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The Effect of Sale Sign on Consumer price Perception
at Store Level

Jae-Do Song*

ABSTRACT

This study investigates the effect of sale sign on price perception of consumers at store level. Existing studies
on sale sign generally focused on the effect on the sales quantity of the product on which sale sign is applied.
However, as competition among large retail stores becomes intensified, the choice of stores becomes more
important than the decision on the choice of products. This means that the effect of sale sign on price perception at
store level has to be noticed. To see the effect, this study carried out three different experiments. And all three
experiments showed that sales signs have negative effect.

All subjects were students of an university and all experiments were carried out at the end or at the start of a
class. In all three experiments, subjects compared two stores' prices; one of the store applied deep discounts on
three products among 30 products and the other does not. The average prices of each of the two stores are very
similar but a little higher in the store which adopts deep discount. The two stores' prices were listed on a table. 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 seeing the table, subjects were
asked to answer 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."
Song(2015) which carried out similar experiments showed that subjects perceived the price level of the store with
deep discounts cheaper. Song(2015) argued that it is because deep discounted products are prominent and can do
the role of anchor.

Experiment 1 tried to investigate a hypothesis that if sale signs are added to the deep discounted products, the
tendency to perceive the price level of the store with deep discounts cheaper will become stronger (Hypothesis 1).
This hypothesis is based on the deduction that the sale sign make subjects better notice the deep discounted
products and the prominence effect can be strengthened. To investigate this hypothesis, Experiment 1 used two
groups; in one group they saw a price table with sale sign on the deep discounted products, and in the other group
they saw the same price table without sale sign. By comparing the price perception of two groups, the effect of

sale sign could be seen.

* Professor of Marketing, Chonnam National University. The author is grateful for the financial support provided by The Research
Foundation of the Graduate School of Business, Chonnam National University, Republic of Korea, 2014.
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The result of Experiment 1 did not support the hypothesis. When sale signs were not applied, subjects tended to
perceive the price level of the store with deep discounts cheaper. However, when sale signs were applied,
subjects perceive the price level of the store with deep discounts more expensive. T-test showed that sale sign had

negative effect on the perception of price level(?(,q5) = 2.281, p = .012(one-sided)).

Considering this negative effect, we should think about in which situation sale sign can create positive effect. In
this background, Experiment 2 investigate following hypothesis; The effect of sale sign on deep discounted
products will be moderated by prior belief on the price level of the store (Hypothesis 2). In detail, Hypothesis 2-1
is that when sale signs are added on deep discounted products, subjects who have prior belief that the store with
deep discount keeps relatively low price level will perceive the price level of the store relatively lower more
strongly. Hypothesis 2-2 is that when sale signs are added on deep discounted products, subjects who have prior
belief that the store with deep discount keeps relatively high price level will perceive the price level of the store

relatively higher more strongly.

<Table 1> Result of Experiment 2 (ANOVA)

Source SS DF MS F Significance level
Modified model 21.960 3 7.320 2.686 .051
Intercept 3436.768 1 3436.768 1261.192 .000
Prior belief 6.179 1 6.179 2.268 135
Sale sign 10.419 1 10.419 3.824 .053
Prior belief * Sale sign 6.018 1 6.018 2.209 .140
Error 272.502 100 2.725
Total 3756.000 104
Total
(Corrected) 294.462 103

Experiment 2 adopted 2 (prior belief : the price level of the store with deep discount is relatively high or low) X
2 (sale signs are added or not) between subject structure. To control prior belief, one of the two stores on the price
table was given the name of an well-known large discount store and was described to have the feature of low
price. The other store on the price table was given the name of an small general mart and was described to be
located near and to have high level of service. Except the control of prior belief the methods were very similar to
Experiment 1.

The result of Experiment 2 showed the tendency that regardless of the prior belief sale sign has negative effect
on perception of price level. When sale signs are presented to subjects who have prior belief that the store with
deep discount keeps relatively low price level (Hypothesis 2-1), the subjects perceive the price level of the store

more expensive than the store without deep discount (t(y5) = 2.391, p = .013 (one-sided)), even though when
sale sign is not presented, they perceive the price level of the store cheaper than the other store(Z(y,) =— 1.616,

p =.059 (one-sided)). Therefore, Hypothesis 2-1 was rejected.
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When sale signs are presented to subjects who have prior belief that the store with deep discount keeps
relatively high price level (Hypothesis 2-2), the sale sign also had negative effect but the effect is not statistically
significant (£(5) = .304, p = .381 (one-sided)). Therefore, Hypothesis 2-2 was not supported.

The result of Experiment 2 was also analyzed using ANOVA and summarized in <Table 1>. The main effect of
sale sign is lower than 10%. The main effect and interaction effect of prior belief were not statistically significant.
However, when subjects who have prior belief that the store with deep discount keeps relatively high price level,
the negative effect of the sale sign tended to be lower than when subjects who have prior belief that the store with
deep discount keeps relatively low price level.

Anderson and Simester(1998) wrote that sale signs mean not only that the product is discounted but also that
the other products can be more expensive. Hence, the sale sign does not mean the average price is low.
Furthermore, Anderson and Simester(2001) pointed out that some stores use sale sign even though the product is
not really discounted. Customers also perceive this kind of deceitful usage of sale sign and as a result sale sign can
have negative effect on total sales. This can be the explanation for the result of Experiment 1 and 2.

Considering this, Experiment 3 controlled the price level of non-deep discounted products. If customers think
that only deep discounted products are discounted and the other products are more expensive, sale signs can have
negative effect. On the contrary, the average price of non-deep discounted product is similar or lower than the
competing store, sale signs on deep discounted products can enhance the perception of lower price level
(Hypothesis 3).

The price table and the process of Experiment 3 is the same as Experiment 1 except that the average price of the
product without sale sign is changed to be a little bit lower than the competing store. However, the result of
Experiment 3 also showed the negative effect of sale sign. As a result, in all the three experiments, the sale sign
showed negative effect on price perception at store level.

Even though the experiments are somewhat artificial and different from real shopping situation, this study showed
the possibility of negative effect of sale sign. This result may reflect shoppers' prejudice or cognitive bias about sale
sign. Generally, managers of a product category tend to abuse sale sign to increase the sales of the category. However,
considering the result of this study, stores should be careful about the usage of sale sign and should not abuse the sale
sign. To prevent abuse, stores may set rules or strategy for guiding the usage of sale sign. Some may give a function
to control the usage of sale sign to a department. Theses methods can optimize the usage of sale sign.

However, it is cautious to generalize the result of this study. The studies which deal with the effect of sale sign
on price perception of consumers at store level are not so many. Furthermore, the argument that the effect of sale
signs are always negative is counter-intuitive. Future studies should find factors which moderate the effect of sale
sign. Even though this study also tried to find the moderating factors, no factors were statistically significant. This
might result from the specific method of the experiments. Considering this, more various possible factors should

be considered and various methods for study should be introduced.

Keywords : Sale sign, price discount, perception of price, prior belief






