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Abstract:

The pricing strategy of a newly established business or local brand in
Indonesia becomes very important. Indonesia is still believed as a developing
country which the society still prefers global brands and products more than
their own locals. But in these present days, people are beginning to give the
locals chances and started to be proud to wear local products. The problem is
that local brands are either set their prices too high because they have the
overconfidence to sustain in the market or set their prices too low because
they are afraid that society cannot accept them in competition with global
brands. The study is researching what are the perceived values of the
customers so that the right pricing strategy can be made and suit the market
exactly. By using descriptive and multiple linear regression analysis,
functional, economic, emotional, social, and service dimensions are taken as
the variables towards the perceived values that will determine the pricing
strategy of local brands, as the subject of this research. Giving questionnaires
to 400 generation Z as the sample, those who are born between 1995 to 2010.
The result shows that the five dimensions of value are significant towards
their willingness to pay more and having a linear relationship to increase the
price as they increase their product’s perceived values.

Keywords:

Pricing Strategy; Perceived Values; Generation Z; Local Brands; Willingness
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Introduction

Indonesia has still been known as a developing country in which the people themselves look
up to other more developed or well-known improved countries more than their own, including
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how people are motivated to consume global brands rather than their own locals. This
unfortunate phenomenon was caused by the customers’ understanding that global brands have
higher qualities and represent status symbolism, quality and prestige, especially western’s
products (Ratriyana, 2018). In Indonesia, there are two types of halo effect that can emerge
which a brand cannot be separated from their home country regardless of the customers’ brand
knowledge; the brand image based on the country of origin (COO)’s stereotypes when the
customers are lack of brand’s information, and inter-trait halo effect where customers’
knowledge about a particular brand might influence their judgement towards other brands that
are coming from the same COO (Sulhaini, Rinuastuti and Sakti, 2019).

However, as individuals with different personalities, people’s preferences and perceptions
towards a product also differ from one to another. These differences are caused by the opinions
toward the product’s quality, price and the combination of what quality the customers can get
from purchasing a product at a certain level of price (Kussudyarsana, 2016).

Indonesia’s government has been trying to increase and develop the local businesses in order
to bring positive impacts also for the national overall economy. As Joko Widodo, Indonesia’s
current president, declared that the citizens should be depending on local products consumption
to improve macro economy. To support the movement, there have been inclining supports for
local products, including campaigns and persuasions from influencers.

But in order to achieve it, mutual relationship between the customers and the sellers is required.
To gain the customers’ trust and interest, the sellers or business owners should be able to offer
the right value for the targeted customers. As mentioned before, each individuals have different
perceptions that reflected in their perceived values towards a products. Therefore, the sellers
must know what are the perceived values of their target customers towards their offered
products. The local brands have problems that are observed to be critical since they overprice
or under-price their products because they are either too confident so that they set higher prices
but it results in customers’ avoidance that they rather spend their money on more well-known
brands, or the opposite, they are lack of confidence and set their prices too low and results in
customers’ perception of “low price means low quality”.

As the scope of limitations, the research will be conducted by giving questionnaires to
generation Z in Indonesia, both males and females. The questionnaires aim to get the
information about their perceived values for local products.

To conclude, the aim of the research is to know how are the perceived values of Indonesian
generation Z, measured by the four plus one dimensions of value, which are functional,
emotional, social, economic plus service dimensions towards customers’ willingness to pay
higher prices on a product.

Literature Review
There are five topics that are discussed in this paper, they are local brands, perceived values,
willingness to pay, generation Z and pricing strategies.

Brand

A name, design, symbol, or any form of major feature that can make those who see it identify
a product or services from a business or organization is called brand. Brand can represent both
of the product and the organization itself and provides a lot of information, such as the identity,
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value, and other unique features of themselves and also able to urge and convince the customers

to make the purchase of the product or service that the organization offers, and therefore it is

one of the most powerful tools to use to differentiate an organization or business than the others.

To improve a brand, brand name is very important to be considered. The brand name

communicates the identity of one brand from another. And therefore, a brand has its own

personality which is one of a kind setting of brand affiliations inferring a guarantee to the

customers, and incorporates the focal, ageless embodiment, or the centre character (Selase et
al., 2018).

Local Brands

Local brands are defined as brands that exist in one country or in a limited geographical area,
and international brands are the brands that have globalized marketing mix or strategy. In a
short way, a brand of a global that has globalized has the opportunity to take advantage from
strong economies of scale. But even though the benefit of the international brands and firms
are huge and inevitable, the local brands also have strategic advantages that should be
considered, such as the ability to respond to local needs, flexibility in running the business,
possibility to respond to both local and international competitors and possibility to balance the
portfolio of local and international brand to manage risk on worldwide basis (Schuiling and
Kapferer, 2004).

However, no matter how beneficial the local brands can be, the halo effect of the foreign brands
is still unable to be avoided. A country image has been often suggested as one of the factors to
affect the consumers’ behavior which adds up to how the consumers see the brands and
products. The country of origin (COO) information takes role as a cognitive cue for the
customers to generalize the attributes of the products/brands form particular countries.
Especially in Indonesia, an even well-known and strong brand cannot be separated from their
home country and therefore the halo effect can emerge regardless of the customers’ brand
knowledge (Sulhaini, Rinuastuti and Sakti, 2019).

Perceived Values

Previous studies have been conducted to determine the factors on perceived values, for
example, a study by Zeithaml in 1988 which viewed value as a trade-off between getting
(benefit) and giving (cost) (Zeithaml, 1988). Sweeney and Soutar then came up with the four
value dimensions; functional, economy, emotional and social dimensions of values (Sweeney
and Soutar, 2001) that has been proven to be successful to measure customers’ perceived values
of different products such as clothing and durable goods by later study by Nguyen in 2015
(Nguyen et al., 2015).

In 2018, research done by Yan Hong to determine the framework of consumer’s perceived
values experimented using product, cost, service and relationship dimensions. The use of the
service dimension in determining perceived values also been done in 2005 by Ye and Jia and
in 2015 by M Hazura, which mentioned tangibility, responsiveness and information quality as
part of service.

In online platforms, the customers cannot really see the real product or feel the materials in
person. This sometimes results in doubts whether to purchase the product or not because the
fear of buying the wrong product or not meeting their expectations of how the products will be
like. Therefore, logically, online sellers should be able to describe their offers very well and
provide the demonstration of the product as best as they can so that the customers can imagine
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the real product with minimum doubts. It is very common that the customers will ask the sellers

bunch of questions about the things they are interested to buy. And it is very necessary for the

sellers to be able to answer and provide what the customers need to know. Despite of the

information, the service given by the sellers such as their responsiveness becomes mandatory
for online sellers.

Functional Dimension of Value

Functional value which includes the performance and quality of a product, is an utility derived
from the customers’ perceived quality and expected performance of the product. It speaks about
the quality for the consistency of quality, well made products, standards acceptance, reliability
and durability of the products. Quality is directly related to the customer’s purchase intention
and their personal attitude towards the brand. Not only that, the functional value of a product
which includes the features and materials that engineered and designed specifically for the
brand is to deliver a predefined performance and functionality to the consumers. Sometimes
the customers expect over and above its normal functions. A product with added values and
functions may be made by high quality materials to perform the customers’ expectation on the
product. Especially for apparels products, customers in universal are demanding desired
functional and aesthetic properties in one product. The products with those added functional
attributes will be sustainable to capture new market and new customers. Logically, regarding
the various choices that the customers have to buy a certain product, only the best quality
product will be chosen and be continuously exist and survive in the market (Zahid, 2017)

Economic Dimension of Value
The economic value or the price or value for money spent is the utility derived from the product
according to its perceived short and long term costs reduction. Values of economy in the
perspectives of the customers are about how a product or service is reasonably priced, offers
value for money, good price for the product or service received, and would be economical
compared to the other similar products or services (Nguyen et al., 2015).

Speaking of an ideal economic exchange, both the buyer and the seller refer a value that is
greater than what they gave up. This means that both parties are gaining economic advantages
because they each accept something that may be more useful to them compared to what has
been paid. Sweeney and Soutar gave their thoughts that despite of many disagreements,
economic-cognitive view of value became popular among the others even many criticized that
the view is too simple and narrow. In particular, value conceptualization as quality and price
trade-off was reduced to “value for money” notion (Sadnchez-Fernandez and Iniesta-Bonillo,
2009).

Emotional Dimension of Value
Based on Sweeney and Soutar’s explanation, the utility that was derived from the feelings or
states of affection that generated by a product is the emotional factor that affects the customer
perceived values. The factor includes the enjoyment, relaxation, pleasure gotten by using the
product and making the consumer desires to use the product again in the future.

Emotional value is an advantage gotten from experiencing something new or different which
has positive impact towards consumers’ purchase intention. Consumer perception about
foreign and local brand also builds affective components that include consumers’ emotional
value that creates fun and enjoyable experiences. A previous study done by Nor Asshidin found
that emotional factor is a good predictor in knowing the relationship of purchase intention
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among the consumers, or in other words, brands that offers high emotional value are likely to
be purchased more (Asshidin, Abidin and Borhan, 2016).

Social Dimension of Value

The social self-concept enhancement that consists in the social value is the utility derived from
the ability of enhancing social self-concept or one’s image of a product. The factor is driven
from how the products are able to help the users or consumers to feel more acceptable, improve
their social perceptions and impression, and give them social approval (Sweeney and Soutar,
2001). This social value is important towards the customers’ final decision and therefore
becomes necessary for business to maintain a good social reputation (Budreviéiité et al., 2019).
Community and sociality started to become a sensational discussion topic. Due to numerous
changes in technology, politic, culture and demography, individuals in the modern society are
being more detached from the past bonds and obligations with constraints but also with
enduring social ties. Therefore, we can conclude that people nowadays seek products and
services that can fulfill their desire for communities as social solidarity more than their use
value (Jiao et al., 2018).

To conclude, this research is using four plus one (4+1) dimensions of value to determine the
perceived values of generation Z in Indonesia. They are the four values by Sweeney and Soutar
which are the functional, economic, emotional and social dimension and also service
dimension. The reason that the research added service dimension is because the target subject
of the research is an online store in Instagram without having any offline stores, therefore
service value suits the type of the business as explained before.

Willingness to Pay

Willingness to pay a higher prices becomes one of the important goal of companies, since it is
a challenge for them. More desired or expected benefits to cover the costs will result in higher
retail prices. It possess great importance for the companies to have the ability to set their prices
higher or in other words, charge the customers with premium prices. (Zemguliené, 2014).
Previous researches have been stating that the customers’ purchase intention or willingness to
pay is based on their perceived values towards a product with linear relationship which means
that customer’s willingness to pay more for higher price or even resulted in repurchase
intention and loyalty will be obtained by the perception of the customers that they are getting
higher and greater perceived values (Netemeyer et al., 2004).

The tendency of the customers to be willing to pay more are also influenced by the value
perception related factors. The relationship between perceived values and customers’
satisfaction is backed up by the customers’ experience of waiting to receive advantages that
are greater than the cost they made on each purchase. A decrease or increase in cost of benefit
that the customers get post-purchase changes their perceived values that leads to decreased or
increased satisfaction. In short, the customer’s satisfaction after purchase depends on the
customers’ level of perceived values that shows the relationship of importance of perceived
value dimension on willingness to pay more, mediated by the customer’s satisfaction
(Demirgiines, 2015).

Perceived value that has been related with the received benefits from a product is most likely
related also to the sacrifices or costs that the customers made for the product, whether it is good
or service. Therefore, the value will increase as the quality increases and/or the sacrifices made
decreases. Those benefits are the expected benefits that mentioned in the term, that the
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customers expect from a product. These expected benefits are considered as the main

determinants for a product’s value that has direct effect towards customer’s willingness to pay

higher prices. On the other hand, the exchange of value, represented by willingness to pay and

price, was considered as one of the most important practical measure of information value
(Lopes and Galletta, 2006).

Generation Z

Generation Z is the generation born after the generation Y, which ranged based on their born
year. Oblinger and Oblinger stated that generation Z is the generation that was born between
1995 to 2010 (Oblinger and Oblinger, 2005). In digitization point of view, generation Z should
be highlighted as those who were born in the 1990’s and raised in the 2000’s (Dangmei and
Singh, 2016). It is the youngest generation which has their own opinions and characteristics,
regardless that every human is an individual and different from one another and many attempts
of generalizing a group of people have been made.

There are some opinions towards the generation including that the generation is going to spend
their youth and adult in an era of the renewal of economy and social and highlighted the fact
that generation Z can work in both real and virtual worlds as they apprehend those worlds are
complementary to each other. This resulted in how generation Z would not only uses the
internet or any sort of the world technologies, but also create and control it. They wanted to
have a career immediately without any effort and look for a job around the world because they
have the ability of mobility and language (Dolot, 2018).

Pricing Strategy

Price, as the only revenue generating marketing mix variable, is a strategic variable and pricing
decisions may bring significant leverage to achieve the organizational success tactically and
short-term oriented. The price can retaliate against and disciplines competitors by lowering it
while increasing the price shows prestige or exclusivity. Therefore, a price should be managed
right according to the real goals by setting the right pricing strategy.

Pricing strategy is a plan that an organization set to manage prices so that they can compete in
amarket and achieve the organization’s goals and objectives (Weber, 2012). Setting the pricing
strategy is influenced by some factors, such as the brand image, geography, discounts, price
discrimination and sensitivity and other factors related. Also, each of any organization that
about to set a pricing strategy should consider their shareholders too (Sammut-bonnici, 2017).
There are many theories regarding the pricing strategy. But based on the Sammut-Bonnici
paper as the background theory for this section, there are six (6) types of pricing strategy that
can be applied. It depends on how the customers are demanding the product, how the
competitor sets their prices and what are the options available. Those six types of pricing
strategies are mark up pricing, value based pricing, competition based pricing, penetration
pricing and skimming pricing.

Methodology

First of all, the researcher set the topic of Perceived Values towards ILKA’s Pricing Strategy
as the subject that represents Indonesian local brands and products. Once the topic was assured,
the researcher identified the problems within the topic and done a preliminary study about
ILKA and previous researches about perceived values. After setting the research framework
based on the most suitable variables, a questionnaire was made in order to get real responses
to answer the research objectives. The questionnaire’s title is “Generation Z’s Preferences in
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Shopping”, conducted in Bahasa Indonesia to minimize the misunderstanding by the

respondents. The questionnaire included the introduction and brief explanation of the research

and the purpose and terms of the survey. It was conducted with seven parts. The first part is to

collect the respondents’ data, the second until the fifth part are based on the previous research

regarding the functional, economic, emotional and social factors done by Sweeney and Soutar.

Each of the questions were labelled as shown in table 1. Other than these questions or

statements, the questionnaire also consists open questions regarding the respondents’

suggestions for ILKA’s specific pricing and improvements that can be done by ILKA and any
other local brands in general.

Table 1: Questions Labels
Part Labels Questions / Statements
“The product that I buy should be made of materials with

FUNZ2 e
best qualities
“The product that I buy should last long (high durability,
FUN3 . »
does not break quickly)
Part I — FUN4 aThle Eroduct that I buy should pass the safety standards that
Functional PPy

FUNS | “The product that I buy should have good quality”

Dimension FUNG “The product that I buy should be able to maintain the
quality with consistency”
FUN7 | “The product that I buy should look good”
“The product that I buy should pass the quality standards
FUNS »
that apply
ECO2 | “The product that I buy should have a reasonable price”
Part 111 — “The product that | buy should have a suitable value
. ECO3 ”»
Economic compared to the money spent on purchase
Dimension “The product that I buy should be more economical
ECO4 - »
compared to the other similar products
Part IV — EMO?2 (I"gle pl)roac}fltlecrt id‘:)alic Iil’:’l;ly should be able to make me feel good
Emotional PPy Y

“The product that I buy should be able to make me want to

Dimension | EMO3 buy it again in the future”

“The product that I buy should be able to make me feel
SOC2 . C
PartV — acceptable in my surroundings
Social

Dimension S0C3 “The product that I buy should be able to give me good

impression in front of my friends and relatives”
SOC4 | “The product that I buy should suit the culture in my place”
SER? “I become more eager to buy a product when I receive useful

Part \V[ — information”
Service SER3 I becorpe ,r’nore eager to buy a product if the seller is
Dimension responsive . .
SER4 “I become more eager to buy a product if the platform is
easy to use”
Part VII — “The brand’s country of origin (national identity) matters a
. CO01 . . »
National lot for me in purchasing a product
Identity COO2 | “I don’t trust or want to buy Indonesia’s local products”
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“Indonesia’s local products are still unable to compete with
C0O03 »
the global brands
“How much price do you willing to pay for the product
PRICE »
Part VIII - shown above?
Insights IMPIL What are y,?ur suggestions for ILKA to improve their
businesses?
IMPGL | “What do you think local brands in general can improve?”’

The first step of the research analysis is to get 400 Indonesian generation Z, based on Slovin’s
formula of sampling, as the respondents to fill a questionnaire as the primary source of the
research. The questionnaire consists of statements that should be rated from the scale of 1
(totally disagree) to 4 (totally agree) as their level of agreement towards the statement. After
the target number of respondents were achieved, the data was analysed quantitatively, with the
help of R Studio, an open-source application to process data (RStudio Team, 2020). The data
will then be tested for its validity and reliability. The validity test was done by conducting
correlation test and set the limit Speaman’s correlation value of 0.5. The data’s correlation
value should not be above 0.5, except for the same dimension’s variables. The reliability test
was done by calculating the Cronbach’s alpha, setting 0.7 as the minimum of the alpha to
determine whether the data is reliable or not.

To support the research, journals and papers are read and made as the secondary source of the
research. Collecting secondary sources were done while getting the primary source which is
the questionnaire’s respondents. The data gotten from the respondents are analysed
descriptively and also used multiple linear regression to get the final outcome.

Discussion and Analysis

4+1 Dimensions of Value towards Customer’s Willingness to Pay More

Based on the results, this study concludes that the four plus one (4+1) dimensions of value
theory is applicable to the research. The descriptive analysis that was done to search for the
significance order of variables found that the most important or significant variable of
Indonesian generation Z’s perceived values is the value for money variable, from the economic
dimension of value. The entire findings of the descriptive analysis are shown in Table 2.

Table 2: Descriptive Analysis

Independent Average Scale of 3- Independent Average Scale of 3-
Variables %1 4 9) Variables %1 4(%)
FUN2 | 3.284 | 89.60% ECO2| 3.626 | 95.20%

Economic
FUN3| 3.633 | 97.30% Dimension ECO3| 3.667 | 97.90%
_ FUN4 | 3521 | 89.90% ECO4| 3.337 | 85.70%
E‘.J”Ct'o.”a' FUNS | 2.592 | 95.90% soc2| 2562 | 56.10%
Imension Social

FUNG6 | 2.562 94.10% Dimension SOC3| 2.802 67.40%
FUN7 | 3.335 | 87.50% SOC4| 2.694 | 60.80%
FUNS8 | 3.523 89.90% Service SER2| 3.626 96.90%

EMO2| 3.408 | 91.10% Dimension  sgR2| 3567 94.40%
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Dimension EMO3‘ 2.7187 ‘ 60.50% SER4 | 3.399 91.20%

The scale 3 to 4 represents the scale of agreement. The data were further processed by using
the multiple linear regression (MLR) analysis. The MLR is conducted to find the equation and
significance of each dimension of value towards willingness to pay. The final result of the
entire analysis is an equation to represent the contribution of each value dimension towards’
generation Z’s willingness to pay for a product. Before conducting the MLR, classical
assumptions were checked, such as the normality test, multicollinearity test and
heteroscedasticity test. All three assumptions were passed and therefore the data is normally
distributed, no collinearity detected by the variance inflation factor (VIF) method, and there
are no heteroscedasticity detected by using Breusch-Pagan test. The equation is shown below.

Price = —162.52 + 16.47FUN + 15.86ECO + 16.54EMO + 15.9050C
+ 17.54SER

The equation is in thousand rupiahs. The equation can be interpreted as the price value is —
162.52 when there are no value from each dimension of perceived values. The price will
increase by 16.47 if functional dimension increased by 1 unit, 15.86 for economic dimension,
16.54 for emotional dimension, 15.90 for social dimension and 17.54 for service dimension.

All of the dimension of value have the same p-value of <2e-16 that means that they are all
below 0.05 and therefore, they are all equally significant towards price. However, an increase
in service dimension will have the highest contribution towards the increase of price, followed
by functional, emotional, social and economic dimension respectively.

Previous studies done by Soutar and Sweeney used four dimensions of value, which are
functional, economic, emotional and social values. This research tested the ability of the model
to explain customer’s willingness to pay measured by those four values only, the result of R-
squared is 0.8541, which means that 85.41% of price or willingness to pay more on a product
can be explained by the four dimensions of value model. But by adding service value into the
model, the R-squared was improved by 7.15% that the 4+1 dimension of value, may explain
92.56% of product’s price or customer’s willingness to pay and they are all significant.
Therefore, it can be concluded that the new model, 4+1 dimension of value is acceptable.

Indonesian Generation Z’s Perceptions about Local Brands

The questionnaire includes the question that refers to the customer’s point of view towards
local brands and comparing it to global brands. The results showed that the respondents,
representing the whole Indonesian generation Z, still see the country of origin of a product but
disagree towards the statement of how the respondents do not believe in local products and that
local products are not able to compete with global brands.

Table 3: Country of Origin Results
Scale of Agreement
1 2 3 4

Variables Statement

“The brand’s country of origin
COO01 (national identity) matters a lot for  12,80% 32.90% 31.80% 22.60%
me in purchasing a product”
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“I don’t trust of want to buy
Indonesian local products”
“Indonesian local products are
COO03 NOT able to compete with global 4450% 25.20% 16.60% 13.60%
brands”

CO02 62.00% 18.70% 10.10% 9.20%

Seen from Table 3, the respondents answered mostly that they value country of origin or the
national identity of a product when they are about to buy something. However, the COO2 and
COO03, which invites the respondents’ perspectives towards Indonesian local products, they
answered mostly that they trust local products and they believe that Indonesia’s local products
are able to compete with global brands in the market. Therefore, it can be concluded that the
label of “local products” or “made in Indonesia” will not have negative influence towards the
customer’s perceived values in a product.

Conclusion

From this research, it can be concluded that all of the 4+1 dimensions of value, functional,
economic, emotional, social and service value dimension are significant towards the customer’s
willingness to pay higher price. Among all variables, value for money from economic
dimension of value has the highest average scale and therefore sellers should enhance it more
on their products. They are suggested to be confident, since the data shown that Indonesian
generation Z are already open minded and willing to consume local products, and show their
value more to the market. Show them why the business’ products are worth to be exchanged
for customers’ money because these are what matter most to them. However, to increase value
that linear with the prices set for the products, sellers or business owners may refer to the 4+1
dimensions of value since they are all significant towards Indonesian generation Z’s
willingness to pay higher prices.
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