce ptions of product quality and value , as well as 

their willingness to buy. His results showed that price 

had a positiv e effect on perceived quality, but a 

negative effect on perceived value and wi l lingness to 

buy. Favor able brand and store informat i on positively 

influenced perceptions of quality and v a lue, and 

consumer's willingness to buy. 
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He t ested eight hypotheses by using a 5 X 3 X 3 

factored between subJects with five price levels , three 

brand levels , and three store levels. He tested 

calculators and stereo headset players . 

The author did not address limitations on his 

study , but did d iscuss that this was the first empirical 

article to examine the e f fects of price , brand , and 

store on perceptions of quality and value as well as 

purchase int entions. 

Future research was suggested to use not only lower 

priced items but a wider range of products , prices , 

situations , settings , and populations. 

In a related study, Zeitbaml studied consumer 

perceptions of price , quality , and value. The author 

wanted to show that through consumer perceptions of 

price quality, and value, shopping be havior and product 

choice were determined. The purpose of her research was 

to define the concepts of price, quality, and value from 

the consumer ' s perspective , relate the concepts in a 

model , and develop pr opositions about the concepts by 

examining the available evidence in support of the 

propositions. A mea ns-end model relating price , 

quality, and value was constructed and a perceived 

quality diagram was made (3). 
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The author reviewed previous research and conducted 

an exploratory investigation of quality and value in the 

product category o f beverages. Company interviews , a 

f ocus group interview, and 30 in-depth consumer 

interviews were conducted by free-elicitation approaches 

that generated qualitative data which supplemented 

previous research and served as the basis for 14 

propositions (3). 

In the exploratory phase of the research, 

cooperation was obtained from a national company that 

markets three distinct product lines of beverages: 

a line of 100% fruit-flavored children's drinks , a 

line of 100% fruit juices , and a line of tomato-based 

juices . In-depth interviews were held with the 

marketing research director , the senior products manager 

for Jui ces, two company strategic planners, and the 

president of the company's advertising agency. Open

ended questions pertained to issues such as company 

knowledge about quality and value perceptions of 

consumers, ways the company determined those 

perceptions , and bow quality and value were communicated 

to consumers (3). 

A focus group interview on the topics of quality 

and value in beverages was held in three metropolitan 



areas across the United States. Participants were 

recruited to fit the demograph ic profile of purchasers 

57 

of fruit and tomato based beverages. All participants 

were women between the ages of 25 and 49 and all had a c 

least one child younger than 10 years of age. 

Participants were screened to ensure recent usage of 

fru i t or tomato beverages. The moderator's q uestions 

covered such topics as the meaning of quality and value , 

and t he role o f price i n quality and value J udgements. 

The data generated was in the form of protocols and 

means-end maps for individual cons umers . Patterns of 

responses and observed similarities across individuals 

f orm the results for this type of exploratory study. 

When the des cript ive data from the executive and focus 

group interviews were combined , the observations and 

insights provided a frame work for speculat ing about the 

concepts and their relationships ( 5 ) . 
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A Means-End Model Relating Price, Quality , and Value 

D 
0 

l.owa· lnel a1trtlnate1 

Perceptlom of lower· 
lneJ attdbatee 

C) HJpcr-lnel attrtbate1 

Patter ns of r esponses from the exploratory can be 

grouped into four consumer defini t ions of value: (1) 

value 1s low price, (2 ) val ue is whateve r I want in a 

product , ( 3) value is t he quality I get for the price I 

pay, and (4 ) value is what I get for what I give. Each 

of these definitions was then brok en down even further 

to give a more detailed definition ( 13). 

An understanding o f what quality and value mean to 

consumers helps improve brand positions through more 

precise market analysis and segmentation , product 
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planning, promot i on, and pricing strategy. 

Lattin and Bucklin, in another study revealed the 

effects of price and promotion on brand choice behavior. 

Pricing and promotion stimulate an immediate sales 

response. The authors developed a reference effects 

model suggesting that too much promotion and price 

discount ing may adversely affect brand choice behavi or . 

Reference price for a brand or product reflects the 

e xpectations of the consumer, which are shaped by the 

past pricing activity of the brand. The consumer then 

evaluates the future price of the brand 1n relation to 

this reference point and his response is related to the 

dispa rity between the two. Even though price promotion 

makes the brand more attractive and increases consumer 

response, a consumer exposed to frequent price promotion 

may become accustomed to finding the brand available on 

promotion at a discounted price. This shift 1n 

reference point changes the way the consumer looks at 

the choice problem. The result is a diminished level of 

consumer response to the brand, a wear out effect over 

time for promotion and price d iscounting. For 

manufacturers, the 1mplicat1on is that overly intensive 

promotion may increase expectations and ultimately 

undermine consumer response. The authors illustrate 
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these effects for ground coffee (300). 

The researchers studied the pricing and promotional 

activity for four brands of coffee in six s t ores for 50 

weeks. There was a considerable variation in pricing 

activity ($1.58 to $2 . 91) as well as frequent promotion. 

The data showed a strong negative correlation between 

price and promotion - a special discount in price was 

almost always accompanied by some type of feature or 

display ( 303). 

Coffee purchasers were selected by choosing those 

who had made at least three pur chases of any of the four 

brands in any of the six stores. A small number of 

purchasers were eliminated because they had purchased 

more than 100 lbs. of coffee. This left 

577 purchasers who purchased ground coffee on 4720 

purchase occasions during the period ( 304). 

The findings of the autho rs suggested that 

promotional activity has signif icant reference effects 

on consumer response. The findings were well supported 

in the research study . The authors took data from a 

large number of people over an extended period of time. 

The models they made could also be adapted to other 

situations (309 ) . 

Future research would be to extend their model to 
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consider the reference effects of price and promotion on 

category purchase incidence . An example would be that 

consumers may be more likely to time their purchases to 

coincide with deal periods , which would r edistribute 

demand over time (30 9 ) . 

The research i n these articles studied the 

relationship between perc eived price , quality, and value 

and the ir effects o n consumer purchasing behavior. This 

information is necessary for marketers to understand so 

they can position their products ~o i nc rease short 

and long-term sales and profits . 



Chapter IV 

RESULTS 

Pricing research is of great interest to 

researchers i n studying the effect of price on quality 

perceptions. Researchers also study if price can be an 

indicator o f quality. 

Lichtenstein and Burton studied the relationship 

between perceived and objective price-quality. Their 

results ranked the relationship between perceived and 

object i ve price-quality relatio nships of durable ( D ) and 

nondurable goods ( ND ) . 

Price
perc eived 
qual ity 

Product 

1. Stereo receiver 
2. VCR 
3. Portable color 
4. Mi crowave o ven 
5 . Food processor 
6 . Cloc k radio 
7. Blow dryer 
8. Trash bags 
9. Peanut butter 
10. Paper towels 

TV 

11. Oil popcorn popper 

Product 
Type 

D 
D 
D 
D 
D 
D 
D 
ND 
ND 
ND 
D 

12 . Frozen french f ries ND 
13. Laundry detergent ND 
14. Dishwashing liquid ND 
15. Orange drink ND 
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Price- Price
objective perceive 
qual ity quality 

relationship 

.01 6.20 
-.11 6.13 

.06 6.06 

.36 5.91 

.34 5.30 

.38 4.96 

.37 4 . 79 
- . 07 4.62 

.23 4.45 

. 66 4. 36 

. 04 4.20 
- .48 4.16 
- . 7 3 4.03 

.64 3. 84 
-.49 3 . 76 



Price
perceived 
quality 
rank 

Product Product 
Type 

1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 
10. 
11 . 
12. 
13 . 
14. 
15. 

St ereo Receiver D 
VCR D 
Portable color TV D 
Mic rowave oven D 
Food processor D 
Clock radio D 
Blow dryer D 
Tra sh bags ND 
Peanut butter ND 
Paper towels ND 
Oi l popcorn popper D 
Fro zen french fries ND 
Laundry detergent ND 
Dishwashing l i quid ND 
Orange drink ND 

D= durabl e 
ND= nondurable 

Most 
likely 
price 

( $ ) 

212.64 
303 .43 
281. 64 
25 2 .16 

63.92 
22 . 55 
16.44 

2.15 
1.84 

.82 
19.02 
1.92 
2.75 
1. 58 
1. 90 
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In another study, Curry analyzed prices and 

price/quality relationship. Prices tend to decline over 

time. 

Real Prices Over Time for Various Product Forms 
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Dodds , Monroe, and Grewal studied the effects of 

pric e , brand, and store information on buyer's product 

evaluation. They used a 5 X 3 X 3 factorial design . 

The number i n each cel l represents a c e ll number . 

Research Design 

Price 

Brand Too 
name h=i~g=h=-___,H=i~g~h=----=M=e=d=i =um= 

High 
High 
Low 
Low 

High 
Low 

No 
No 

NO 

A. Pr ice , brand , and 
store desi n 

1 2 3 
6 7 8 
11 12 13 
1 6 1 7 18 

B. Price and brand 
design 

21 
26 

22 
27 

23 
28 

C. Price and store 
design 

31 
36 

32 
37 

D. Price-only 
des ign 

41 42 

33 
38 

43 

Low 
No 
Price 

E. Brand and 

Store 
name 

store design 
4 
9 
14 
19 

5 
10 
15 
20 

F . Brand-only 
desi n 

24 
29 

25 
30 

G. Store-only 
design 

34 
39 

35 
40 

High 
Low 
High 
Low 

No 
No 

High 
Low 

H. No 
information 

44 45 No 
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.Analysis of Variance Results 

Anova (5 X 3 X 3) design 
Effects d. f. Quality 

Calculator 
Price ( p ) 4 9.54 
Brand ( B) 2 62.92 
Store ( s ) 2 9.77 
P X B 8 .32 
P X S 8 .14 
B X S 4 2.38 
P X B X S 16 .81 
Residual 540 

Stereo headset player 
Price ( p ) 4 4.36 
Brand ( B) 2 88.81 
Store ( s} 2 7 .99 
P X B 8 2.00 
P X S 8 .55 
B X S 4 3.46 
P X B X S 16 .65 
Residual 540 



Summary of Price , Brand , and S t ore Effects for 
Multiple Designs 

6 7 

f'n,aillffl ,,...ur, ,.~- . wui;,,,,,_ "' b111 

Colt:aJMor s- ~ s- ~ SMtto 

Ou/111 d.f. F .,. F .,, F "' F .,. F .,, F .,, 
hit, ,6ttU ,_ ljf«:t) 

A IP x B x S) 3,192 4.34' .06 .07 .00 14.26• . II 16.1r .21 4.32' .06 11.67' .1.5 
I (P x 8 ) 3.96 1 . .5.S .OS .95 .03 6.60' . 17 10.!19" .2' 1.92 .06 4.!14' . 12 
C(P x S) 3,96 1.41 .04 5.51' .u 3.83' . II 4.03' .II 2.40' .07 1.42 .04 
0 (P) 3,41 3.57• .JI 4.08' .20 10.0S' .39 6.14' .21 2.22' .12 us .09 

hla ,6tta (U..-- ,,..., 

A IP K B x S) 1,192 10.91' .OS .20 .DOI 42.22' . II 49.74' .21 11.16' .06 33.74' .u 
.-(P ,c B) 1.96 3.0,' .03 .96 .OJ 17 .. 2'' .u 30.09' .24 3.29' .03 13. 11' . 12 
C(P KS) 1.96 3.67' .04 1!1.61' .14 10.51' . JO 7 . .59" .01 S.76' .06 1.22 .OJ 

0 (P) 1,41 10 . .59' . II 10.2.1' . II 26.00' .JS II.OS' .27 4..55' .o9 4.n· .oa 
,,_ rfftta (MOUi rffttt) 

A IP X B x S) 1,192 63.4!' .2' 97.52' .34 23. 11' .II IJ.~ • .07 34.04•· . 15 26.74•' . 12 
B (P x B) 1,96 23.77" .20 31.04" . . 24 1,,a• .07 9. 13' .09 7.46' .07 16.09' . 14 
l!.(B x S) l,◄I 11.23' .21 31.7.5' .40 
F(B) 1.24 2.50 .09 11.49' .32 

SMn rff«u ,_uo rfftt1/ 
4.10" A(P ><B><S) 1,192 2.40 .01 .02 . .51 .003 3.49• ' .02 . 11• .001 6.12•• .03 

C(P x S) 1.96 20.66' . II 1.05' .07 l.10' .03 .7.S .01 .s.21• .OS 4_.59• .OS 
I!. (B x S) 1.41 1.4!1 .Ol 1.07 .02 
GISI 1,24 2.31 .09 5. 19" . II 

'Si1llif1QD& 1& II < , 10, 
'Si1aif1Ca111 at p < .OS. 
'Sl11Uf1CU11 11 p < . 0 I . 
•Si1nlf1CM1 brud ...-.- 11am name i.....-.aioa. 

Average Main Effects of Indepe ndent Variables 

C-"/Md rf/ttt ,iu 1'11
) 

l,wlrpr,tdntl 7,.,.,,,,,.,,,,, Prrrriwrl Prrrriwtl Willin,-WD 
fflriah(,., ("MW#/tim, .-u,, .. ,..., ,,. ,,.,, 

Price A"- . 190 .33.5 . 10, 
With hraml .040 .21D .090 
With 11an, .095 .110 .0,.5 
With hnnd and 11.-- .0.10 .19' . 10.5 
Wcipled 1wenp .11"4 .19.5 .091 

Arand ....... .20.5 
With rwice .220 .MO . 10.5 
With ••on .340 
With rwice i nd IICW'C .m .090 . 13.5 
Wrighlal a.-.~c .. ns .i.7 . 12.5 

Alone . 13.5 
With pria . 12.5 .010 .0.50 
With brand .02.5 
Wlthrnce....i~ .01.5 .010 .01.5 
Wcighlcd 1.-.gc .054 .013 .027 



Rao and Monroe studied the effect of price, brand 

name , and store name on buyer's perceptions of product 

quality. Their resul ts were: 

n2 
Stem 

Stem and Le af Plots and Statistical Summary: 
Price- Perceived Quality Effects 

Leaf 

7 
0 
3 
0 0 5 

0 8 
0 1 3 5 5 6 8 
0 0 0 1 1 1 1 1 4 4 4 7 9 
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.8 

. 7 

. 6 

. 5 

.4 

. 3 

.2 

.1 

. 0 0 0 0 0 0 1 1 1 1 1 1 1 2 2 3 4 5 6 6 6 6 7 8 

( K=54 ) 

Summary Statistics ( all results ) 

Weighted mean , n2 

Weighted standard deviation, s 

Standard error 

95% confidence limit 

X2 ( 53) 

.12 

.148 

.017 

_±. 033 

79.22 
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Zeithaml , in a related study , constructed different 

mod e l s showing consumer perceptions of price, quality , 

a nd value . 

A Means-End Model Relating Price , Qualit y, and Value 

□ ~llftlaltnnNt 

0 
,.,.,.,,_., __ -.. -

olllpar--utnhtn 

The Perceived Quality Component 

--

D 1st1-.Att11.,._ 
-1-A-. -·------~ 
0 HlsMr--·--
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Lattin and Bucklin researched the effects of price 

and promotion on brand choice behavior for coffee. 

Their results were : 

Brands 

1. Hills Bros. 

2. Folgers 

3 . Maxwell House 

4. Chock Full O' Nuts 

Summary of Pricing and Promotional Activity 
by Four Brands in Six Stores 

Brand 1 Brand 2 Brand 3 Brand 

Store 11 .18 a .23 .19 .33 
.11 b .16 .20 . 45 

- .63 C -.73 -.62 -.84 
Store 12 .23 .33 .22 .29 

.16 . 45 .32 .35 
-.73 - . 84 -.60 -.83 

Store 13 .19 .22 .09 .18 
.20 .32 .12 .39 

-.62 - .60 .03 -.73 
Store 14 . 33 .29 .18 .23 

. 45 .35 .39 .39 
-.84 -.83 -.73 -.62 

Store 15 . 3 1 .28 .06 .24 
.51 .27 .39 .28 

-.56 - . 73 -.15 - . 58 
Store 16 .22 .18 .06 .21 

.32 .39 .13 .25 
-.60 -.73 -.12 -.58 

a Standard deviation of price (in dollars ) . 

b Proportion of weeks on promotion. 

C Correlation between price and promotion. 

4 



Consumer Utility as a Function of Pr ice and 
Promotion , Showing the Effect o f a Promoted 
Price c hange From $2. 49 ( Unpromoted ) t o $1.99 

Utll tty 

5 

J' 

2 

' I 

---------------~----------------~ I 

SI.SO $2.00 S2.SO SJ'.00 
Pnte 
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Summar,• 

C'hapter \ 

DISCUSSIO\J 

~arketer 1 s need to understand what c ustomers wanl 

and demand, and then give Lhe customer the ri~ht 

combination of producL quality and price . Th is gives 

the cusLomer the value t h ey desire . Consumers wan t to 

be su r e Lhey get t he best quality for the price they are 

paying . Consu mers want val ue in their purchases . 

Value is the relationsh ip beLween Lhe variabl es o f 

price a nd quality . Marketer's a re realizing thaL they 

need to e mphasize quality received for the price paid . 

If marketers under stand what customers value a nd how Lo 

add value to their p roducL or service , they wi ll help 

ensure shorL and long term sales and profits for t heir 

c o mpany . Value is what marketer s should be all about. 

Markelers who figure out how to add value to their 

producL will Lhr ive in some markeLs . AL Lhe worst, they 

will be in a stronger pos ition to survive down markets . 

72 
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Price 

Price can be exami ned fro m a c onsumer 's p o i nt of 

view and a business po int of view. Price is the major 

focus of the exchange process. Price is also 

what a company c harge s for an item in order to make a 

profit. Pri c es are set based on e x ternal factors l i ke : 

demand f o r the product, competition, and environment al 

factors. Internal pricing decisions that affec t pri c e 

are marke ting objectives, marketing mix s rategies, and 

costs . Many consumers believe that the pric e c harged 

for an item is based upon the cost to make the produc t 

p lus the profit deslred by the company . Companies ha e 

a variety of pricing strategies avai lable to t he m. Some 

of the se strategies include cost-based pri c i ng, buyer-

based pricing, and c ompetition-based pri c ing . Some 

major c onsiderations for marketers whe n setting Lhe 

price for a product are product c osts, competitor's 

prices, and c onsumer perceptions of value . If t he pr ice 

is set too low, the re is no possible way to make a 

profit . If Lhe pri c e is too high, there will be no 

demand for the prod uc t. Marketers need to know price 

elasticity , or how responsive demand will be to p ric e 

(Kotler 314). 
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Finally, the customer decides whether the price s et 

by the company is too high, too low , or set just right . 

The consumer compares the p ri ce of t he product to t he 

perceived values of using the product . If the price 

equals the value, the consumer is more likely to 

purchase the product . 

Quality 

Quality was defined by Lichtenstein and Burton in 

terms of objective quality or perceived quality . 

Objective quality is an unbiased measurement of quality 

based on c haracter i stics of the produ c t . Perc eived 

quality is the relationship between what one pays for a 

product and the quality one associates with t he price 

paid. The i r researc h revealed that there appears to be 

a posi tive, but not strong, correlation betwe~n the 

perceived and objective price-quality relationships . 

Research revealed that the p rice of a product 

affects the perceived quality . Consumers showed a 

significant variance of opinions across i ndividuals and 

product categories when t hey related price to quality . 

Factors that affect price- quality perceptions are the 

amount of sea rch time one has to compare products , the 

perc eived risk of the purchase, the frequency of Lh e 
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purc hase, the price level of the product category, the 

product class, and the price range of the product 

category . 

Research a l so showed that consumers perceive 

objective price- quality r elationship with a modest 

degree of accuracy . Price- quality perception s were more 

accurate f or nondura ble products than fo r durable 

products . When a consumer purchases a product based o n 

the price asked , a nd t he quality received, the product 

has a particular value ( h igh or low) . 

Value 

Zeithaml defined value in her study as having 

different meanings for dif fere nt customers . The first 

definition equated value with low price . For example, 

when a coupon is used , a greater value is perceived . 

The second definition of value considers the 

measure of useful ness or want satisf action that results 

in purchase . Value here encompasses all relevant choice 

factors. These factors include both quantitative and 

qualitative, subjec tive and objective, wh ich make up t he 

shopping experienc e . Value is whatever t he customer 

seeks in making decisions as to which store to shop or 

which product to buy . 
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The third definition of value equates quality 

perce ived for price paid . This can be further broken 

down into value is price first and quality second, value 

is the lowest price f or a quality brand, or value is 

affordable quality . Value is a tradeoff between what a 

c ustomer pays and what i s perceived, quality . These 

three definitions c an be combined into an overall 

definition: perceived value is the co nsumer' s overa ll 

assessment of the utility of a product based on 

perceptions of what is received and what is given . What 

is received varies among c onsumers (i.e . , some may want 

volume, others high quality, still others convenience} 

and what is given varies (i . e. , some are concerned only 

with money expended, others with time and effort), whi c h 

represents a tradeoff of the give and get components. 

Value is different than quality because value is 

more individualistic and personal than quality . Value 

unlike quality involves a tradeoff of give and get. 

Quality is thought to be more of the get component in 

the v alue equation . 

Conclusion 

An understanding of the relationship between price, 

quality, and value, and what it mean s to consumers, 
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offers marketers a better understandi ng for improving 

brand positions through more precise market anal ysis and 

segmentation, product p l annin g , promotion, a nd pricing 

strategy. Ma r keter ' s need t o be oriented to value 

marketing . This wi l l help c o mpan ies to better position 

their products to e nsure s hort a nd lon g- ter m sales a nd 

p r ofits . 

The hypothesis , produc t ' s sales wi ll increase if 

the produc t ' s promot i o nal activities e mp hasize quality 

r eceived for the p ri ce paid , is not clearly stated in 

the literatur e. The li t e r a t u r e shows tha t t he r e are 

different types of products whe r e price a nd qua li ty are 

perceived to be more closely a ssociated . There is not 

enough evidence to conclud e t hat the higher the price 

the h igher the quality , and t he lower the price the 

lower t he qual ity . Thi s tend s to be more true for 

nondurable goods rather than durable goods . 

When compani es t r y to a d just the price of the 

p r oduct down, they wi l l get i mme d iate sho r t term sales . 

When t h e product price is reduced too ma ny times and the 

consume r becomes accustomed to the product being o n 

sale , consumers will not buy t he product u nless it is on 

sale . Prices can be adjusted in a number of ways : 

couponing , rebates , quant i ty discounts, sampl i ng , price 
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raLes. 
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The research s hows t hat these price discounts c an 

lead the consumer to feel differently about products. 

They may feel that a lower price means that the produc t 

cost les s to make , t herefore t he quality has been 

reduced. Indirect ways of reducin~ prices for durable 

goods like 0% interest, 90 days same as cash, or 

deferre d billing are ways to make products more 

affordabl e . This cost reduction does not reflect on the 

quality of the product , It makes the product easier for 

more people to buy . Companies are increasing the number 

of people in t heir target markets for their products . 

This is happening in t he markets like automobiles, 

furniture, and clothing , 

For durable goods, research shows t hat pricing 

c hanges for durable goods . Real prices tend to decline 

or converge over the product ' s life cycle . iarketers 

need to make their product more appealing or desirable 

to con s umers. This can be done by adjusting the quality 

of the product . 

Adjustment in quality can be done in various wa ys . 

Quality is both perceived and objective, Quality al s o 

has d ifferent mean ings to differenL peopl e as mentione d 
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earlier . Some companies may need to improve the quality 

of the product or even reduce the quality be c ause it may 

be too high of a quality and too hig h of a price. 

Inferior quality c an be a source of l ong-lasting 

irritation and inconvenience to the c ompany. Once the 

product has been perceived as having poor or low 

quality, it i s difficult to change t he consumers 

impress io n o f the p roduct . 

Limitations 

There are some limitations in this study that 

should be noted . Even though price can be defined 

with some accuracy , quality and value cannot. Quality 

and value have different meanings t o differe nt p eople . 

You c annot make conclusions or generalizations about 

products be cause there are so many different categor ies 

of products . Even when a particular type of product is 

studied a s in Con s umer Reports, not all products can be 

studied or r ev i e we d . 

This study was p r imarily di rected toward products 

t hat were in the mature stage of t he ir produc t life 

cycle . It d i d not take i nto account the service 

industry such as the health care field, repairs of all 

types , or even education . It is a very difficult area 



to research , because the services industry may not be 

consistent . 
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Other l imitations are that the study should have 

been reduced to studying a specific product in addition 

to past a nd current data . 

Suggestions for Future Research 

Results f rom these studies raise a variety of 

issues to be examined in future research . One area of 

investigation may be t h e effects advertising has on 

perceived quality . Does advertising increase the 

perceived quality of a product? On the other hand, are 

price cuts more profitable than increases in 

advertising? Does advertising enhance the product's 

nonmonetary attractiveness and do price discounts 

prov ide a monetary incentive to buy t he product . 

\hen perceiving quality , what factors influence 

some consu mers to percejve that higher prices are 

associated with h igher quality and others to perceive 

that this relationshtp holds for no product categories? 

This may be based on t he fact that consumers do not take 

as much time researching about the items that they are 

going to purchase. Therefore, how can the promotion of 

the product being sold be more informative so the 
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customer knows t ha t t h is the product they wa n t to buy? 

To study value i s very d if f icult . Val ue i s 

p e r ce i ved d i fferently b y people . Researchers and pe opl e 

form d i f fe rent definitions a nd opinions about value 

bec ause i t is perc eived . Marketers need to study i f 

there a re some similarities in the value percept io ns 

between what t ypes of people; gender, age , origin, 

demogra phics, income level , o r simil ar intere st t o na me 

a few. Market ers would be more su cces sful if t hey knew 

what t he i r c ustomer valued . 

The study of price, quality , and value l eave many 

questions to be answered and c urrent researc h has only 

answe r e d a small portion of these questions. 
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