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THE IMPACT OF PRICE MANAGEMENT ON BUSINESS OPERATION OF THE
ENTERPRISE: THEORETICAL ASPECT

Snezana Bardarova'; Mimoza Serafimova’

Abstract

Marketing strategy has been a focus of organizations and a tool for attaining overall firm
performance. Prices are crucial for the efficient operation of the company. Managers need
guidance on which organizational levers to activate in order to increase the effectiveness of the
pricing programs at their firms. Strategic pricing requires a stronger relationship between
marketing and the other sectors of a company. In order to enhance companies' economic and
financial performance, the pricing policies should be defined by their internal capacities and
on the basic systematical understanding of needs and wishes of their customers, in addition to
market conditions such as, economic conditions and degree of competition. In this context,
this paper will analyze a theoretical aspect and model that indicates the impacts of pricing
management (price policy and price strategies) on business operation of the enterprise.
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Introduction

The main goal of every enterprise is to be successful, financially stable and to ensure long-term
business. In common for all enterprises and entrepreneurs is that they strive to be efficient on
the market, competitive and profit. In order to see the degree of achievement of these goals, it
is necessary to measure the basic indicators that indicate, firstly, the realization of short-term
profit, and then providing the possibility of maintaining a profitable long-term business.
(Bardarova & Serafimova, 2020). Hence, the whole complex of the business process is seen
from the aspect of increasing profit and profit as the main motive of the business, given the
characteristics of the costs arising from reproduction and their impact on the price of the product
or business result.

There isn’t a unique way for defining prices. Pricing is a very sensitive and complex issue from
a marketing point of view. Many internal and external factors must be considered in
determining prices, such as demand, competition, economic policy measures, measures of state
bodies in the field of market and prices, as well as production costs and total operations. The
issue of prices is not just an internal matter of the company, but an issue that violates the
different interests of consumers, the state and companies. We can say that price is one of the
instruments of the marketing mix that used alone or in combination with other instruments
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price that will allow the company to make a decent profit from the value it creates for the
customer. In everyday use, price is the amount of payment or compensation given by one party
in exchange for goods or services.

In modern economies, prices are generally expressed in units of some form of currency. Pricing

is a process of determining what companies will get in return for their products.

— Price is a symbol of value. Value means the quality of goods and services to meet certain
needs. All values are expressed in money.

— Price is a fundamental aspect of financial modeling and is one of the four "P's" of the
Marketing Mix, the other three aspects are Product, Promotion, and Distribution.

— The price of the products sends a message to the buyer about the amount of quality or some
other characteristics of the specific product, especially if the buyers are not previously
familiar with the product. If the price of the same product differs from market to market, it
leaves room for the creation of a "gray market".

The price as a marketing tool is especially significant in countries where the purchasing power
of potential buyers is relatively low.(Stojmirovic Lj. & Stojmirovic S, 2009). Due to its role in
the placement of products on the market, it has the importance of a strategic element. The
research of product prices should give an answer to the reaction of consumers to changes in
product prices, which will depend on the nature of the market, target groups, the level of
differentiation of products and services and the brand of the product and the meaning, i.e the
value of product for consumers.
Pricing Management

The optimal combination of inputs is the most economically efficient and economical
combination of inputs that allows the given volume of production to be produced with minimal
costs, or which allows with the same volume of total costs to maximize the volume of
production. The goal to achieve greater economy, i.e greater economic efficiency, requires
choosing a combination of inputs, which minimizes the cost of a given volume of production,
or maximizes the volume of production, with given volume of costs. Therefore, it is important
to consider all the factors that affect the minimization of costs and maximization of production,
i.e that affect the increase or decrease of economy. (Bardarova & Serafimova, 2020).

Effective Pricing Management helps to integrate and apply critical pricing information and
perspectives. Pricing Management is the process of integrating all perspectives and information
necessary to consistently arrive at optimal pricing decisions. Therefore, strong price
management capabilities result in effective management of financial risk and revenue. The
process entails:

— Balancing company growth, share, and profit objectives

— Gathering and managing information databases within systems

— Defining roles and responsibilities with respect to pricing

— Navigating the organizational politics of different functional interests, and

— Managing various pricing-related workflows.

According to Monroe (2003), price decisions are one of the most important decisions of
management because it affects profitability and the companies’ return along with their market
competitiveness. Thus, the task of developing and defining prices is complex and challenging,
because the managers involved in this process must understand how their customers perceive
the prices, how to develop the perceived value, what are the intrinsic and relevant costs to
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e The cost structure,
e The product and
e Organization

External conditions (factors) are a synthesis of the conditions and relations on the global market

and the conditions that prevail within the target market of the specific organization. Some of

the basics are:

o Existing regulations (international, regional, in countries) and other elements of the
environment,

e The competition,

e Market conditions in target markets or market segments - Market nature and demand
(Economic conditions) and

e The characteristics of the potential buyers, i.e the target groups of consumers.

Price is one of the most volatile elements of the marketing mix. Unlike product capabilities and
affiliate commitments, prices can change quickly. At the same time, pricing is the number one
problem most marketing managers face. Many companies are not good at setting prices. One
of the problems is that companies are rapidly lowering prices to boost sales, rather than
convincing consumers that the higher price of their product has a reason. Other common
mistakes are cost-oriented prices rather than the value they present to customers and prices that
do not take into account other parts of the marketing mix.

Some managers see price creation as a major headache, preferring to concentrate on other parts
of the marketing mix. Successful managers treat prices as a key strategic part of creating and
capturing customer value. Prices have a direct role in the final results of the company.

Research shows that the consumer's perception of value sets the upper price limit, and cost sets
the lower. When setting prices within these limits the company should take into account other
external and internal reasons.

Prices are a factor that drives the business. They are used to calculate financial results, as well
as losses. Prices that are too high or too low can cause high results, even destroying the business.
In order to achieve optimal, normal prices, the key factors for the business should be researched,
introduced and measured:

- How much the company's product or service is positioned in the market,

- The impact of price on demand,

- The dependence of the price on the costs of products and services (fixed and variable),

- The impact of legal aspects on restrictions or price reductions.

The research should be aimed at studying the internal (internal) factors that affect the price, as
well as the external (external) factors that affect the price.

Internal reasons that affect prices include the company's overall marketing strategy, goals and
marketing mix, costs, product-service, and other organizational reasons.

Internal factors that affect the price
- Entrepreneurial marketing goals and marketing mix strategy

Price is just one element of a company's broader marketing strategy. So before setting the price,

the research should focus on the marketing goals of the company:
» Company survival (low prices are formed - only costs are covered),
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Management must decide which of the organization will set the price. Companies create price
in different ways. In small companies this is usually done by top management rather than
marketing and sales. In large companies, prices are typically set by sector or production
managers. In the industrial market, commercialists are allowed to negotiate with customers
within certain price limits. Even then, top management sets pricing and policy goals and often
approves the price proposed by middle management or commercialists. In industries where
price is the most important factor (aviation industry, aerospace, steel railways, oil companies),
companies often have a stake in creating a price or helping others. This section is suitable for
the marketing department or top management. Others who have a role to play in price creation
are sales, production, finance and accounting managers.

Externals factors that affect the price

Good pricing begins with understanding how the consumer's perception of value affects the

prices they are willing to pay. Together, consumers and industrial buyers balance the price of a

product or service against the benefits of owning it. Therefore, before setting prices, the

marketing officer should understand the relationship between price and demand for his product.
Market nature and demand have an impact on:

- The upper price limit,

- Are the products unique? What is the competition like?

- Elasticity of demand - How price change affects (non) purchase!

The competition has an impact on:
- Positioning the product according to the prices and quality of the products competition
(competition costs for raw materials, promotion, distribution, etc.)
Other elements of the environment:
- Economic conditions (inflation, recession, interest rates),
- Other participants in the environment (resellers),
- Government (legal restrictions, unfair competition),
- Social aspects (unemployment, poverty, standard of living) influence the formation of prices,
as external factors.

Creating price in different types of market

The freedom to set prices for the seller varies depending on the type of market. Most companies,
when deciding on the prices of their products, can aim to see the reaction of other companies,
domestic and international, to its decision and based on that to build a rational strategy for the
price of their products.

Economists recognize four types of markets, each with a different kind of challenge.

Pure monopoly. Exists when only one company offers a particular product (post office,
electricity company). Monopoly can be the result of regulations, patents, licenses, economies
of scale. The monopoly tends to maximize profits by accruing high prices.

Oligopoly. That industrial structure has a small number of (mostly) large companies that

produce products in growth from highly differentiated to standardized products. Pure oligopoly
consists of several companies that produce the same product (oil, iron). Companies in the pure
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In researching a competitor's pricing strategies, the company needs to consider several aspects.
First, how does a company's market offer compare to that of a competitor in terms of customer
value? If he thinks that the company's product and service offer more value then he may ask for
a higher price. If the buyer gets a lower value than the competitor, the company should either
ask for a lower price or change the buyer's opinion to justify the price. Next, how strong are the
current competitors and what are their current pricing strategies? If a company is faced with
small groups of competitors seeking higher prices relative to the value they generate, it may
seek lower prices to remove weaker competitors from the market. If the market is dominated
by larger competitors with low prices, the company may decide to concentrate on the neglected
parts of the market with high value-added products at high prices.

Reaction of the price changes on the market

Due to the acceleration of technological progress, the shorter lifespan of products and the faster
change in the amount of investment costs in production, the likelihood that competing
companies will change prices or that the ability to buy in the target market will vary after the
placement of goods.

One direction of the organization's response to market price changes includes the following
possibilities (Simic A.,D., 2013):

- Keeping the existing price and waiting until the amount of the change and the possible duration
of the situation is determined.

- Reduce prices if there is a possibility that customers will be lost because the competition has
already reduced their prices,

- Price increase justified by product improvement,

- Reducing prices in order to prevent other companies from entering the market.

Another way of reacting to price changes involves concentrating on reducing the cost of
exported goods and includes the following options:

- Reducing the number of intermediaries in the distribution channels or the organization itself
to take over the intermediary function,

- Eliminate expensive product components, reduce product quality or offer a cheaper version,

- Product modification

- Transferring the obligation to service the distributors instead of including the service in the
price of the product,

- Production on a foreign market where production costs are lower,

- Allowing a "gray market" to develop where sales are declining.

Conclusion

Price management as an element of the marketing mix is the most effective mechanism for
successful and profitable operation of companies. Organizational structure and management
capabilities are essential for successful price management. If there is a good organizational set-
up, successful price management can be expected and the company in general. Prices are the
most efficient marketing tool, which directly affects the demand. The main feature of the
process of market price formation is the mutual intertwining and conditionality of the large
number of internal and external factors that affect price formation, as well as their
heterogeneous conditionality with the unique characteristics of different target markets. Some
of the specifics of price influencing factors are:
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