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Abstract— This article intends to carry out a systematic review of the literature on pricing and promotion, as variables that impact
profitability in organizations. To achieve this purpose, a systematic review was performed upon the most relevant academic journals (according
to Scimago and Country Rank), for the period between 2018 and 2020. The article puts into evidence the correlation between pricing and
promotion, as well as the different price-promotion tactics employed by organizations (including coupons, free samples, loyalty programs,
discounts and cross selling, among other practices). An array of external factors was also found that affected pricing and promotion performance,
making the study more complex. Therefore, despite the correlation existing between the variables at issue, it can be concluded that the success
of a price-promotion strategy does not depend exclusively upon itself, but that the results of a monetary discount can be affected by multiple
environmental phenomena. Finally, the text concludes with a presentation of certain endogenous factors that can impact the results of price-
promotion strategies.
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I. INTRODUCTION

Before diving into a search for articles, an extensive list of relevant journals in the field of marketing was drawn up. This list was a result
of combining the 2018-2019 Scimago Journal and Country Rank and the classification drawn up by The Chartered Association of Business
Schools regarding marketing-related academic publications. The Scimago Journal and Country Rank is an online tool that includes both the
journals and certain scientific indicators for the relevant information contained in the Scopus database. It is useful to the extent that it provides
a relative quality index, comparing academic journals based on objective criteria such as the amount of times each article gets cited or referenced
by other authors or academics and the number of articles published by the journal. It then uses an algorithm to calculate the ranking of each
journal relative to the others.

The Chartered Association of Business Schools provides an academic journal guide with some important differentiating factors. The guide
is built upon peer-reviews, and an editorial committee evaluates all the journals. The committee goes beyond mere weighted average journal
metrics such that the guide reflects the views of the academic community rather than simply enumerating objective metrics. In contrast to The
Scimago Journal and Country Rank, the guide created by The Chartered Association of Business Schools considers subjective input, and is
relevant insofar as it describes the posture of the academic community towards a publication and takes into account certain non-quantifiable
factors.

There are certain aspects were found when using The Scimago Journal and Country Rank together with the guide of The Chartered
Association of Business Schools that are worth pointing out. First, neither list is collectively exhaustive, meaning that neither one includes all
the journals available to researchers in the field of marketing but only those calculated by the algorithm (in case of The Scimago Rank) and the
ones collected by the editorial committee (in case of The Chartered Association of Business Schools guide).

Furthermore, upon comparison, it can be concluded that these lists are not mutually exclusive. This means that the same journal gets ranked
divergently upon examination of the different criteria used to assess its quality, academic rigor and relevance to the field of marketing, especially
when studying pricing and promotion. Because of this, only the journals ranked in the top ten positions of both rankings were selected to obtain
the articles for this literature review.

Thus, the journals selected for performing a search for articles related to pricing and promotions were: European Journal of Marketing,
International Journal of Research in Marketing, Journal of Consumer Psychology, Journal of Consumer Research, Journal of Marketing, Journal
of Marketing Research, Journal of Retailing, Journal of Business Research, Journal of Economic Behavior and Organization, Journal of
Economic Psychology and Journal of the Academy of Marketing Research.

The databases used for the search were ScienceDirect, EBSCOhost, Emerald Insight and ISE Web of Science. The key/search terms used
in the databases and journals were: pricing, price promotion, promotions, price strategy, promotional methods, price reductions, advertising,
price perception, publicity, discounts, and promotional effectiveness.

Articles for the last five years were prioritized, and after reading 50 articles of the 70 chosen, the conceptual framework displayed in figure
1 was built to show the main concerns in recent research related to pricing and promotion, the relationships amongst concepts and the
intersectional concepts that enable construction of the literature review.

| Pricing |

Price
dimensions

Promotion
Promotional
campaigns

e + Coupons
sion Brand choice &
making loyalty

+ Sweepstakes
+ Contests
* Cognitive s, + Free samples
affect + Trial packages
*  Uncertainty *  Loyalty reward programs
- Gifts
* Upgrades
Price +  Cross-selling.
promatians + Price discounts

Message framing —
Communication-

‘Consumer behavior
(responses)
Internal price s
reference ;
Expectations &
perceptions

Pricing
strategies

* Relative price

* Price volatility Price
discrimination

Types of
products

| Characteristics

[ s ]

" Depth
+ Frequency
* Duration

*  Inclusive vs. Hedonic vs.
exclusive (targeted]  Utilitarian or
*  Gamble vs regular

Figure 1: Conceptual framework.
Source: Own preparation.

Il. 1Il. LITERATURE REVIEW

Pricing and promotion are two major marketing mix variables [1], [2]. Pricing is critical because it determines the behavior of both the firm
and the consumer, determining the innovation’s profit potential for the former, and for the latter, by representing the cost a customer is willing
to pay for certain benefits, and signaling the quality of a good [3]. The objective of promotion, on the other hand, is to directly impact the
behavior of the firm’s customers [4]. More specifically, sales promotions intend to create urgency in the minds of shoppers, so they are persuaded
to purchase [5], besides improving brand awareness and, in the case of digital organization, increasing indicators like web traffic [6]. Finally, a
correct implementation of a price-promotion strategy can lead to benefits for consumers, distributors and manufacturers [7].

But pricing and promotion cannot be studied separately, since both combine to achieve one of the most important goals of the marketing
practice, namely, to increase sales [5] which eventually contributes to increased profits for the organization [3], [8]. The implementation of



promotions can directly affect price performance. Simple presentation of an economic value and its corresponding discount in a vertical or
horizontal format can produce changes in product sales [9]. Additionally, no matter the promotional campaigns implemented, they all result in
a perceived change to the regular price of a product [5] even when the price has suffered no modifications, but the promotion promises a discount
[10]. Thus, through this intersection of both these marketing mix variables, temporary discounts or price promotions become an important tool,
mainly for stimulating purchases or attracting customers to the store, but also for advertising, clearing inventories, passing on manufacturer
incentives, and driving store traffic [2], [5], [11], [12].

Sales promotions are pervasive marketing tactics [5], [13] and represent a significant part of a firm’s marketing expenditures [4], [14]. As
such, they are an important topic of research for marketing scholars [4], [5]. [15], [16]. In this regard, numerous attempts have been made to
estimate the effectiveness and impact of price promotions [4], [17]. The reason behind these attempts is the fact that previous research has
shown that people have a general tendency to favorably evaluate price promotions [18], and also that specific types of price promotion have
given rise to divergent responses and purchasing behaviors in customers [19].

Price promotions are pervasive in consumer markets and customers are often overwhelmed by the various forms of sales promotions offered
to them [20]. Close to 50% of a firm’s marketing budget is spent on price-promotion related marketing campaigns [21]. The main reason is
because these increase short-term unit sales [22], but there are other aspects in the complex arena of price promotions that are worthy of being
researched or studied, such as the types of price promotions implemented [4], [12], [18], the monetization model used [23], the influence of the
kinds of products purchased [2], [3], [24]-[30], the product lifecycle [31], the moment of disbursement (prepaid or post-payment) [32], the
characteristics of the price promotion strategies [12], [18], [22], [33], [34], the perceptions and expectations of the consumer making the
purchasing decision [3], [4], [14], [15], [18], [20], [24], [28], [30], [35]-[37], or the way they are communicated to customers [4], [27], [38].

All these variables are currently on the radar of scholars and research studies, because they can all cause variations within the expected
results when price promotions are implemented. This means that common sense says that customers respond positively to price promotions,
deriving in increased sales and profits and consumer satisfaction. In the short term, implementation of price-promotion campaigns tend to work,
as they reduce the price sensitivity of certain consumers, thus stimulating demand [39]; but there is also counterintuitive evidence regarding the
effects of price promotions. Studies covered in this literature review show that not all price promotional campaigns have a positive effect upon
increased sales and profits [2], [14], [15], [17]1-[19], [26], [28], [40], and do not always create or preserve loyalty [15], [19], [33], [40]. Also,
there are results showing a positive view and influence of uncertainty when applying price promotions [20], [36]. Besides, the ongoing use of
price-promotions can affect a firm’s brand equity, decreasing the perception of value or quality amongst brands’ consumers [41]. Brand equity
is a very important indicator for marketing departments, and a company’s long-term success also depends on it, meaning that this secondary
effect can be described as negative [41].

Before delving deeper into each of the elements that make price promotions comple, it is key to start from a more general perspective and
describe certain aspects that are important for understanding pricing and promotion. These aspects are: the distinction between promotional
campaigns and the place of price promotions within them, and the internal reference price and the way it affects price evaluation. Common
forms of promotional campaigns include coupons, price discounts, sweepstakes, contests, free samples [2], [4], trial packages [42], loyalty
reward programs [20], [43], gifts [14], [36], one-millionth customer promotions, instant-win promotions, scratch-and-save discount promotions
[44], cross-selling promotions [8], [19], upgrades [45], and donation promotions [16]. All campaigns can be categorized as monetary, containing
discounts and coupons; or non-monetary, which are the remaining types of campaigns [4]. It is important to mention, regarding monetary and
non-monetary promotions, that, apparently, consumers are more influenced to buy with monetary promotions, like price cuts, compared to other
types of non-monetary promotions such as additional gifts for purchasing a product [46]. Thus, price promotions are a form of monetary
promotion as the promotional incentive in non-monetary promotions is not added to the price of the product [14].

The internal reference price is a concept that serves as a tool to measure whether the price defined for an item is sufficiently attractive for a
customer [11], [30]. It is mentally stored and actively constructed [38] and is the result of the empirical generalization that consumers “do not
merely judge the absolute price, but evaluate it against reference points” (van Oest, 2013, p. 62), which are constructed based on several factors
including previously observed prices or a store’s environment [30]. Kan et al [38] distinguished between External Reference Price (ERP) and
Internal Reference Price (IRP), wherein the former refers to the reference price found on the shelves in the product category, and the latter to a
reference point based on a recall of previous prices. Therefore, the assumption of having an internal reference price comes from the theory that
consumers do not consider the absolute price, but rather evaluate it favorably or not depending on perceived gains or losses when they find it
falls below or above an internal point of reference [3], [38].

This is an important concept, because consumer behavior relies on perceptions and expectations [15], [48], so the way customers react to
pricing strategies and promotional campaigns depends on how they compare them to their own expectations and the mental relationships they
make when valuing the worth of a purchase. Now that the reference price concept and the differences between promotional campaigns are clear,
this literature review on pricing and promotions will describe the variables that make the formulation, implementation and evaluation of price
promotion a very complex process. Current and upcoming research is studying how customers respond to promotional and pricing strategies to
evaluate their effectiveness. This effectiveness relies on the mental frameworks consumers use when buying, on the types of price promotions
implemented, on the types of products being purchased, on the way the promotions are communicated, and on the inherent characteristics of the
price promotions being offered.

In addition to the internal reference price, consumer responses to promotional stimuli depend on how people process information when
buying products. Marketing scholars and psychologists have a classification for two kinds of information processing: cognitive and affective
[24], [36], also known as intuitive and deliberate [35] or systematic and heuristic [28]. These two types of thinking have implications for the
way consumers behave and respond to price promotion strategies, since affective thinking is automatic and spontaneous, and the cognitive is
controlled and meticulous [24]. This means that other aspects such as product quality, price fairness, timing of the offer, and real necessity of
the product, among others, come into play when considering a purchase, specifically under cognitive thinking [24], [28], [35].

Affective thinking is more emotional than cognitive thinking [36], which is more objective and analytical [28]. In systematic or cognitive
thinking, consumers process information in a methodical, thorough manner; it is more reflective and time consuming. While in the affective or



heuristic mode, consumers use short-cut decision making without too much thought [28]. In this regard, Aydinli et al [24] asserted that price
promotion discourages deliberation in affective thinking consumers.

Another aspect when studying consumer behavior is the role of uncertainty when analyzing the effectiveness of price promotions and other
promotional campaigns. New forms of price promotions are being offered to customers which involve high levels of ambiguity and uncertainty.
Some authors have run studies to determine the degree of responsiveness of consumers when there are small probabilities of winning a discount
or reward when buying products [11], [20], [36], which perform differently compared to traditional price promotions. Uncertainty refers to
events wherein a person is not entirely certain whether they get a promotion in their purchase, because the promotional campaign is designed
to not grant the same benefits to all customers [20], [36].

“The term of ambiguity is used to distinguish the class of decisions under uncertainty for which the odds or payoffs are not precisely known”
[20]. So ambiguity exists when a customer can only infer the probability of success at between 10 percent and 50 percent [20]. Common wisdom
and research in psychology and economics allows inferring that imprecise or inaccurate information regarding price promotions can have a
negative effect, because it creates anxiety and purchase likelihood can decrease. However, “recent evidence suggests that people sometimes
view uncertainty positively” [36], and even that customers can consider the offer more attractive than a precise one [20]. Laran et al’s study
[36] found out that uncertainty is detrimental when the decision is cognitive and positive when the decision is affective.

Nowadays, researchers and managers are exploring the effectiveness of other types of price promotions, which better target the customers
they want to reach and innovate in the way in which they are presented to consumers. This may be due to a decreasing effectiveness of traditional
price discounts [16]. For instance, the literature contains studies on exclusive or targeted price promotions, which examine “whether consumer
response for exclusive deals will be heightened relative to those that are more inclusively available in the marketplace” [18]. Some other forms
of price promotions are studied in recent research, such as deals-of-the-day [28], and gambled price discounts [11]. The consolidation of
distribution channels like the internet, organizational capacities for segmenting and individualizing consumers thanks to technology, and the
development of new retail formats like hard discounts, create new possibilities for price promotions that companies must explore to maintain
their effectiveness [49].

Another aspect that interests researchers in marketing are variations in the effectiveness of price promotions related to the types of products
offered to customers. The literature suggests that the valuation of price and the way people respond to promotions are influenced by the product
to be purchased [29], [30]. This is a critical question that has barely been studied in marketing research: whether and how product category
impacts the promotion effectiveness [2]. Regarding the nature of the products purchased, some studies have focused on product accessibility
and whether they are top of mind [25]. Others mention the importance of product lifecycle, and how this affects price and customer perception
[3]. Additional papers have focused on product categories to identify differences in how people behave towards promotions. These categories
are known as utilitarian and hedonic [2], [24], [27]-[29], essential and non-essential [26], or frivolous and practical [29] products. All these
terms refer to the same characteristics.

Utilitarian products are mainly instrumental, their consumption is motivated by functional aspects and their value defined by their
practicality and utility [2], [28], [29]. This is consistent with the definition of essential products, which are those purchased to fulfill an inherent
need [26], and of practical products, that refer to a goal-oriented use [29]. According to literature, when buying utilitarian products, consumers
are more likely to incur in more consistent, systematic, and effortful information processing [28].

On the other hand there are hedonic products, defined as multisensory and recognized as sources of fun, pleasure, experiences, and
excitement [2], [28], [29]. These are also known as frivolous products, as they are bought for pleasure-oriented uses [29]. Another classification
refers to them as non-essential products, because there is no need for them [26]. For the above reasons, and in contrast to utilitarian products,
the process and evaluation of information of hedonic products is characterized by being less systematic and effortful [24], [28]. Some authors
therefore propose that promotions “have a stronger positive effect on hedonic purchases than on utilitarian purchases” [2].

Another important point when studying price-promotions is the distribution channel through which these are implemented (communications
and sales). In the current literature, a large number of studies can be found presenting results for traditional or physical channels. Recent studies
show that consumer behavior changes in on-line environments. Thus, the results of the same price-promotion campaign can be different in
physical and digital environments [50].

Apropos the way price promotions are communicated, this is an aspect that can make a difference in the responsiveness of customers towards
a promotional action. A customer’s perception can be shaped by how a promotion is advertised and the amount of information provided in the
promotion at the time of purchase [38]. Also, price promotions are assigned a different value depending on the framing of the message or on
the terms used, whether positive or negative, to promote discounts [4]. And price promotions can be perceived as gains by showing odd-endings

[27].

Finally, other variables that make the effectiveness of price promotions a very complex phenomenon to study and that have an impact on
expected consumer response, are the characteristics of the promotion itself, and more specifically, its depth, frequency and duration [12], [18],
[22]. Decisions made about these characteristics, their variations and combinations will contribute to increased sales and profits for the firm.
Therefore, during promotion design and implementation, depth must be considered first, defined as the percentage reduction from the existing

price [33].

A second aspect to consider is frequency, which is the average number of times a product is promoted over a specific period of time [33].
Research suggests that “frequent price cuts generate more attention from consumers and trigger more elaborate processing and rehearsal” [34].
Regarding frequency, it is important to state that promotion standardization has a positive impact on sales results. In other words, standardizing
promotions at retail chains can improve the performance of the marketing campaign, generating more sales and benefits for brands [51]. A third
aspect is duration, that refers to the period of time a promotion lasts from the time it is launched and until the product goes back to its regular

price [18].



The literature review performed also revealed several studies that help understand the relationship between price promotions and brand
choice and loyalty [12], [15], [19], [33], [40]. A price-promotion campaign can be positive or negative for a brand depending on the advertising
strategy and message used [52]. From the retailers’ point of view, it is found that they promote strong brands in a more shallow and frequent
manner compared to brands with weak loyalty [33], which is consistent with other findings stating that weaker corporate brands are promoted
more aggressively [12]. And from the consumer side, it has been found that loyal customers obtain greater discounts on average, which in turn
drives customer loyalty [40]. The choice of an appropriate price-promotion strategy can lead to increased customer retention and loyalty [23].
But loyalty can also be hindered when applying price promotions, since they reduce enjoyment and weaken consumption experience over time
[15]. Similar findings indicate that ignoring the differences between attitudinal loyalty and habit can “undermine the effectiveness of promotions
and even create unintended negative consequences on consumer purchases” [19].

The final conclusions drawn from recent research denote some counterintuitive assertions in the marketing field regarding the effectiveness
of price promotions, noting that they are usually effective in the short-term [14], [22], [28], but can have negative effects in the long run [14],
[15]. In this regard, monetary promotions are a “key tool to achieve short-term objectives, but can negatively influence other parameters in the
long-term, for example, quality perceptions, price sensitivity and brand equity” [14]. Additionally, researchers have found that sales promotions
might increase price sensitivity and destroy brand equity over the long term [4].

In order to understand the long-term negative effects of price promotions, a rationale is presented in Buil et al’s work [14] which states that
if monetary promotions are run frequently, consumers will become used to having lower prices and will eventually stop buying the product
when the promotion concludes [14]. Moreover, research suggests that price promotions might have negative long-term effects on brand sales
and consumer loyalty and this can also reduce perceived product efficacy [15]. Product efficacy also relies on the perception of quality, and
literature has exhaustively shown that higher prices are indicative of greater product quality [53].

Finally, price promotions have become so important for certain companies that their design and analysis is moving from reactive to proactive
[51]. In other words, previously discount campaigns were implemented after product launch to stimulate demand. Currently, some companies,
aware of the importance of price promotions for sales and profitability, proactively evaluate and design promotion campaigns, prior even to
producing and launching the product or service [51].

1. CONCLUSIONS

In conclusion, all the variables mentioned above must be considered, so current research is building upon the effectiveness of price
promotion on customers and firms, and there is still much more to come. According to suggested further research in most papers, scholars
should focus on specific price promotion tactics, product specificities, the precise characteristics of promotional discounts, and differentiated
decision making processes carried out by customers when purchasing. Consumer behavior is still the most complex aspect studied in marketing
research, since “major pressure for changing marketing practices may come from consumers themselves” [54], and especially, because all
individuals respond differently to pricing and promotion strategies. Also, most studies covered in this literature review suggest performing
further research with larger samples, covering broader categories of products, and considering heterogeneity in consumer preference.

For practitioners, price and promotion determine the success in sales of any organization, which impacts profitability. This review provides
current actions taken in this field and the many elements that need to be taken into account when planning, designing, and implementing price-
promotion campaigns, in order to guarantee brand equity, sales increase, customers perception and long-term sales performance.
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