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He2 20l Y= 7HAF X0 0K =
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Hauptman(2011)< hybrid-EDLP Z=2Fo]| tigt |3}
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hybrid-EDLP2H= &0]2 AMg3l Q1A kot
EDLP 8ol 4] =2 gelo] Av|zE2] Je)z]2t
= AN F Us A 2] 5
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(Bell and Lattin 1998; Catalufja and Gaitdn 2004;
Pechtl 2004; Russell and Petersen 2000) 2! £x3 2] ¥l
L7b e AH|ZHSO](Bell et al. 1998; Bell and
Lattin 1998; Bhatnagar and Ratchford 2004) EDLP
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1998; Bhatnagar and Ratchford 2004; Fox et al.
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T} Fischer and Hawkins(1993)2} Tversky et
al.(1988)-= &4 &2l (prominence principle)< A|
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Effect of Deep-discount on Consumer Price Perception :

Anchoring and Prominence

Jae-Do Song*

ABSTRACT

Retail price strategy is really a matter of concern. As consumers become more value-oriented and as
once-differentiated item categories lapse into a commodity status, store choice rather than brand choice may loom
as consumers' most important choice. Price strategies of stores tend to greatly influence consumers' store choice.

Typical categorization of retail price strategy uses everyday low price (EDLP), either promotional or high-low
(HiLo). However, there are other types of price strategies. Hybrid-EDLP is defined as a strategy that maintains
fair pricing/values everyday along with a limited, highly focused promotional program. Hybrid-EDLP is different
from HilL.o with regard to fair pricing/values. It means that the strategic orientation moves from high service level
and convenience to price-value image. From the view of EDLP stores, by adopting deep discounts on a limited
number of items, the transformation to hybrid-EDLP is thought to be an attempt to enhance their low price image
in response to the increasing competition among EDLP stores. However, previous researches emphasize a
promotional aspect of deep discounts and understand hybrid-EDLP as an evolutionary adjustment featuring the
best of high-low and EDLP strategies. The discount can generate excitement and further, some shoppers may visit
for the discounted items. This is a traditional explanation of the role of deep discounts. However, if these are the
main effects, hybrid-EDLP is just a middle class strategy and can harm the low price image of EDLP stores.

Results from behavioral economics have been demonstrating strong impacts of cognitive bias. This study
notices the concepts of anchoring and prominence among various cognitive biases. The deep discounted items
can be noticed prominently by shoppers differently from small amount of price gaps (Fischer and Hawkins 1993;
Tversky et al. 1988). Furthermore, stores aggressively advertise their deep-discounted items and shoppers first
see signs of discounted items at entrance. Then, at the beginning, shoppers may form a price image of a store with
the advertisement and signs of discounts and later, adjustment of the price image using additional price
information may follow (Ariely et al. 2003, 2006; Northcraft and Neale 1987; Tversky and Kahneman 1974).
Hence, the deep discounts can do the role of anchor. If the deep discounts combined with the low-price
positioning of EDLP can perform the role of anchor and prominent information, it can enhance the overall

low-price image more than the typical EDLP through shoppers’ cognitive bias.

* Professor of Marketing, Chonnam National University
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Considering those, this study offers three main hypotheses. First one is anchoring situation; when shoppers
compare price level of two stores and deep discounted items are compared first, shoppers perceive the store with
deep discounted items as offering lower prices. Second one is prominence situation; when shoppers compare
price level of two stores, even though deep discounted items are compared in the middle of evaluation, shoppers
perceive the store with deep discounted items as offering lower prices. Third one is the comparison between
anchoring and prominence situation, when deep discounted items are compared first, the tendency that shoppers
perceive the store with deep discounted items as offering lower prices become stronger than when those are
compared in the middle of evaluation.

Four experiments were carried out for testing above hypotheses. The experiments adopted similar method as
Alba et al. (1994) in which the price lists of two stores were compared by subjects. The subjects were gathered in
a classroom and an experimenter showed a table on a screen containing the prices of the two stores. The table was
composed of 3 columns. The middle column contained the specification of all items. The left and right columns
showed the prices of the corresponding items in the two stores. After showing the table, the experimenter
requested the subjects to fill a questionnaire, which asked the perception of the relative price level, the methods in
the evaluation of the prices, age and gender.

This study supposes that the main characteristic of hybrid-EDLP relative to traditional EDLP is the adoption of
deep discount on a limited number of items. To highlight this characteristic, the two stores’ average price and the
frequency of price advantage were the same. However, only one store, which will be called as 5, (the other as .5;)
from now on, adopted deep discount on a limited number of items.

To explore the above mentioned hypotheses, the experiments adopted a 2 (prominence vs. anchoring) x 2 (two
different set of items which had price advantage in 5;) between subjects factorial design. In all experiments, the
same 30 items were used. The number of items which had price advantage over the other store was the same as 15
in both stores, and only store S;, had 3 deep discounted items among 15 advantageous items. The average prices in
both stores are approximately the same. In anchoring situation (Experiment 1 and 3), the three deep discounted
items were on the top of table. In prominence situation (Experiment 2 and 4), the three deep discounted items
were scattered on the table (the 5th, 15th and 25th lines) rather than on the top of table. The 15 items on which S,
had price advantage in Experiment 1 and 2 were more expensive in S, in Experiment 3 and 4. The reason why this
alternating price advantage was adopted is to exclude the effect of the characteristics of chosen items and see the
robustness of the result of Experiment 1 and 2.

The main dependent variable of the experiment is the perception of the relative price level. It is measured with
the question; "Which store's average price is lower?" and a 10-point scale (5-4-3-2-1-1-2-3-4-5) with left 5
anchored by "left store is lower," with right 5 by "right store is lower," and middle by "same." To test above
hypotheses, t-test and y’-test were used. To apply the t-test, the above mentioned scale was transformed into
another 10-point scale from 1 to 10, with 1 (10) meaning S, (S,) is extremely cheaper. Because x’-test only

utilizes the information of which one is cheaper and does not utilize the information of how much cheaper, t-test
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will be used for main criteria for hypothesis test and x*-test is just complementary one.

<Table 1> The result of experiment

No. of subjects |  Average of ttest Ratio of .S, 2 ot
analyzed 10-point scale choice X o8
Exp. 1/3 t(90g) = 9-358 =26.914
P 209 4871 (20) 67.9% X
(Hyp. 1) p=.000* p=.004*
Exp. 2/4 t =—2.745 =8.403
*P 181 5.154 (130) 60.8% X
(Hyp. 2) p=.004* p < .000%
Comparison between Exp. 1/3 and 390 t(350.404) = 1-650 X(1) = 2180
2/4 (Hyp. 3) p=.050* p<.140

In the comparison between Exp. 1/3 and 2/4, the t-test does not assume the same variance.
*supported with significance level 1%.

<Table 1> summarizes the result of the experiments. For testing Hypothesis 1 and 2, the t-test used null
hypothesis that the average value of 10-point scale is the same or higher than 5.5 and y*-test used null hypothesis
that the ratio who chose S, is lower than 50%. For testing Hypothesis 3, the t-test used null hypothesis that the
average value of 10-point scale in Experment 1/3 is the same or higher than the value in Experment 2/4, and x?
-test used null hypothesis that the ratio who chose .S}, in Experment 1/3 is lower than the value in Experment 2/4.
Seeing <Table 1>, all the results are supported with significance level 1% or 5%.

Summarizing all the results of the experiments, the deep discounts can contribute to form low price image more
than traditional EDLP. If the deep discounts become initial information, which forms the initial price image
(anchoring situation), the impact on price image will be stronger than prominence situation. This result can be
helpful to explain why EDLP stores tend to adopt deep discounts on a limited number of items. Furthermore, it is
meaningful to introduce the concept of cognitive bias like prominence and anchoring to retail price strategy

which deals with numerous combinations of prices to form low price image.

Keywords : Anchoring, Prominence, Discount, EDLP, HiLo.



