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IIPEAT'OBOP

®DakynTETOT 3a TypHU3aM U OM3HHUC JIOTUCTHKA MTPU Y HUBEP3UTETOT ,,I'o11e JlemueB* Bo
HTun, 6eme opranu3aTop Ha Tperara meryHapogHa HayuyHa KoH(pepenuuja ,, I Ipean3sunm Ha
Typu3MOT U O6u3Huc Joructrka Bo 21 Bek™. Kondepennujara ce oapxa Ha 13 HoemBpu 2020
roauHa Ha matdgopmara Microsoft Teams, co moBeke o 90 ydecHUIM O MaTHYHATA 3eMja U
cTpancTBo. OBaa roanHa MeryHapoJIHUOT HayuyeH KOMHUTET Opou eMUHEHTHH Ipodecopu of
Hamiara 3emja u Haja 15 crpancku 3emju kako M3paen, lllmanuja, @pannuja, Mongasuja,
Wranmja, I'puuja, Eruner, [loncka, Typuuja, Pomanuja, byrapuja, Cpouja, XpBarcka, bocHa u
XepuerosuHa u CioBeHuja.

Ilenta Ha oBaa KOH(QEpeHlHja € Ja MPOMOBHUpa IOrojeMo pa3Oupame Ha OU3HHC
aJIMUHUCTpAIMja, JIOTUCTUKATA, TYPU3MOT M YTrOCTUTEICTBO BO OJHOC Ha YIPaBYBamETO,
eKoOHOMHM]jaTa, 00pa30BaHUETO W MpeTnpueMHUINTBOTO. OBa moapazOupa neka (GoKycoT Ha
YUECHUIIUTE TO HACOUMBME KOH HajHOBHUTE TPEHAOBU M MPEIU3BUIIA BO BPCKa CO Pa3BOjOT Ha
TYpU3MOT, MEHAIUPAKHETO CO KOMITAHUHTE, Ma3apoT Ha TPy, MOKHOCTHUTE 3a MPUIOOUBKU U
npodut, U3rIeaAuTe 3a MoAoO0pa KOHKYPEHTHOCT Ha MeIYHapOAHHOT Maszap, IITO MaK €
UMIIepaThB 3a (PMHAHCHUCKATa CTAOMITHOCT Ha HaIlaTa 3eMja BO IeJTMHA.

HiMeHo, cO MPUCTUTHATUTE TPYIOBU U aBTOPCKUTE UCTPAXKyBamba C€ OCTBApH LieTa Ha
KOH(epeHIMjaTa - a Toa € OI[CHYBambEeTO Ha TEKOBHATA COCTOj0a M MAHUTE U3TIICAH 32 Pa3BO)j
Ha MHKpO IUIaH IITO C€ OJHECYBa Ha JIOMAIIHUOT Ia3ap, Kako U JIBH)KeWara Ha riodajiHara
€KOHOMHja, TIOATOTBYBAjKU ja OM3HMC 3aeTHUIIATA 33 MPEAU3BUIIMTE CO KOM K€ CE COOUyBaaT
IpU OCTBAPYBAHETO HA HHUBHHUTE MMM, WTO J¢ (aKTo BIMjae BP3 OJPKYBAKETO Ha
¢uHAHCHUTE 0COOEHO BO BPEMETO KOE TO JKMBEEME IO IPUTHCOKOT Ha MaHAeMHUjaTa.

[IpenopakuTe KOU ce MpeHecoa ce OJIHeCyBaaT KakKo Jia ce 3ajaKHyBa KalaluTeTOT Ha
KOMITAHUUTE KaKO M MPOMEHHUTE BO PETyJaTHBHTE KOM T'O AMKTHpAaT HAIIMOT mar KoH EVY.
Juckycunte BO TEKOT Ha KoH]epeHIMjaTa Oea ONrOoBOp Ha Toa Kako pearupaa u ce
MO3UIIMOHNPaa MEHalepuTe Ha (PMHAHCHUCKU CPEICTBA BO YCJIOBU Ha TOJIEM Ia3apeH PU3MK,
na3apHu LIOKOBU M TypOyJeHIMHM M Kako Tpeba Ja ce MOArOTBYBAaaT MHBECTUTOPUTE BO
MOCJIMHA CEKTOpU. TpyHoBUTE NpUKa)xkaa M3TJIeAN U KOH UIHATA MHTETpaIfja Ha 3eMjUTe OJl
3anazneH bankan, co OCBPT Ha Jl0CeralllHUTE MMOCTUTHYBamba U WIHUTE NPEAU3BUILIM IIpe]l OBHE
€KOHOMHH KaKO ¥ pa3MeHa Ha MICKYCTBa Ha CHTE YYECHHUIIM KO CMe JICHEC MTPUCYTHU OJ1 IIOBEKE
3eMjH.

Tokmy oBme mpenopaku Tpeba qa Ougat ABHTAaTe] Ha MpoIecuTe Ha pedopmara BO
HAacoOKa Ha MOJMramke Ha KBAINTETOT Ha 00pa30BaHMETO 3apajy MorojieMa MpoIyKTUBHOCT Ha
TPYAOT, KOHKYPEHTHOCT HAa €EKOHOMHjaTa U HaMallyBame Ha HEYCOTIaceHOCTa Ha MOHy/1aTa Ha
BEIITUHU U KOMIIETEHIIMY KaKo M modapyBaykaTa Ha a3apoT Ha TPpY/.

[TocTurHYBamETO HA OBHE IEJIM € 3aeJHMYKA 3a/1a4a Ha CUTE OHME IITO CE BO IMO3UIH]a
Jla TO J1a1aT CBOjOT MPHUA0HEC 32 UMIUIEMEHTalK]ja Ha pehOpMUTE BO OMIITECTBOTO. TOKMY THE
pedopmu, THEe TPOMEHN BO HAUYMHOT Ha MPUCTAI, METOI0JI0TH]a Ha padoTa U OpraHu3aIlyja, He
Tpeba Ja T'v mpaBUMe caMo 3a J1a CTaHeMe JIeN 01 EKOHOMCKHOT OJIOK, TYKy Ja Oujat BO HacoKa
Jla TIOCTUTHEME HEUITO APYro, MHOTY IMO3HAYajHO, OJHOCHO CHTE HAITOPH IIITO TH MPaBHME Ja
OujaT 3a ocTBapyBame Ha IMOBHCOK CTeNeH Ha OmarococrojOaTa Ha HAIIWTE rpafaHu, 3a
CO3/IaBamk-e Ha JIOCTOMHCTBEHH YCIIOBH 32 KUBOT M paboTa.

Bo peruonor, meryroa u mnomupoko, Bo EBpoma, ucKycTBaTa ce Hajpa3jIdyHH.
HannyBame Ha yclemHW, W Ha HE TOJKY YCHEIIHH Mojeld. TOKMYy BakBUTE HaydHHTE
KOH(epeHIMH, aedaTuTe ITO Ce pa3BUBAaT TyKa, c€ HajA0OpPHOT HAauMH 3a pa3MeHa Ha
HCKYCTBa, 32 WICHTH(HKANMja HA TMPEIU3BHIUTE W TEPCIEKTHBUTE, 3a CIIOPEoyBamke Ha
MOJIENIUTE ¥ TPETHUPAKHETO HA HUBHUTE HEOCTATOLM MIIM IIPETHOCTH, MEF'yTOA U MPE3EHTUPAE
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Ha MOYKHUTE HOBUM KOMOMHMpaHH Mojenu. Enxykanujara Ha HOBUTE TeHEpalluu KOU Ke Oujar
HNOATOTBEHH Ja CE€ COOYaT CO NMPEIU3BUIMTE LITO T'M HOCH Tio0aiu3anyjaTta, € 3aeIHUYKU
NpeIU3BUK Ha YHUBEP3UTETHTE, HA OM3HMC 3aeAHUIATA, HO U Ha IICHTpaJHaTa U JIOKaJIHaTa
BJIACT.

I Tym, ['maBen ypeaHuk
13 Hoemspu 2020 IIpo¢. a-p Tartjana bomkos, /exan
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PREFACE

The Faculty of Tourism and Business Logistics in Gevgelia, part of the University Goce
Delchev from Shtip, hosted the Third International Scientific Conference, "Challenges of
Tourism and Business Logistics in the 21st Century". The conference was held on 13" of
November 2020 on the platform Microsoft Teams, with more than 90 participants from the
country and abroad. This year the International scientific committee included eminent
professors from our country and more than 15 from foreign countries, such as Israel, Spain,
France, Moldova, Italy, Greece, Egypt, Poland, Turkey, Romania, Bulgaria, Serbia, Croatia,
Bosnia and Herzegovina and Slovenia.

The aim of this conference is promoting a greater understanding of the business
administration, logistics, tourism and hospitality in terms of management, economics,
education and entrepreneurship. In that context, the focus of our participants was on the latest
trends and challenges related to tourism development, company management, labour market,
opportunities for gain and profit, opportunities for better competitiveness in the international
market, which is imperative for the financial stability of our country entirely.

Furthermore, the conference papers and authors’ researches fulfilled the aim of the
conference, the assessment of the current situation and future prospects for the development of
the micro plan in terms of the domestic market, as well as the global economy changes, prepared
the business community for the challenges that will they face during their goal achievement,
which de facto affects the maintenance of finances especially in the time we live under the
pandemic pressure.

The detection of the conditions that have been presented is a real mirror of where we
are, where we have been, and what is even more difficult, to answer the question what next?
Achieving these goals is a common task of all those who are in a position to contribute to the
implementation of reforms in society. Exactly those reforms, those changes in the way of
approach, methodology of work and organization, we should not make only to become part of
the economic block, but to be in the direction of achieving something else, something much
more significant - efforts for achieving a higher degree of well-being of our citizens, for creating
dignified living and working conditions.

In the region, but also beyond, in Europe, the experiences are diverse. We come across
successful and not so successful models. Exactly such scientific conferences, debates that
develop here, are the best way to exchange experiences, to identify challenges and perspectives,
to compare models and how to treat their disadvantages or advantages, but also to present
possible new combined models. The education of the new generations that will be ready to face
the challenges posed by globalization is a common challenge of the Universities, the business
community, but also of the central and local government.

Shtip, Editor
November, 13", 2020 Tatjana Boshkov, Ph.D. Dean
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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.

Key Words: enterprises, price management, price policy, marketing, strategy
JEL Classification: M3, M13

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

! Snezana Bardarova, PhD, Assistant professor, Faculty of Tourism and Business logistics, University “Goce
Delcev”-Shtip, Republic of North Macedonia, e-mail: snezana.bardarova@ugd.edu.mk

2 Mimoza Serafimova, PhD, Associate professor, Faculty of Tourism and Business logistics, University “Goce
Delcev”-Shtip, Republic of North Macedonia, e-mail: mimosa.serafimova@ugd.edu.mk
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should enable the realization of the goals of the company. Price determines the volume and
structure of sales, and hence affects the financial result of the companies. When is making a
price decision, it must, on the one hand, be acceptable to consumers and, on the other hand,
make a profit. Such goals are often in conflict, and can be diametrically opposed. Only through
a successfully harmonized organizational structure and efficient price management the goals of
the enterprises can be achieved.

Price as an instrument in marketing-mix

Marketing is a modern system of synergistic business activities that are needed for the product,
service, knowledge and financial resources to go in an optimal way through all stages of the
business process to the user and to meet his needs and the social needs of the national
economies. Marketing is  a major stakeholder in new product development, customer
management, and value/supply chain management and marketing strategy provides concepts
and processes for gaining a competitive advantage by delivering superior value to the business’s
customers. In marketing according to Lancioni(2005) the main focus is placed on the
development of new products, distribution channels and communication strategies, and this
could lead to precipitated pricing decisions without properly evaluating market and cost factors.
Thus, according to Simon, (1992) pricing is treated as the simplest strategy within marketing,
perhaps because many companies determine their prices based on intuition and the manager's
market experience. In addition, only few managers strategically think about pricing while
proactively administrating their prices in order to create favorable conditions that lead to profits
(Nagle & Holden, 2003). Considering this, Liozu & Hinterhuber(2012), highlight the need for
more research regarding the pricing preferences and practices because, according to the authors,
less than 2% of all published articles in marketing journals are focused on pricing.(De Toni.D.
at all, 2017) Marketing strategy has become important tool globally for any organization to
remain competitive and stronger enough. Therefore, to deal with the current challenges, the
businesses must design and implement more distinctive and purposeful marketing strategies
(Jain, 1997). Marketing strategy must focus on delivering greater value to customers and the
organization at a lower cost (Cowden, 2009).

Marketing is about customers; customers are an essential component of a marketing system
(Kotler et al. 2005). Regardless of type and size, marketing strategies are very important for all
organizations.

The marketing mix is defined as 4P's namely the product, price, promotion and place. They are
often designed to influence consumer decision-making and lead to profitable exchanges. Each
element of the marketing mix can affect consumers in many ways. A marketing strategy refers
to a business's overall game plan for reaching prospective consumers and turning them into
customers of the products or services the business provides.

Today’s retail market differs vastly from the 1990s and the 2000s, and the internet has
fundamentally changed the retail sector. Consumers now have the power to comparison shop
instantly. These changes have a huge impact on the way shops should manage their marketing
- and which P’s they should pay attention to in the marketing mix. As the internet has leveled
the online playing field, one P has emerged as the clear focus for most consumers: Price. In the
broadest economic sense, price is the amount of money that must be paid when purchasing a
unit of a good, product, or service. Price, in a narrower sense, at the microeconomic level, is a
marketing tool that affects the results of entrepreneurs, so each move upwards brings greater
profit, i.e the reduction leads to lower profits or loss in operation. The challenge is to create a
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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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comply with this necessity, as well as consider the pricing objectives of the company and their
competitive position in the market (De Toni and Mazzon, 2013, De Toni and Mazzon,
2013, Hinterhuber and Liozu, 2014, Monroe, 2003). Nagle and Hogan (2007) argue that
companies which do not manage their prices lose control over them, impairing their profitability
and cost effectiveness mainly due to the customers will on paying a determinate price, which
not only does it depend on the perceived value, but also depends on the prices set by the leading
competitors. Consequently, mistaken or inexistent pricing policies could lead buyers to increase
the volume of information while allowing them to augment their bargaining power thus forcing
price reductions and discounts. The difference between conventional price setting and strategic
pricing consists on setting prices by reacting to the market conditions or managing them
proactively, being their sole purpose to exert the most profitable pricing by generating more
value for customers without the obligation of increasing the business’ sales volume (Nagle &
Holden, 2003).

Marketing pricing decisions have become a complex and critical management problem for most
companies due to the effects of a range of heterogeneous influences, ranging from exchange
rate fluctuations, inflation shocks and stability in countries and regions, to intensifying
competition and growth of alternative pricing methods compared to traditional ones.

Before setting a price, the company must decide what is going to be the strategy for the product
in addition to what will be the proposed objectives, since the clearer these decisions, the easier
it will be to establish prices (Hinterhuber & Liozu, 2013).

Creating prices in the market is a compromise between the strategic goals of the enterprise in
the target market which is estimated depending on the amount of prices. When is making a
decision about amount of prices it is necessary to take into account a number of factors of
different nature and intensity of action, where many of them are beyond the control of the
company. Pricing is a process of determining what companies will get in return for their
products. Price factors are production costs, market, competition, market situation, and product
quality. Prices are also a key variable in the Microeconomic Price Distribution Theory. Price is
the main factor the influence the buyer's choice. Price is the only element in the Marketing Mix
that generates revenue and all others generate costs. Researchers mostly agree that pricing
strategies can be categorized in three big groups: cost-based pricing, competition-based pricing
and customer value-based pricing (Nagle & Holden, 2003).

One of the main factors influencing the increase of prices in recent years is the inflation on the
domestic and foreign markets. It is difficult to find a company where increasing productivity
offsets rising operating costs.

In the context of the ever-present trend of globalization, in determining and directing the pricing
policy, two equally important segments should be taken into account:
— Internal conditions (factors related to the organization and the product) and
— External conditions (factors related to the target market).
If the management has control over the factors, it will come under internal factors, if not it will
come under external factors. So the internal factors are within the control of the management
and are particularly related to the internal environment of a firm.

Internal conditions (factors) that are specific to each organization, and some of the basic
ones are:
e The goals of the marketing activities of the organization,
e The business philosophy of the organization, i.e the strategy of market mix,
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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:

e 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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» Maximization of current profit (characterized by short-term profit and return on
investment),

» Market leadership (formation of lower prices than the competition and long-term profit),

» Top quality products (high prices only if there is demand).

General goals for price creation can include survival, ongoing profit maximization, market
leadership and customer retention, and relationship building. To a more specific way, the
company can set prices to attract new customers or to retain existing ones profitably. It can set
e lower price to prevent competition from entering the market or equate prices with those of the
competitor to stabilize the market. It can also create low prices to maintain reseller loyalty and
support or avoid government interference.

Prices may be lowered briefly to create brand popularity, or a product may have a price to help
sell other company products. Such price creation plays a big role in the company's intention to
achieve the desired goals. The price can be set by the organization for a particular product
depending on what the buyers will want to buy. This is often referred as the value at which
customers will have the product.

The price is determined according to:

- The importance of the customer and the benefits offered by the product, and

- Alternatives available from the direct and indirect competitors.

Prices are just one of the tools of the marketing mix that the company uses to achieve its
marketing goal. Pricing decisions should be coordinated with product design, distribution, and
promotion decisions to create a regular and effective marketing program. Decisions made about
other elements of the marketing mix can influence pricing decisions. Some companies do not
concentrate on prices and use other marketing mix tools to create a priceless position. Some
marketers use high prices as part of their positioning. Traders need to consider the overall
marketing strategy of the marketing mix when setting prices. If the product is positioned for
price unrelated reasons, then quality, promotion and distribution decisions will strongly affect
the price. If price is a major positioning factor, then price will strongly influence on decisions
made about other marketing mix elements. But when price plays a role, traders must remember
that the consumer rarely buys just because of the price. They are looking for a product that
offers the best value for money for the price they pay.

If the company is sensitive to changes in the price of the competitor, it is necessary to carefully
monitor its actions. If there is a reduction in the price of the competitor, it should be determined
how this will affect the market share and the profit of the company. If it does not reflect market
share and profits, it is necessary to maintain the existing prices, and if it has a significant impact,
it is necessary to consider which actions would be effective. The simplest way is to reduce
prices. A better way to respond is to improve the quality of the product. Improving quality
increases prices and a low-cost brand can be launched to compete with the competition.

Price research should also focus on:

- Determining the costs of products and services, for reasons that are a key factor for the success
of the companies, ie for achieving the desired amount of profit. It is necessary to know both
direct and indirect operating costs, ie. fixed and variable costs, how a lower price limit could
be formed.

- Prices should be formed based on the quality of products and services, their characteristics
(spoilage and risk).

- Organization.
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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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oligopolistic industries can hardly have higher prices than known ones, except when
differentiating services. A differentiated oligopoly consists of several companies that produce
partially different products. The difference is manifested in the quality, properties, style and
services. Management calculates high prices for these features.

Pure competition. The market consists of multiple buyers and sellers who trade in uniform
products, such as grain, copper or financial bonds. No buyer or seller plays a major role in
market prices. The seller can’t charge more than the current price, because the buyer can get as
much as he wants for the current price. Sellers will not charge less than the market price,
because they can sell whatever they want. If prices and profits rise, new sellers can easily enter
the market. In a purely competitive market, market research, product development, pricing,
advertising, and promotions play little or no role. Sellers in this market do not waste much time
on market strategies.

Under monopolistic competition, the market consists of many buyers and sellers, who trade at
different prices rather than the same market price. It consists of many competitors that
differentiate their products and services. The price difference occurs because sellers can single
out their offers to buyers. The product may differ in quality, role, style and associated services.
Customers can see the difference in the products and will pay different prices for them. Sellers
try to develop different offers for different segments of customers and in addition to price they
freely use branding, advertising and personal selling to single out their offers.

Under oligopolistic competition, the market consists of several sellers who are sensitive to
other prices and marketing strategies. The product can be uniform (iron, aluminum) or non-
uniform (cars, computers). When all firms sell at the same price, any firm trying to raise its
selling price will experience a decrease in sales and revenue (preventing firms from raising
prices unilaterally), on the other hand, any firm in an oligopoly that reduces its prices mainly
are likely to be replaced by competitors, resulting in small increases in sales but decreases in
revenue (for all firms in that market). This effect can potentially produce an eccentric demand
curve that lies in place of the current market level price. These results depend on the elasticity
of the demand curve and the properties of each
market.(http://en.wikipedia.org/wiki/Price_point) The number of sellers is not large because it
is difficult for newcomers to enter on the market. Every salesperson is aware of the competition
strategies and its every move. If the iron company cuts prices by 10 percent, buyers will quickly
turn to it. Other blacksmiths should respond by lowering prices or increasing services.

In the case of prestigious products, consumers think that a higher price means higher quality.
In a monopoly, the demand line shows the total market demand caused by different prices. If
the company encounters competition, the claims from different prices will depend on whether
the competition prices remain unchanged or change with the company prices. Consumers are
less price sensitive when the product they buy is unique or of high quality, prestige or
exclusivity. They pay less attention to price even when similar products are difficult to find or
can’t easily compare the quality with a similar product. Finally, consumers are less price
sensitive when the overall cost of the product is relatively small compared to their revenue or
when they share the cost with someone else. If demand is elastic, sellers may reduce prices. A
lower price will produce higher overall revenue.

More and more companies need to understand price sensitivity and their customers, their
expectations and the exchanges that people are willing to make between prices and product
features.
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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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Price is the only market variable that directly provides income. It is an integral part of the
product / service market and is important because it affects demand. It is related to the other
elements of the marketing mix and is not isolated from them.

The price that the buyer pays for the product or that is required for it, becomes the reference
price on the basis of which other products will be evaluated. Reference prices are not constant
and change depending on the market situation.

Price is the only variable in the marketing mix that can be changed in a short time without
reimbursement. At what price it will enter the market depends on the independent decision of
the organization itself or under the influence of operating factors.

The price charged for the product refers not only to its physical attributes but also to many other
aspects of the purchase that may affect the experience of its value. For example, when selling
cars, the price includes not only the vehicle but also some features such as: built-in air
conditioning, warranty period and servicing under certain conditions, discount for the next
purchase, etc.

Pricing is complex. The reason for this is the large number of variable and heterogeneous
influencing factors and the high degree of uncertainty. Therefore, it is necessary to make
significantly more effort in this process.

Equally important are the internal and external influencing factors. Internal factors refer to the
overall strategy and practice of the organization, its goals, the measure in which it wants to
control prices, the current approach in price formation and the degree of engagement of the
organization in the market, ie whether the market approach approaches the expansion of market
activities or as a separate strategic activity. External factors include the activities of the market
competition, the level of market demand, legal restrictions in terms of prices, government
regulations and obligations as well as the general economic conditions of the market.

Product type or industry affects prices. For example, technologically advanced products
typically have less competition. When products have unique advantages, their price is more
stable than other factors in the marketing mix. When setting the prices of its own products, the
organization must take into account the competitive prices, as well as the prices of alternative
products. The entry of the organization into a new market usually follows the reduction of prices
of similar products in that market. Sales promotion is an element of the promotional mix with
a long tradition. It can be said that it appeared at the same time as propaganda, and even earlier
than it when small traders and craftsmen used various activities to provide information and to
facilitate and increase sales. Since then, greater importance has been given to economic
propaganda, especially with the development of the mass media, and their advantage in
communication, as well as personal selling. In order to improve and stimulate the sales process,
in the early 80's sales promotion activities gained their true significance.
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