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Store price promotion strategies:
an empirical study from Chile

Enrique Manzur, Sergio Olavarrieta, Pedro Hidalgo-Campos and
Pablo Farı́as

Facultad de Economia y Negocios, Universidad de Chile, Santiago, Chile

Abstract

Purpose – The purpose of this paper is to examine two popular price promotion strategies – price
matching guarantees (PMGs) and everyday low prices (EDLP) – and their effects on Chilean consumer
behavior in terms of consumer perceptions of low prices, search behavior and purchase intention.
Design/methodology/approach – A quasi experiment with three scenarios was conducted to
test price promotion effects. Subjects were instructed to respond a questionnaire that included the
dependent variables.
Findings – Results show that EDLP and PMG strategies increase perceptions of low prices and affect
purchase intentions. These effects are significantly higher for stores offering EDLP than PMG.
However, when consumers are exposed to two or more price promotion strategies (rather than one)
they reduce their purchase intentions for a specific store and increase their search intentions.
Research limitations/implications – This is an initial study exploring the effects of price
promotion strategies on consumers. Future research could test the hypotheses advanced in the study
across different samples and contexts (supermarkets, department stores, convenience stores, and
other retailers) and might privilege external validity, using experiments mimicking decisions with
real consequences.
Practical implications – Retailers and marketers in Latin America – particularly those companies
stressing price or value as their differential advantage – should consider the use of price promotions
when designing marketing strategies. On the other hand, retailers should be aware that an intensive
use of these of promotions could lead to increases in consumer search behavior.
Originality/value – While findings from the USA suggest that price promotion strategies can be
effective in several contexts, there has been a limited number of studies addressing whether such
strategies are effective in other countries, particularly in Latin America and emerging nations.

Keywords Purchase intention, EDLP – everyday low prices, PMG – price matching guarantees,
Price perception, Price promotion strategies, Search behavior

Paper type Research paper

1. Introduction
A growing internationalization of the retail trade has occurred in Chile over the last
decade. Large global retailing chains such as Wal-Mart and Carrefour, and local
operators like Falabella and Cencosud, have expanded throughout Latin American
markets, increasing competition and introducing new marketing policies and tactics.
A major outcome has been increased price competition, creating a larger variety of
pricing formats and promotional offers in grocery stores, supermarkets, pharmacies
and department stores. Currently, retailers use a wide range of promotion tools
to generate traffic and increase purchasing levels, such as discount coupons,
product displays, eye-catching signs, discount pricing and free additional product
promotions. Such unilateral strategies prominently display the benefits (e.g. reduced
price, additional merchandise at no extra cost) that consumers may expect to enjoy.
Another kind of promotion tool is price promotion strategies. Unlike unilateral
promotions, price promotion strategies do not offer direct cuts in prices but promise
instead to match lower prices should consumers find them.
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In the retail industry, two popular price promotion strategies are price matching
guarantees (PMGs) and everyday low pricing (EDLP). PMGs are promises made by
retailers to match any lower price offered by the competition for an identical brand or
model. Generally, customers are asked to present proof of a lower price they may
have found at a competing store and then the difference is refunded. EDLP consists of
communicating to consumers that every time they shop at a particular store, they will
encounter low prices. EDLP involves setting lower average prices and eliminating
(or at least strongly reducing) the difference between regular and promoted prices
(Tang et al., 2001). Retailers using price promotion strategies expect to benefit through
stable sales, customer loyalty, lower inventory carrying costs, reduced advertising
costs and lower sales associate salary overheads (Lal and Rao, 1997; Ortmeyer et al.,
1991; Tom and Ruiz, 1997; Voss and Seiders, 2003).

Many studies have attempted to understand the psychological aspects of prices,
concluding that product pricing is a complex matter and that there are many strategies
that influence consumer perceptions and purchase intentions (Alba et al., 1994;
Chandrashekaran and Grewal, 2003; Hardesty and Bearden, 2003; Hidalgo et al., 2008;
Manzur et al., 2011). Prior research has investigated how unilateral promotions affect
consumer store choice behavior (Bell and Lattin, 1998). However, few researchers have
examined the effect of price promotion strategies on consumer price perceptions,
search behavior and purchase intentions (Srivastava and Lurie, 2001), despite the fact
that the choice of price promotion strategy is one of the most important decisions
a retail store makes.

Price promotion strategies are ongoing in nature rather than time-limited offers.
They do not try to create a sense of urgency or immediacy to prompt a purchase.
Their implicit underlying assumption is that many consumers do not want to spend
too much time finding the lowest available price (Lindsey-Mullikin and Petty, 2011).
Consumers do not always check prices because they believe that the limited total
saving that results from checking prices is not worth the time or effort (Binkley and
Bejnarowicz, 2003; Dickson and Sawyer, 1990). Consequently perceived price levels in
stores constitute an important competitive tool for retailers. Various studies have
indicated that a store’s perceived price level is either the first or second most important
patronage criterion (Arnold et al., 1983; Cox and Cox, 1990; Kaikati, 1987). Likewise,
Buyukkurt (1986) indicates that a consumer’s first impressions of stores are very
important. In a grocery shopping simulation, Buyukkurt found that consumers
formed an initial impression of a store’s overall price level that persisted even in the
presence of subsequent, contradictory price information. This parallels a widely
reported phenomenon in social psychology, in which individuals form quick initial
impressions of another person, and then tend to discount subsequent information
that contradicts those initial impressions (Cox and Cox, 1990). Recognition of the
importance of a store’s perceived price level and consumer first impressions has
perhaps led many retailers to employ price promotion strategies. A survey shows that
nearly half of large retailers in the USA use price promotion strategies (McWilliams
and Gerstner, 2006).

Price promotion strategies, popular in the USA, are becoming a common part of
consumer life in Latin America and particularly in Chile. While findings from the
USA suggest that price promotion strategies can be effective in several contexts
(e.g. Chatterjee et al., 2003; Srivastava and Lurie, 2004; White and Yuan, 2012), there
has been a limited number of studies addressing whether they are equally effective
elsewhere. Little is known about the potential of price promotion strategies in Latin
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America because these promotion tools have only been employed occasionally in the
region and there is no research that analyzes their effectiveness. Prior research has
not answered the question of whether or how price promotion strategies might improve
price perception and purchase intentions in Latin America. It is in this context that
the current study assesses the effects of EDLP and PMG price promotion strategies on
Chilean consumer behavior. In particular, the research questions are the following:
What is the effect of these strategies on consumer price perceptions? and How do these
strategies affect consumer search and purchase intentions?

Chile is an appropriate case study for this research because Chilean culture is
similar to other Latin American cultures when examined using the dimensions
proposed by Hofstede (2001). Additionally, Chile is the Latin American economy with
the highest penetration of modern retailing approaches, such as supermarket chains,
department stores and home centers (Nielsen, 2009).

Section 2 outlines the theoretical approach of the study through a literature review
that analyzes PMG and EDLP strategies and their impact on consumer behavior.
Section 3 explains the research method, instruments and design decisions; Section
4 presents the results of the study; and Section 5 provides a discussion of the study
findings and insights for future research in the field.

2. Literature review and proposed hypotheses
2.1 Signaling theory and price promotion strategies
Pricing and promotions are at the heart of the free market economic system. According
to economic theory, price competition and information are key if markets are to work
well. However, economic assumptions of consumer and human behavior are not always
consistent with rationality assumptions (Amir et al., 2005) and, consequently, with
marketing. Other business disciplines, and psychology, can be key to studying these
market imperfections from both a public policy and a corporate social responsibility or
“shared value” perspective. Signaling theory emerged from the study of information
economics under conditions in which buyers and sellers possess asymmetric
information when facing a market interaction (Boulding and Kirmani, 1993; Spence, 1974).
Consumers may use these signals when making their search and purchase decisions
(Chatterjee and Basuroy, 1997; Hess and Gerstner, 1991; Levy, 1994). Inspired by this
argument, several authors have suggested that consumers perceive PMGs and EDLP
to be signals of low prices (Biswas et al., 2002; Jain and Srivastava, 2000; Srivastava and
Lurie, 2001). Furthermore, PMGs and EDLP may serve as signals of the nature or
integrity of the advertised price ( Jain and Srivastava, 2000).

Retailers may anticipate consumer reactions and define their pricing strategies
accordingly, trying to affect consumer perceptions and behavior (Nakamura and
Steinsson, 2011). However, consumers can punish firms for sending false signals
(Srivastava and Lurie, 2001). In particular, consumers can withhold repeat purchases,
engage in negative word-of-mouth, and call for regulatory action (Ford et al., 1990;
Rao et al., 1999; Srivastava and Lurie, 2001; Wernerfelt, 1988). These disciplinary
mechanisms are likely to be stronger for search attributes (e.g. price) because they can
be evaluated and verified before purchase.

Some key consumer reactions – such as perception of low prices, search behavior
and purchase intentions – are regularly studied in the literature on pricing and
promotions intentions. These variables are discussed below.

Consumer perceptions of low prices involves consumer recognition and belief that
a store price level is lower than prices in other stores. Price promotion strategies are
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regularly aimed at reinforcing the low price perceptions that consumers may have
about a store (Biswas et al., 2002; Srivastava and Lurie, 2001).

Search behavior. When consumers want to buy products, they can buy them
immediately in a previously identified store or search for the best offer in different
stores. This search involves costs (e.g. mental effort, time, transport, physical effort).
The more thorough the search, the higher the probability of finding a low price; but the
cost to the consumer also increases. Therefore, one goal of price promotion strategies
is to reduce consumer search behavior. Consequently, it is important to assess the
power of promotion strategies to change the minds of consumers in their search for
a low price (Biswas et al., 2002).

Consumer purchase intentions at store refers to the degree to which consumers plan
to make their purchases at a particular store. This is not the same as the purchase
intentions within a store, which depends mainly on in-store prices and purchasing
conditions (e.g. variety, credit, assistance, ease of payment and available time).
Consumer purchase intentions at store are a key variable for evaluating store and
retail promotion strategies (Biswas et al., 2002; Boulding and Kirmani, 1993).

2.2 Effects of PMGs
One of the strategies frequently used by retailers consists in announcing that they
have lower prices than all their competitors. Campaigns are generally accompanied by
a store policy consisting of establishing a “price-matching refund” in order to reinforce
the retailer’s commitment. For instance, a store might claim that its PMG policy
warranties that consumers will not find lower prices in the retail market. If consumers
find that a product they bought in a PMG store has a lower price somewhere else,
the PMG store will refund the difference. PMGs are common in many consumer markets
including appliances and hardware, books, tires, office products, groceries, and electronics
(Biswas et al., 2002; Chen et al., 2001; Kukar-Kinney, 2002; Srivastava and Lurie, 2001).

Research in economics suggests that a price-matching policy is a screening device
that retailers use to price discriminate consumers based on search costs (Png and
Hirshleifer, 1987). Some authors also suggest that many retailers implement price
matching policies in order to decrease competition, allowing them to charge higher
prices, as such arrangements make agreement and collusion easier (Koh et al., 2012;
Salop, 1986). The presence of a PMG policy acting as a valid market signal may,
however, allow the consumer to rely upon the information as a true indication of the
lowest market price (Dutta, 2012; Dutta et al., 2011; Srivastava and Lurie, 2004). This is
likely because PMG is associated with explicit (e.g. refund) and implicit (e.g. negative
word-of-mouth, regulatory action) penalties that any rational firm would rather avoid
(Biswas et al., 2002). Consequently, consumers should perceive PMGs as competitive
devices that reduce prices rather than collusive devices that raise them (Chatterjee
et al., 2003). It is therefore hypothesized that:

H1a. PMG strategies increase consumer perceptions of low prices at the PMG store.

H1b. PMG strategies increase consumer purchase intentions at the PMG store.

2.3 Effects of EDLP
In EDLP strategies, the retailer charges a constant, lower, everyday price with no
temporary price discounts, in contrast to competitors who offer periodic unilateral
promotions (Hoch et al., 1994). EDLP involves having lower price variability and
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represents a significant pricing policy change for most retail stores. Consumers are
able to take advantage of lower prices at all times instead of having to wait for a sale
(Tom and Ruiz, 1997; Voss and Seiders, 2003). EDLP involves setting lower average
prices and eliminating (or at least strongly reducing) the difference between regular
and promotional prices (Tang et al., 2001).

Lal and Rao (1997) demonstrate that under certain circumstances, the presence
of EDLP and High-Low (HILO) pricing stores can create a perfect Nash equilibrium;
thus, the adoption of an EDLP policy could maximize benefits. Hoch et al. (1994),
who based their research on two large experiments in a Chicago-based supermarket,
concluded that EDLP policies produce higher volume sales but may reduce benefits
to the retailer, since the increase in volume does not completely make up for the lower
margin (Voss and Seiders, 2003). Lacking important information, consumers must
gather additional evidence or interpret signs and cues that have some apparent
information value. Signals – not just actual prices – can be used by consumers to
make deductions when information asymmetries are present. To be reliable, the
signal must be costly. The higher the cost of the signal to the retailer, the higher
the perceived value by customers, since they realize that marketers will lose a lot by
failing to fulfill their promise. As a valid market signal, EDLP helps consumers to
differentiate between firms that are seeking to compete using policies such as EDLP
from those that cannot provide such policies. Sellers who fail to fulfill the promise of
offering ELDP will lose (part of) their reputation (Boulding and Kirmani, 1993).
Consumers, then, do perceive the presence of EDLP policies to be signals of low
prices and they may serve as evidence regarding the nature or integrity of the
advertised price. Based on these arguments, we postulate that:

H2a. EDLP strategies increase consumer perceptions of low prices at EDLP stores.

H2b. EDLP strategies increase consumer purchase intentions at EDLP stores.

2.4 Competing through signals
PMGs and EDLP offer a guarantee to the consumer regarding lower prices, and
they are somewhat credible since consumers perceive that retailers must pay a cost
to implement them. We hypothesize positive effects of implementing these strategies.
However, an interesting question relates to which strategy leads to the better results
when the competition is using the other.

White and Yuan (2012) show that consumers may perceive PMG retailers as more
benevolent than EDLP retailers, leading to higher purchase intentions when the
price of a given item varies widely in the marketplace. They propose that although
both PMG and EDLP retailers offer low (but not necessarily the lowest) advertised
prices, a key difference between the two strategies is the impact of consumer search
efforts on the final price paid (the price a consumer ultimately pays to acquire the
product from the retailer offering the price promotion strategy after any possible
price adjustments have been made). Whereas EDLP retailers offer a daily advertised
price that is equal to the final price (because they do not offer price adjustments), it is
possible that the final price charged by a PMG retailer will be lower than the daily
advertised price if – but only if – the consumer is willing to search the marketplace
for additional price information.

According to signaling theory, the larger the cost to the marketer perceived
by consumers, the higher the credibility and the effect on purchasing intention.
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Ho et al. (2012) show that PMGs may trigger more consumer search whereas EDLP
may effectively discourage it. The cost of a PMG strategy is essentially monetary since
it involves refunding the price difference. The cost of EDLP, on the other hand, is
mainly felt in the store (brand) reputation (Boulding and Kirmani, 1993), which
retailers might consider to be greater and more significant than simply giving back
a particular difference. Secondary costs are also present, and might be perceived by
consumers. In the case of PMGs, stores may face a slight reputation loss (e.g. it is not
the cheapest store); and in the case of EDLP, consumers may perceive the monetary
costs of having to reduce the price level of all products in all stores. On the basis of this
reasoning, if consumers focus on initial perceived costs, or if they add secondary costs
to their calculations, we may expect the effects of an EDLP strategy to be greater when
competing against a PMG strategy. Hence:

H3a. PMG vs EDLP-EDLP has a stronger effect on consumer perceptions of low prices.

H3b. PMG vs EDLP-EDLP has a stronger effect on consumer purchase intentions.

Since consumers use signals to help them reduce both monetary and non-monetary
search costs such as mental effort, time, transport, physical effort, etc., both PMG and
EDLP policies help consumers differentiate between stores (Biswas et al., 2002). If they
receive one unique signal, they use that signal, but if they received two or more, in the
form of price promotion strategies, which are they likely to use?

One survey has shown that nearly half of large retailers in the USA use price
promotion strategies (McWilliams and Gerstner, 2006), and the number of retailers
employing them has increased significantly in recent years (Borges and Babin, 2012).
EDLP and PMGs are easy to copy though, and as increasing numbers of retailers use price
promotion strategies, the low price signal becomes less distinctive. Basing our arguments
on previous signaling and perceived costs reasoning, we suggest that the presence of more
signals will reduce consumer perception of low prices, but will make them more aware of
potential price heterogeneity and search benefits, thus increasing search actions and
reducing immediate purchase intentions. The positive effects of price promotion strategies
in creating differentiation, therefore, become less and less clear. Hence:

H4. If more retailers employ price promotion strategies, their effectiveness as a price
signal wears off, (a) reducing the perceptions of low prices at the focal store,
(b) increasing consumer search behavior, and (c) reducing purchase intentions
at the focal store.

3. Study design and methods
A quasi experiment was conducted to test the hypothesized effects. Three different
stores were created and associated with three different strategies (see Appendix):
Store A used PMG, Store B used EDLP, and Store C had no price promotion strategy.
Based on these stores, three different scenarios were created:

Scenario 1: Store A (PMG) vs Store C (without price promotion strategy).

Scenario 2: Store B (EDLP) vs Store C (without price promotion strategy).

Scenario 3: Store A (PMG) vs Store B (EDLP).
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Numerous studies have demonstrated that the level of consumer involvement
in a particular purchase influences the type and extent of information processing
(Chandrashekaran and Grewal, 2003; Petty et al., 1983). Additionally, researchers
suggest that high base prices are regularly associated with greater price dispersion,
motivating consumers to increase purchase involvement and price search (Darke et al.,
1995; Grewal and Marmorstein, 1994; Srivastava and Lurie, 2001). Consequently,
in order to increase the generalizability of our results, the same scenarios were created
for two different products, and the same questions were asked to consumers. DVD
players (high involvement products, high base prices) and detergents (low involvement
products, low base prices) were chosen on the basis of a series of pre-tests and
secondary data (Yagci et al., 2009).

Participants were 120 undergraduate students enrolled at a major university in
Chile. Student samples have been widely used in market research (e.g. Hardesty et al.,
2012; Manzur et al., 2012; Yagci et al., 2009) including by other researchers in this area
(e.g. Chatterjee and Basuroy, 1997; Chatterjee et al., 2003; White and Yuan, 2012).
Moreover, previous studies have asserted that the use of homogeneous convenience
samples improves the internal validity of quasi experimental results (Calder et al., 1981;
Cook and Campbell, 1975). No incentives (coupons, gifts, money or so on) were given,
in order to avoid potential auto-selection bias. Participants were randomly assigned to
one of two survey versions: scenario 1 or scenario 2. After finishing this first task,
they received a second survey (scenario 3), enabling it to be compared directly to the
other two scenarios. Each subject had to answer the scenarios for both products
(DVD player and detergent) with the result that each respondent answered four
surveys (2 scenarios� 2 products).

After the subjects were presented with a particular scenario, they were instructed
to respond to a questionnaire that included the dependent variables. Bergkvist
and Rossiter (2007) suggest that single-item measures should be used for many
marketing constructs consisting of a concrete singular object and a concrete attribute.
Consequently, and in line with previous studies (e.g. Hardesty et al., 2012), the three
dependent variables were assessed using a single item. For example, after the
participants were presented with scenario 1 (DVD player), they had to assess
the extent to which they agreed with the following sentences using a seven-point Likert
scale ranging from “strongly agree” to “strongly disagree”: “The price of the DVD
player in Store A will be lower than in Store C” (perception of low prices), “I would
visit both stores to compare prices” (search intentions), and “If I had to choose and
I did not know the real prices, it is more probable that I would buy the DVD player in
Store A than in Store C” (purchase intentions) (see Appendix). Interviewers were
trained to clarify any questions regarding the definitions used, in order to avoid
concept confusion.

4. Results
In order to test H1a, H1b, H2a, H2b, H3a and H3b we compared means against
a midpoint of four, representing a neutral response (i.e. consumers do not perceive
differences in prices between stores and they are not particularly motivated to
purchase at one store vs another). Results regarding the single price promotion
strategy hypotheses are in the predicted direction and statistically significant
(see Table I). In the case of both PMGs and EDLP, when consumers compare the store
with another that is not offering price promotions, they will lower their perceptions of
the store price level (means44.92, p-valueso0.01), and increase their purchase
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intentions at the store (means45.33, p-valueso0.01). In the case of competing signals
(H3a and H3b), results support the hypotheses that EDLP produces more positive
results in terms of reducing price perceptions (meanso3.32, p-valueso0.01) and
increasing purchase intentions (meanso3.28, p-valueso0.01) when competing against
PMGs, confirming the idea that EDLP may be considered by consumers to represent
a stronger commitment and signal.

H4a, H4b and H4c were examined by conducting 3 (scenarios)� 2 (DVD player
vs detergent) analyses of variance (ANOVA) followed by univariate contrasts between
treatment groups (Hair et al., 2006; Keppel, 1991; Neter et al., 1996; Newbold, 1998).
Prior to analyzing the data to test the hypotheses, we recoded perceptions of low prices
and purchase intentions scores, intentions in order to measure the magnitude of the
preferences by each store (1 and 7-3; 2 and 6-2; 3 and 5-1; 4-0). The ANOVAs
for each variable are presented in Table II and the treatment means are included
in Table III. The results for the univariate contrasts are presented in Table IV and the
means plotted are presented in Figures 1 to 3.

In general, it is not possible to show that price perceptions are significantly affected
if more than one store uses price promotions (F¼ 0.725; p¼ 0.485; see Table II).
However, the interaction between scenario and type of product (DVD player vs detergents)
was significant (F¼ 5.076; p¼ 0.007; see Table II). Interactions suggested that the effect
of the scenario on price perception varied by type of product. Specifically, t-values from
the univariate contrasts (see Table IV) indicated that H4a is only supported for detergents
(low involvement products, low base prices) whereas no particular differences were found
in terms of price perceptions of DVD players (high involvement products, high base
prices). Consequently, H4a is only partially supported.

H4b proposed that the presence of multiple price promotion strategies (scenario 3 vs
scenarios 1 and 2) generates an effect on search intentions. Comparing scenarios for
both products, scenario 3 resulted in higher search intentions compared to scenarios
1 and 2 (F¼ 6.004, p¼ 0.003; see Table II). Consequently, H4b is supported. Consistent
with H4c, scenario 3 (multiple price promotion strategies) resulted in lower purchase
intentions compared to scenarios 1 and 2 for both products (F¼ 8.734, p¼ 0.000; see
Table II). Therefore, H4c is supported.

Hypothesis n
Type of
product Mean SD t-value Significance

H1a PMG strategy increases consumers’
low prices perception of the PMG store

60 DVD player 4.92 1.23 5.795 0.000***
60 Detergent 5.15 1.23 7.226 0.000***

H1b PMG strategy increases consumers’
purchase intention at the PMG Store

60 DVD player 5.83 1.25 11.352 0.000***
60 Detergent 5.33 1.48 6.976 0.000***

H2a EDLP strategy increases consumers’
low prices perception of the EDLP store

60 DVD player 5.05 1.11 7.319 0.000***
60 Detergent 5.47 1.03 11.000 0.000***

H2b EDLP strategy increases consumers’
purchase intention at the EDLP store

60 DVD player 5.68 1.11 11.724 0.000***
60 Detergent 5.70 1.11 11.871 0.000***

H3a PMG vs EDLP-EDLP has a stronger
effect on consumers’ low prices perception

120 DVD player 2.87 1.30 �9.580 0.000***
120 Detergent 3.32 1.30 �5.746 0.000***

H3b PMG vs EDLP-EDLP has a stronger
effect on consumers’ purchase intentions

120 DVD player 3.28 1.43 �5.547 0.000***
120 Detergent 3.08 1.57 �6.465 0.000***

Note: ***p-valueo0.01

Table I.
Means, standard

deviation and t-values
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T-values from the univariate contrasts (see Table IV) indicate that H4b and H4c are
stronger for DVD players than detergents. Thus, when involvement and/or base prices
are high (e.g. DVD players), the effects of the kind of competition (scenario 3 vs
scenarios 1 and 2) might be higher than in market contexts where base prices are lower
and/or involvement is lower (e.g. detergents).

5. Discussion
Price promotion strategies, popular in the USA, are becoming a common part of
consumer life in Latin America and particularly in Chile. While findings from the
USA suggest that price promotion strategies can be effective in several contexts
(e.g. Chatterjee et al., 2003; Srivastava and Lurie, 2004; White and Yuan, 2012), little
research has examined whether price promotion strategies can be effective in other
countries. This study attempts to confirm previous evidence regarding the effects of
price promotion strategies in a setting different to the USA or other developed

Scenario 1 Scenario 2 Scenario 3 Scenarios Type of product
DVD

player Detergent
DVD

player Detergent
DVD

player Detergent 1 2 3
DVD

player Detergent

Low prices
perception 1.18 1.38 1.22 1.57 1.40 1.13 1.28 1.39 1.27 1.30 1.30

(0.97) (0.96) (0.92) (0.87) (1.00) (0.93) (0.96) (0.91) (0.97) (0.97) (0.94)
Search
intention 4.97 2.48 5.27 2.40 5.74 2.78 3.73 3.83 4.26 5.43 1.42

(1.67) (1.67) (1.52) (1.43) (1.15) (1.82) (2.08) (2.05) (2.12) (2.61) (1.69)
Purchase
intention 1.93 1.67 1.78 1.73 1.29 1.49 1.80 1.76 1.39 1.58 1.60

(1.09) (1.08) (0.94) (1.06) (0.95) (1.04) (1.09) (1.00) (1.00) (1.02) (1.05)

Notes: Standard Deviations are provided in parentheses. Scenario 1: Store A (PMG) vs Store C
(without price promotion strategy); Scenario 2: Store B (EDLP) vs Store C (without price promotion
strategy); Scenario 3: Store A (PMG) vs Store B (EDLP)

Table III.
Dependent variables
means in different
scenarios

ANOVAs
Low prices
perception

Search
intention

Purchase
intention

Df F Significance F Significance F Significance

Main effects
Scenario 2 0.725 0.485 6.004*** 0.003 8.734*** 0.000
Type of product 1 1.070 0.301 346.113*** 0.000 0.157 0.692
Interaction effect
ScenarioxType of product 2 5.076*** 0.007 0.964 0.382 2.196 0.112
Residual 474

Notes: Scenario 1: Store A (PMG) vs Store C (without price promotion strategy); Scenario 2: Store B
(EDLP) vs Store C (without price promotion strategy); Scenario 3: Store A (PMG) vs Store B (EDLP).
***p-valueo0.01

Table II.
The effect of scenario
(3 levels) and type of
product (2 levels)
on prices perception,
search intention and
purchase intention
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countries. Overall results (see Table V) were consistent with the hypotheses, signaling
theory and previous findings from the USA, confirming that price promotion strategies
play an important role in shopping behavior.

5.1 Practical implications
Over recent years, some Latin American retailers have used price promotion strategies
as a convenient and useful promotion tool. Our results provide some support for the
effectiveness of this marketing practice. The announcement of any of the two price
promotion strategies, whether EDLP or PMG, increased perceptions of low prices and
increased purchase intentions. However, consumers consider that prices are likely to be
lower in stores offering EDLP than in PMG stores, and their intentions are more
motivated to purchase in the former. EDLP promotions have a stronger effect on
consumers no matter the type of product, since consumers perceive them as a stronger

DVD Player Detergent

4.97 5.27
5.74

2.782.48 2.40

Scenario 1: Store A (PMG)
vs Store C (without price

promotion strategy)

Scenario 2: Store B (EDLP)
vs Store C (without price

promotion strategy)

Scenario 3: Store A (PMG)
vs Store B (EDLP)

Figure 2.
Effect of scenario and
type of product on
search intention

DVD Player Detergent

1.93 1.78

1.49
1.67 1.73

1.29

Scenario 1: Store A (PMG)
vs Store C (without price

promotion strategy)

Scenario 2: Store B (EDLP)
vs Store C (without price

promotion strategy)

Scenario 3: Store A (PMG)
vs Store B (EDLP)

Figure 3.
Effect of scenario and
type of product on
purchase intention

DVD Player Detergent

1.38
1.57

1.40

1.18 1.22 1.13

Scenario 1: Store A (PMG)
vs Store C (without price

promotion strategy)

Scenario 2: Store B (EDLP)
vs Store C (without price

promotion strategy)

Scenario 3: Store A (PMG)
vs Store B (EDLP)

Figure 1.
Effect of scenario and
type of product on low
prices perception
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signal of commitment on the part of the retailer. Therefore it would be more advisable
for retailing companies that stress price as their differential advantage and brand
identity, to use an EDLP strategy. While experimental research is not sufficient to
establish the generalized superiority of EDLP in Latin America, the results of this
research support the view that EDLP may be a more effective strategy than PMGs,
at least for many retailers in the region, a finding that might further decrease retailers’
incentives to use PMGs in Latin America.

Nonetheless, we observed that the effect of price promotion strategies that
compete with others is smaller than if they stand alone. When consumers receive two
or more signals, uncertainty about the true price increases the likelihood they will
compare prices and reduces intentions to buy in a specific store. The results of the
research are consistent with signaling theory. We conclude that the three scenarios
examined in the research suggest EDLP to be the most effective strategy. However,
the effect of the signals diminishes when the number of signals received by
consumers increases. Consequently, promotion wars generate prisoner dilemma
effects (the effect of a signal that is forced to go up against another is smaller than
would be the case if it had no competition).

The study also shows that when involvement and/or base prices are high (e.g. DVD
players), the effects of the type of competition (scenario 3 vs scenarios 1 and 2) might be
greater than in market contexts where base prices and/or involvement is lower
(e.g. detergents). An implication of these results is that if a store sells high involvement
products, and announces EDLP or PMGs, but its prices are not the lowest available,
customers will soon realize the fact, – as they will visit more than one store. However,
in the case of a store selling low involvement products but that does not have the lowest
prices, customers will not notice (at least in the short term), because they will probably
visit just that store and purchase there. These findings raise further questions
regarding ethical issues, self-regulation of promotions, and the impact on the general
public of the credibility both of firms and the market system in general. These
questions cry out for further examination.

5.2 Limitations and future research
Clearly this is an exploratory study, and a number of other topics are worth exploring
in the future. First, although the use of a student sample was appropriate for this case,
future studies should use samples of consumers who are part of the target markets
for many other product categories. Such studies could increase the generalizability of
the results as well as their applicability in Latin America. Second, not all individuals

Hypothesis Supported

H1a PMG strategy increases consumers’ low prices perception of the PMG store |
H1b PMG strategy increases consumers’ purchase intention at the PMG store |
H2a EDLP strategy increases consumers’ low prices perception of the EDLP store |
H2b EDLP strategy increases consumers’ purchase intention at the EDLP store |
H3a PMG vs EDLP-EDLP has a stronger effect on consumers’ low prices perception |
H3b PMG vs EDLP-EDLP has a stronger effect on consumers’ purchase intentions |
H4a If more retailers employ price promotion strategies, their effectiveness as a price

signal wears off, (a) reducing the low prices perception of the focal store,
Partially

H4b (b) increasing the consumer search behavior, |
H4c (c) reducing the purchase intention at the focal store |

Table V.
Summary of results
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within a culture are identical. Indeed, there is substantial variation within a culture
as well as considerable overlap across different cultures. Individual differences
should be incorporated into future research. Third, it would be desirable to collect
data from a larger set of product categories, which would probably lead to more
significant results overall. Fourth, the experiment could be replicated with real
or fictitious brand names. Finally, possible differences between countries make
it essential to develop studies that measure, compare, and analyze the different levels
of acceptance of price promotion strategies in different countries and their possible
causes. This paper attempts to encourage similar research in Latin America that
might confirm or refute its results.
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Appendix. Sample scenario: scenario 1 – DVD player
Imagine that you wish to buy a DVD player, and are interested in buying from one of two stores.
Each is the same distance from your home, but in opposite directions, and quite a long way away:

Indicate your agreement with the following phrases

Store A Store C

Store A guarantees to pay you the difference if you find
the same product cheaper in another store

Store C does not have any price
promotion strategy

(1) The price of the DVD player in Store A will be lower than in Store C:

1 2 3 4 5 6 7

Strongly
Disagree,
The price
in Store C will be
lower than
in Store A

The prices
in both
stores are
equal

Strongly
Agree, The
price in Store
A will be
lower than in
Store C

(2) I would visit both stores to compare prices:

1 2 3 4 5 6 7

Strongly
Disagree

Strongly
Agree

(3) If I had to choose and I did not know the real prices, it is more likely that I would buy the DVD
player in Store A than in Store C:

1 2 3 4 5 6 7

Strongly
Disagree,
It is more likely
that I would
buy the DVD
player in
Store C

I would be
happy to
buy it in
either store

Strongly
Agree,
It is more
likely that I
would buy
the DVD
player in
Store A
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