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REFERENCE PRICE, PRICE PERCEPTION AND
WILLINGNESS TO PAY

Abstract. The product price plays a strategical role for both
organizations, in terms of profitability and consumer lives in terms of utility-
maximizing. However, it i1s difficult to predict consumer behavior toward
established prices by firms. The research works predict that consumer price
perception and willingness to pay are different. Also, a consequence of price has
been analyzed under three theories (1) Adaptation theory (2) assimilation theory
and (3) transaction utility theory. In addition to that, this work shows five types
of price perception (positive and negative price perceptions) and consumer
model of willingness to pay.
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ok

AHHoTanuA. [{eHa MpoIyKTa HrpaeT CTPaTerHYeCKYIO pPoib 114 00eHnx
OpraHH3alHil C TOYKH 3peHHA MPHOBUTEHOCTH H JKH3HH NOTpedHTeNell ¢ TOUKH
3peHHS MaKCIMH3aIHN Mo1e3HoCTH. OIHAKO TPYIHO IpeacKa3aTh IOBeIeHIIe
noTpebuTeneli B OTHOIIEHHH YCTAHOBJIEHHBIX IIEH CO CTOPOHBI (HPM.
IICCHEHOB&HIIH ITIOKA3BIBAKOT, YTO BOCHPIDITIIB l'lOTpeﬁIITEJ]BCKIIX OeH M
TOTOBHOCTh IUIATHTH OTaIH4YaroTca. Kpome Toro, cieacrtsHe HeHBI OBLIO
NpOaHAIM3HPOBAaHO B TpexX TeopHax (1) Teopma azanrammn (2) Teopus
ACCHMILTALINH H (3) TeopHs MOJIe3HOCTH TpaH3aKlMil. B nomosHeHe K 3ToMy,
3Ta padoTa MOKa3bIBaeT MATh THIOB BOCIPHATHA IEHBI (IOJOKHTEIbHOE M
OTpHUIIaTEIBPHOE BOCIIPHATHE IIE€HBI) H MOTpeOHTeNbCKas MOEIb TOTOBHOCTH
IIIaTHTE.

KawueBble ca0Ba: chpaBoyHas I1IeHA., LIEHOBOE  BOCIPHATIIE,
TOTOBHOCTB IJIaTHTh.

* ok %k

Annarna. OuiM Garachl VilbIM YIIIH TaOBICEIH apTTHIPY VIIIIH, K3HE e
TYTBIHYIIBUIBIKTEl apTTRIPY TYPFBICBIHAH TYTHILIYIIEIFA YIKEH POl aTKapasisl.
Anaiita, ¢upmamapMeH OenruleHreH Oafaltapfa KaTbICTBI TYTBIHYIIBIIBIK
apeKkeTiH OlpKelKl eMec. 3epTTey KYMBICTaphl TYTHIHYIIBUTBIK OaFaHb! Oaranay
JKoHe TeJIeyl eKl ap TYpJIl KOHCeNT peTiHAe Oorkaiinel. baraHBIH camgapsl yo
Teopus OoiibiHima TamgaHael (1) Oeitimzmeny Teopmscsl (2) acCHMIUISAIINA
TEOPHSACH kKoHe (3) TpaH3aKIA NaiifaabuIbIK TeopHsickl. COHBIMeH KaTap, Oyi1
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KyMbIC OaraHBl KaObuigayaelH Oec TypiH (OaFaHBl OH JKoHe Tepic TYCIHY)
KepceTell, KaHe Teeyre AailbIHIBUIBIK MOIEIIH KapacThIPaIbl.

Tyitinai cesmep: aHBIKTaManbIK Oara, OaraHbl KaObULIay, Telieyre
JABTHIBITBIK.

Introduction

The price cue is presented in all purchase transactions, on the other
words, it is the amount of economic outlay that has to be sacrificed to get
something. Consumer price perception is the relevant field of studying both
academic researchers and practitioners. The price perception is interlinked with
the consumer intention to purchase (Monroe K., 1973), moreover, the recent
studies analyzed the relationship between price and pricing strategy on consumer
food choice (Steenhuis, Waterlander, & Mul, 2011), on shopping behavior
(Lichtenstein, Ridgway, & Netemeyer, 1993) also the price of food was the
determinant of the food choice same time with a taste and quality (Cassady,
Jetter, & Culp, 2007). In terms of organizational context, pricing is a central tool
for profit maximization (Soon, 2011). The organizations to decrease the price
competition, usually, adopt asymmetric sampling strategies. It means perceived
product differentiation leads the consumer to switch from one product to another
(Lingli Wu, 2017). The systematic review of (Mendoza, 2016) represents the
price perception formed based on consumer believes, attitudes, experiences, also
it may change by the contexts. He emphasized the existence of a discrepancy
between willingness to pay and purchase intention. The given reference price
may be interpreted differently according to customer perception. This paper
provides a relevant literature review for consumer behavior toward price
references under different theories.

Main part

Since the impact of price references is dependent on contextual factors,
there was examined the impact of store type, brand familiarity, and
advertisement. While most works focused on the antecedents of consumer
behavior, the moderating role of individual variables that affect the relationship
between antecedents and price perception were ignored. The individual variable
may moderate the relationship between the reference price and the outcome
variable (Alford & Biswas, 2002). This examined the integration role of price
consciousness and sale proneness with reference price framework. The study of
(Biswas, 1992) empirically examined the moderating role of brand familiarity
on relationship reference prices on price perception and behavioral intention.
Most researches focused on the identification of price perception formation and
antecedents. The future works suggested to investigate the model between
product information and purchase intention (Chang & Wildt, 1994), additionally,
the relationship between consumer perception and response should be specified
and discriminate (Lichtenstemn, Ridgway, & Netemeyer, 1993). Furthermore, a
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systematic review of (Mendoza, 2016) represents, price perception is cyclical,
and it 1s an antecedent of willingness to pay and purchase behavior. Additionally,
it assumes the existence of differences in price perception, and these differences
may be affected by different variables. From the matter of consumer perception,
the higher price tends to negatively affect on consumer purchases, however,
several studies support the positive effect of higher prices, in which consumers
define the quality of the product proportionally to it (Erickson & Johansson,
1985) (Lichtenstein, R., Bloch, & Black, 1988) (Tellis & Gaeth. 1990). The
current study suggests, the differences in a price perception may the result of
product-related characteristics, in addition to that, the previous works examined
the moderating role of product design newness in the relationship between
product learning and evaluation (Mugge & Dahl, 2013), moreover, there was
found the moderating role of visual aesthetics design of stores in consumer
intentions (Vieira, 2010). This study focuses on the role of product-related
characteristics on the relationship between price reference and perception, which
leads to a willingness to pay.

The systematic work of (Mendoza, 2016) offers a relevant model of how
price perceived and affects consumer behavior. He assumes that the price
perception of customers is cyclical, where the perception results after the
purchasing occur and the consumer experiences it. He also proposed that there
is a difference between price perception and willingness to pay. According to the
table above, there is given that the price perception is the antecedent of
willingness to pay. Even after the price perception formulated, the willingness
to pay may differ even the price was reasonably perceived. The broad literature
shows the price perception of consumers tends to influenced by Reference
Prices, Quality Perception, Brand Awareness, Brand Loyalty, Product
Familiarity, Price Memories, and Information Assymmetics. The numerous
work tested the relationship between the Reference price and Price Perception.
Also, it was the central research field for Marketing researchers. The effects of
reference prices usually come from 3 complementary theories:
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Antecedents

Figure 1. Model of Price Perception and Willingness to pay

(1) Adaptation theory (2) assimilation theory and (3) transaction utility
theory. The first two explain the external reference price, offer price and
internal range of price (Lichtenstein & Bearden, 1989), and the
transaction utility theory explains the interrelation between the adjusted
internal price range with the perception of value and search.

Adaptation
theory

Transaction Assimilation
utility theory theory

Figure 2. Theories for Reference price

Adaptation theory means consumer behavior depends on adaptation to

organic (physiological and psychological processes), focal (consumer direct
response) and contextual signals (other incentives within focal cues). This theory
suggests consumers evaluate the stimuli as incoming pricing information in
terms of internet standards. This standard of pricing may be considered as the
average price of the previously observed market price. Incoming information
related to the price divided into higher, acceptable and lower comparable with
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adaptation level pricing. The externally offered price may adjust even to change
the consumer adaptation level of price.

Assimilation theory explains the consumer can set the price belief by
their own (Sherif, 1963; Sherif and Hovland, 1961). The reference price supplied
by suppliers falling into the latitude of consumers' price range considered as
plausible by individual and acceptable according to the internal expected price
range. In contrast, if the price exceeds the expected price range, it deemed not
plausible by individuals and will not affect an internal range of price. The main
point of this theory external reference price can be fallen either into or contrasted
against the consumer internal price range (Biswas et al., 1999), resulting in value
perception and purchase evaluation.

In the matter of transaction utility theory, which explains the value and
dignity of the deal. Consumer compares the internal reference price with
suggested as being “fair” or expected price (Klein and Oglethorpe, 1987;
Monroe,1990; Thaler, 1985). The higher advertised price tends to increase the
consumer perception of fair price, by increasing the transaction utility and
obtained value from the deal.

The role of how consumer’s memory the price in the theories explained
the works on reference prices come from the comparing the actual price with
some set of prices which regarding internal reference prices, where consumers
learn by past paid (Winer, 1986), or external reference price, where consumers
compare the actual given price with other relevant brands (Hardie et al., 1993).
Casielles and Alvarez (2007) listed reference price models, in which the
reference price obtained by stimulus or observation, where consumers randomly
select a product available and use it as a reference. Also, it related to the current
prices, where a consumer uses the given price of the brand to compare with
others. Another model is Past Prices which come from memory, where a
consumer uses the price of paid in the past to compare the price of other brands.
The last, Brand Specific Past Prices, which also related to the memory of pricing,
where consumer memorizes the price of a specific brand to compare with others.
Moreover, (Klein and Oglethorpe, 1987) described the reference price according
to the past, existing and expected reference prices. Expected means, aspiration
prices, where the price that consumer prefers to pay. In terms of existing price,
which related to the market price, particularly the price that the consumer has
heard. Historical price is related to the last experiences of consumers that they
tent to pay.

Price perception

Price perception can be identified as the consumer’s subjective
perceptual representation of the given price of the product (Jacoby & Olson,
1977). As the price mostly cited associated with the quality, value, and consumer
purchase intention, price perception defined as an intermediate variable among
price-quality relationships (Monroe & Chapman, 1987). The work suggests
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during the making decision, consumers mostly compare the given price with the
internal reference price which results in price perception. To evaluate consumer
product evaluation regarding given objective price and reference prices two
theories are used to describe (Assimilation/contrast theory and adaptation-level
theory) (Lichtenstein & Bearden, 1989). Even there is no purchase, by the
association with psychological contrast can cause of price perception (Mendoza,
2016). The systematic literature review of (Mendoza, 2016) found the formation
and measurement of price perception from different approaches. Regarding the
(Lichtenstein, Ridgway, & Netemeyer, 1993), value consciousness deemed as
the ratio of quality that consumer perceives to the price paid. This also can be
proved the value consumer perceived from paid price according to the (Aaker,
1992) (Zeithaml, 1988). It is the consumer concern for the price paid for the
quantity received (Lichtenstein, Ridgway, & Netemeyer, 1993). Moreover, the
value-conscious consumer has a negative impact on purchase probability. In
other words, the consumer seeks a higher quality at a lower price in a competitive
market (Zeithaml, 1988). (Mendoza, 2016) listed the factors that influence the
price perception formations. The systematic works as antecedents proposed Prior
Beliefs, Prior reference prices, Prior experiences, Price consciousness, Price
sensitivity, Cultural Factor and Consumer Characteristics which cause the
differences in price perception

Previously, there was found the relationship between price perception
and purchase behavior (Monroe K. . 1973) (Chandon, 2005), also it influences
consumer willingness to pay (Adaval & Wyer Robert, 2011). The sequence of
effect price perception and consumer willingness to pay affected by several
external and internal factors (Mendoza, 2016). The relationship between price
and consumer demand for that product 1s a well-defined topic in research. The
cost of the product is considered as an important factor in consumer food
selection, especially for the lower social groups as students, unemployed and the
retired ones (Reicks, Randall, & Haynes, 1994). Above it was mentioned the
positive and negative roles of the price, and researches face different results
regarding consumer price perception. The review study of (Lichtenstein, R.,
Bloch, & Black, 1988) proposed five constructs (value consciousness, price
consciousness, coupon proneness, sale proneness, price mavenism) with a
negative role of price perception, which means the higher price may cause to
decline in a purchase probability and two contrasts (price-quality schema,
prestige sensitivity) as a positive, where the higher price may lead to an increase
in purchase probability. With regards to Price consciousness, the author uses this
notion as to which extent the consumer focuses on paying the lower price. In
terms of coupon proneness, it is concerned with a form that the price is presented.
The price reduction in the form of coupon leads to an increase in consumer
response, which afterward may result in a lower response to noncoupon price.
The term coupon defined as an increment tendency to a purchase offer, cause
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this form to positively leads to consumer purchase (Lichtenstein, Netemeyer, &
Burton, 1990). In the matter of sale proneness, similar to the coupon form, it is
a tendency to respond to a purchase offer, this form positively affects the
consumer purchase assessment. The last, price mavenism, it means people are
tending to be informed about the market prices and transmit it to others.
According to that people have a desire to be informed about low price
information. Consequently, people who have a desire to be informed about the
price information may have access to many kinds of products and places to buy
it at a lower price initiates the discussion with consumers which spread it to other
consumers.

Conclusion

The paper shows how established prices can be perceived by consumers
and lead to a willingness to pay. The literature shows that the price perception
and willingness to pay are not the same concepts, consumers purchasing
behavior may differ among different price perceptions. The reference price may
have an effect on consumers under three theories: (1) Adaptation theory (2)
assimilation theory and (3) transaction utility. Also, the consumer’s perception
of price may be both negative and positive. Research shows five constructs
(value consciousness, price consciousness, coupon proneness, sale proneness,
price mavenism) with a negative role of price perception, which means the
higher price may cause to decline in a purchase probability and two contrasts
(price-quality schema, prestige sensitivity) as a positive, where the higher price
may lead to an increase in purchase probability.
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