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Abstract

The aim of this article is to present the practices of the companies operating in Bulgaria in
terms of making price changes. The article considers the reasons that make companies change
prices. It also discusses the possible consequences of these changes and presents the results from
an empirical study on the changes of company prices over time. The method used for data
collection is an online survey carried out with 200 CEOs/marketing directors/managers of
companies operating in Bulgaria for the period July — August 2017. It has been established that
the most common reason for an increase in the usual price (by price list) of company products is
the increase in the price of a basic raw material, whereas the most common reason for a reduction
of the usual price is an unfavorable market situation. Almost half of the sample companies have
programmes for loyal customers with special price offers and the most common price tactic among
the companies operating in Bulgaria is the use of price reductions/discounts in different forms.
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1. Introduction

Pricing is a chain of interdependent and logically reasonable actions subject to
timely monitoring and control allowing systemic adjustment of price structure and level.
In general and with minor modifications to different authors, the stages of the pricing
process include: setting price goals, considering the impact of pricing factors, choice of a
price strategy, choice of an approach and method of pricing and changing prices over
time ((Kotler & Armstrong, 2018, p. 344), (Hinterhuber, 2004, p. 768), (Klasova, 2001, p.
205), etc.). Of all stages of the pricing process, the last one, changing prices over time, is
the least discussed in scientific literature. It is also the object of this article.
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The reasons to change the price of a company product are various but in most cases the
major ones are:

» achange in the corporate business strategy aimed at taking a new strategic position
(a change in the company position on the value map, serving new consumer segments,
starting the production of a sophisticated version of a company product, etc.);

» company adaptation to a new situation in the external environment (a new level of
the market price, inflation, etc.).

If the initial position of a company on the value map is stable, then a price change is
unnecessary. If the market situation is changing, keeping the company position requires
changes either in the price or in the company product. If all competitors change their prices
and the company does not, it consciously changes its own positioning without a price change.
The companies that have adopted this pricing behaviour want to position themselves in
consumers’ minds as companies maintaining price stability. As a rule, in all other cases price
changes are necessary (Gladkih, 2013, p. 403). When a decision for a change in price is made,
two additional pricing decisions should be made: first, about the vector direction for price
change (price rise or reduction); second, about the frequency of price change.

2. Research methodology
The aim of the study is to present the practices of the companies operating in Bulgaria
in terms of price changes. The research tasks are: to find out how often the companies
operating in Bulgaria make price changes; to examine the tendency of the vector direction for
a change in the usual price of company products; to find the reasons for a change in usual
prices; to find out whether the companies intend to make price changes within next year and
to see what the most common form of tactical price changes is.
Five working hypotheses are defined:
X1: Most of the companies operating in Bulgaria change the price of their main product
once a year.
X2: For most companies the vector direction for a change is towards increase.
X3: An increase in the price of the basic raw material is the most common reason for an
increase in the usual price of company products.
X4: The unfavorable market situation is the most common reason for a reduction of the
usual price of company products.
X5: The price tactics that companies use most frequently are temporary reductions in
different forms.

3. Empirical results and discussion
Vector direction for price change
When asked about the direction of the change in the usual price (by price list) of their
main company product over the last three years, 47,0% of the respondents answered that there
has been a direction toward increase, 17,0% — toward reduction, 36,0% — that product prices
have kept their level (Figure no. 1).
132



Figure no. 1. Direction of the price change of the main company product

In what direction has the usual price (by price list) of your
company main product changed over the last three yvears?
(in 29)

36.0

17.0

Toward price increasec Toward price reduction Product prices kept their
lewel

Source: Empirical survey from 2017.
Note: The main company product is the product from which the company realized the
biggest sales revenue in the last calendar year.

The data analysis shows that 64,0% of the companies from the sample have changed
the usual price of their company products over the last three years. The most of the
companies have taken action to position themselves in a higher price range — 47,0%, and only
17,0% — in a lower price range. This shows that the companies operating in Bulgaria follow
the global trend of price growth that has been observed over the recent years. 36,0% of the
companies from the sample have positioned themselves as companies maintaining price
stability.

An intention to increase the usual price of the main company product next year was
expressed by 38,5% of the companies, to reduce it — by 7,5% and 54,0% of the companies
have not discussed this issue (Figure no. 2).

Figure no 2. Plans to change the price of the main company product

Are you planning to change the usual price (by price list) of
your company main product next vear? (in 2o)

7.5

—_—

T T
Yes, toward a price Yes, toward a price rise We hawve not discussed this
reduction

Source: Empirical survey from 2017.

The data shows that generally in the future the vector direction for the change of
the usual price of the products of the companies willing to make price changes is toward
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increase. More than a half of the companies (54,0%) have not discussed the issue of price
changes and if they decide to make any, it will be due to a necessity of adaptation to
changes, not because of a change in the company business strategy.

The aims of the study require the examination of the reasons for price changes as
well as of their nature.

According to the respondents, the most common reasons for increase in the usual
price of company products are: the rise in the price of the main raw material — 51,0% of
the companies, inflation — 39,5%, adding new features to the product — 26,5%, arguments
for a higher profit — 20,5%, etc. (Figure no. 3).

Figure no 3. Reasons to increase the usual price of company products

What are the most common reasons to increase the usual
price (by price list) of our company products? (in %o)

Increase in the price of the basic raw
material

Adding new features to the product

Significant improvements in product }
design

Inflation 2

Arguments for a higher profit

Other

Source: Empirical survey from 2017.
Note: The total amount of the answer percentage is more than 100% because the
respondents chose more than one answer.

Three of the reasons for increase in company prices are the result of proactive
decisions: arguments for a higher profit, adding new features to the product and
significant improvements in product design. The other reasons are due to changes in the
economic situation such as increase in the price of the basic raw material, inflation, etc.

Winker (1983) suggests the following rules for price rise: prices should be
increased when competitors do it and the actions taken should be timely, not delayed; the
increase should not be too big, but should stick to the general price level; the price rise
should not be brought about too often; a price rise should be compensated in the most
obvious way with additional benefits that the consumer receives against the higher price;
important customers should have privileges (e.g. the possibility to buy the product at its
current price); price growth should be explained and reasoned to consumers.
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Three of the reasons for a reduction of the usual price of company products are
related to proactive corporate decisions: a new marketing goal has been set — for 31,0% of
the companies, a change in a distribution channel — 17,5% and the purchase of a new
technology that has led to costs decrease — 17,0%. The other reasons are due to external
factors that the companies had to take into account: an unfavorable market situation — for
36,5% of the companies, changes in the economic situation in the country — 35,0%, a
change in the legislation related to the pricing of the product — 9,5%, emergence of
substitute products that meet consumer needs better — 17,0% and 1,0% — other (Figure no.
4).

Figure no. 4. Reasons for a reduction of the usual product price

What are the most common reasons for a reduction of the
usual price (by price list) of your company products? (in %o)

The purchase of a new technology that |
has led to costs reduction

Setting a new marketing goal

A change in a distribution channel

Emergence of substitute products that §
meet consumer needs better

An unfavorable market situation

Changes in the economic situation in the
country

A change in legislation related to the
pricing of the product

Other

Source: Empirical survey from 2017.
Note: The total amount of the answer percentage is more than 100% because the
respondents chose more than one answer.

Frequency of price changes

Regardless of the perception of the initial price level, the consumer may perceive
its change as fair or unfair, great or small, significant or insignificant. A change in the
price level may not lead to dramatic consequences in terms of consumer behaviour but
frequent price changes do not go unnoticed by consumers (4).

When asked ,,How often do you change the usual price (by price list) of your
company products?*, 39,5% of the respondents answered they did it once a year, 19,0% —
every 6 months, 14,5% — every 3 months, 9,0% — every month (Figure no. 5).
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Figure no 5. Frequency of price change of company products

How often do yvou change the usual price (by price list) of
your company products? (im %o)

18.0
14.5
- %
Every month Ewvery 3 months Every 6 months Once a year Other

Source: Empirical survey from 2017.

It should be taken into account that the practice of constant price changes may be
perceived by consumers as negative. They may perceive them as a company desire to
profit from the changes at all costs. The changes may lead to the loss of consumer
confidence and to make it more difficult for consumers to plan their purchases. Increasing
the prices for long-term customers can be interpreted as disrespect for them. The price
function as a quality indicator, brand value and sustainable positioning do not match well
with constant changes in usual prices (Gladkih, 2013, p. 413-414).

Instead of making frequent price changes, companies have been using customer
loyalty programmes over the last years. Loyalty programmes are mostly price-oriented
(Atanasov, 2013, p. 232). Sometimes in response to their loyalty and depending on its
degree, customers receive special discounts that are not offered to others (Marinov, 2011,
p. 96) or gifts (Obreshkova, 2004, p. 96). Customer loyalty programmes are used by
46,2% of the companies that participated in the survey. This shows that the management
of nearly half of the companies in the sample has realized that loyal customers bring
higher profit to the company, that their efforts are worth it (including price efforts) and
must be focused on retaining and attracting such customers in the future (Bratkov, 2019,
p. 70).

Tactical price changes are related to short-time actions (Kostova-Pickett, 2017, p.
95). After the end of these actions, the price reaches the level it had before the beginning
of the action. In pricing practice companies predominantly use the tactic of cutting prices
(generally called price promotions). Promotions are a significant factor in attracting
consumers (Galabova, 2017, p. 145). Most often they are in the form of
reductions/discounts when buying a product by a given date, reductions/discounts for
payment in cash, seasonal discounts, etc. The prerequisites for price promotions are:
increasing consumer price sensitivity, increasing retailers’ power and decreasing
advertising effectiveness (Kostadinova, 2017, pp. 392-393).
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The tactic of low prices allows: the increase of income from price sensitive
markets, improved capacity use, reduction of storage costs, temporary prevention of entry
of new competitors, short-term market advantage over a major rival (Tanushev, 2011, p.
90), etc.

The data analysis of the answers to the question “What price tactics does your
company use?” shows that over the last years price tactics have been used widely in the
practices of the companies operating in Bulgaria (only 9,0% of the companies in the
survey indicated that they do not use price tactics). Reductions/discounts in different
forms are the most popular ones (for purchasing a certain quantity (quantity discounts) —
44,7%, for payment in cash — 25,6%, for purchasing various products from one company
— 23,6%, for purchasing by a given date — 19,1% and seasonal discounts — 26,1%). Other
price tactics include: offering services free of charge — 25,1%, functional discounts for the
members of the distribution channel — 10,6%, extension of the warranty period keeping
the price unchanged — 7,0%, low-interest financing — 3,5% (Figure no. 6).

Figure 6. Price tactics

What price tactics does your company use? (in %o)

Reductions/discounts for payvment in 2
cash A

Quantity reductions/discounts A 44.7

Reductions/discounts for purchasing
various products from one company

Forpurchasing a product by a given date 7777774 19.1
Promotions of thekind_Buy 2,get 3« B2 77777 181

Seasonal discounts 4261

Low-interest financing 35

Extension of the warranty period keeping | -
the price unchanged 722 7.0

Offering services free of charge

Functional discounts for the members of |
the distribution channel V7724 10,6

Wedonotuse any 2774 9.0

Source: Empirical survey from 2017.
Note: The total amount of the answer percentage is more than 100% because the
respondents chose more than one answer.
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When making price changes of tactical nature, some possible negative
consequences should be taken into account: increased consumer price sensitivity,
encouragement of behaviour stereotypes, related to constant demand or anticipation of
lower prices; creating a consumer desire for shopping at sales; an association with a lower
quality of the product; consumer confusion and lack of understanding in terms of the
actual product value; loss of brand image, etc. Price reduction, even temporary, is a bad
habit leading to addiction which is difficult to overcome (Kostova-Pickett&Kostova, 2018, p.
5).

4, Conclusion

This article presents the results from a scientific study on the change in prices of
the companies operating in Bulgaria over time. The results show that 64,0% of the
surveyed companies have changed the price level (by price list) of their main company
products over the last three years and most often — in 39,5% of the cases a price
adjustment was made once a year. For 47,0% of the companies the changes in the usual
price were toward increase. The most common reason for increase in the usual price is the
increase in the price of the basic raw material, whereas the most common reason for
decrease in the usual price is the unfavorable market situation. The most common price
tactics used by the companies operating in Bulgaria are price reductions/discounts in
different forms.

What is it that companies should not forget when making price changes? First,
before making price changes, companies should take into account the response of
consumers and competitors to this change. Second, the implementation of the price rise
strategy always meets greater consumer resistance. Third, once decreased, a price can
hardly be raised again.
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