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ABSTRACT

Tourism today is a mass phenomenon involving a large number of actors,
both on the demand side and on the supply side. For more efficient and
better organized performance, tourism companies need to ensure a high
quality of service and apply effective pricing strategies. Therefore, the aim
of this paper is to outline the key pricing strategies and analyze their ad-
vantages and drawbacks. For this purpose we have chosen the specific case
of farmsteads in the Province of Vojvodina, Serbia. We focus on the com-
plementary products or services provided by these farmsteads that have a
seasonal element to them, that is, they are hard to sell out of season. As a
result, we devised guidelines for entrepreneurs to enhance their business
opportunities by applying effective pricing strategies such as the marginal
costs strategy.
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PE3IOME

Typusm cerogus npefcTasiseT coboit MaccoBoe sIB/ICHNE, B KOTOPBII BOB-
Jle4eHO 6OIbIIOe KOMNYeCTBO YYaCTHUKOB, KaK CO CTOPOHBI CIIPOCa, TaK
U CO CTOPOHBI peanoxens. st 6omee 9pPpeKTUBHOI U BBICOKOOPTaHM-
30BaHHOIT pabOTHI TYPUCTUYECKIE KOMIIAHUY JO/DKHBI 00eCIIednBaTh BbI-
COKO€ Ka4eCTBO OOCTy>KMBaHMs U IPUMEHATb 3¢ (eKTUBHbIE CTPAaTernu
1eHoo6pasoBaHsA. I109TOMY Lie/Ib JaHHOI CTaTh) — HAMETUTD KIII0UeBbIe
CTpaTeruy LleHo0Opa3oBaHMs M MPOAHAINSNPOBATh UX IPEUMYIIeCTBa U
HemocTaTky. 11 9TOro Mbl BbIOpany KOHKPETHBIN CIydail ¢epMepCcKux
X034JCTB B cepbckoM pernone Boepopyna. Mbl poKycupyeMcs Ha JOIION-
HUTE/IbHBIX IPOJYKTAX WIN YCIyraX, IpefoCTaB/AeMbIX 9TUMM depMep-
CKMMM XO3SAJICTBaMM, KOTOPbIe XapaKTepU3YIOTCSA Ce30HHOCTBIO, TO €CTh
UX CIOKHO IIPOJATh BHE CE30HBL. B pesynbrare, Mbl pa3paboTaiy cOBETHI
JULA TIpefIIpPYHUMAaTeIell, HallpaB/IeHHble Ha PacIIVpeHNe BO3MOXHOCTEN
ux OM3Heca nyTeM IpuMeHeHUA 3 QeKTUBHBIX CTpaTernil IeHooOpa3oBa-
HISI, TAKVMX KaK CTPATETNs «IPee/IbHbIX M3AEPIKEK».

R-ECONOMY 4

Online ISSN 2412-0731

K/IFOYEBBIE CJIOBA
CTpaTeru, LieHbl, Ipefie/IbHbIe
U3JIEPXKKN, CETbCKUIL TypPU3M,
dhepmepckite X035IICTBA,
npoBuHLs BoesonnHa (Cepbus)

BJIATOAAPHOCTH
VccnenoBanne nopgep>xaHo
MunncTepcTBOM 00pa3oBaHus,
HAyKI U TEXHOJIOTMYECKOTO
passurus Pecriybmuku Cep6us
(rpant III 47007 1 46006)

FOR CITATION

Hprerosan, H., [lemuposny,

I., Bamiko, JX. (2018) Ot60p

U IIpMMeHeHMe [IeHOBbIX
CTpaTeruit B CebCKOM TypusMe:
IIpUMep X03ACTB BoeBoxHEI.
R-economy, 4(1), 18-23.

doi: 10.15826/recon.2018.4.1.003

Www.r-economy.ru



https://doi.org/10.15826/recon.2018.4.1.003
http://doi.org/10.15826/recon.2018.4.1.003
mailto:demirovic.dunja2@gmail.com
mailto:demirovic.dunja2@gmail.com

R-ECOMONY, 2018, 4(1), 18-23

doi: 10.15826 /recon.2018.4.1.003

Introduction

The competitive position of enterprises op-
erating in tourism industry, especially small en-
terprises specializing in rural tourism, depends
to a large extent on the applied concept of their
growth and development, i.e. on the establish-
ment and implementation of an adequate strate-
gy [1-3]. Therefore, to devise an efficient and dy-
namic strategy, these enterprises need to take into
account both internal and external factors such as
the level of the company’s development and the
market in which it is operating.

The term strategy is used so widely nowa-
days that in practice its significance sometimes
seems overrated. Everything that is important in
an enterprise tends to be referred to as strategic,
which makes this concept too broad and, there-
fore, useless as it confuses more than it clarifies.
Moreover, it is often misleading in the sense
that it emphasizes the elements and aspects
which are not crucial for the company. Ideally,
a strategy should provide a framework for the
company’s business for better coordination and
more efficient management in order to make
the company more responsive to the changing
environment [4]. The strategy should articulate
the desirable relationships between the compa-
ny and its environment, take into account the
specific nature of the business sector and thus
help the company’s management plan, structure
and organize the company’s business activities
accordingly [5].

Based on those assumptions, every strategic
decision contributes to the successful perfor-
mance of the company. All strategic decisions
can be divided into two categories: fundamental
and applied. It should be noted here that funda-
mental or the so-called corporate strategies are
based on decision-making associated with, for
instance, creation of new products. Strategies
dealing with the implementation of such deci-
sions (e.g. how to set prices or advertise the new
product) can be called applied or business strat-
egies. In this paper, we will primarily focus on
those corporate and business strategies that can
be applied in small enterprises [6], more specifi-
cally, the pricing strategies of rural tourism com-
panies, since they have more pronounced pecu-
liarities in the production and marketing phases.
These strategies should support the portfolio
product / market, i.e. should be applied within
small companies in the phase of production and
distribution to the final consumer.
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Material and Methods

Our research was conducted at farmsteads in
the Autonomous Province of Vojvodina, Republic
of Serbia. The initial stage consisted of interviews
with entrepreneurs, who were managers at nine
farmsteads. At the second stage, we analyzed the
collected data and used them for devising guide-
lines for entrepreneurs. The age of our respon-
dents ranged from 22 to 64; the average age was
43. The majority (72%) had secondary education;
about 12%, higher; and 16%, elementary educa-
tion. In addition to the interviews, we gathered
and analyzed the information about the products
and services that these companies were providing
to rural tourists, their methods and strategies of
calculating the prices and the mutual compatibil-
ity of products/services as well as the problems
that entrepreneurs faced in sales. The results were
calculated for each individual farmstead and on
average for the set of farmsteads we studied.

In the paper two concepts are used to deter-
mine the appropriate price strategy: total costs or
costs plus and marginal costs [7; 8]. Each concept
takes into account the expectations that appear
on the input market, since pricing is based on the
analysis of the production costs. We believe that
the key factor that determines the success of a
small business is the sales market.

Results and Discussion

In this section we are comparing the results of
the application of the two pricing strategies — total
costs or costs plus and marginal costs.

Fixing the prices by using the strategy
total costs or costs plus

This method of pricing usually includes es-
timation of the production cost for a product or
a service under normal conditions, that is, when
there are no fluctuations in capacity utilization,
employment or output [9]. The method can be ap-
plied to an entire range of products/services and
called the strategy of building prices. This proce-
dure is illustrated in Table 1.

After the implementation of the above-de-
scribed procedure, we add to the cost of the unit
the desired profit of the company. This element
is determined according to the company’s po-
sition in relation to its competitors, usually by
calculating the average profit rate of business
in this sphere [10]. However, the drawback of
this pricing strategy becomes evident when the
cost of a particular product or service turns out
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to be higher than the competitors’ market price Table 2
of the same product or service, which makes it Marginal cost of a product
impossible to apply the appropriate profit mar- Direct costs per unit EUR/unit
gin because the product would be too expensive.  |Materials 0.70
Therefore, most businesses choose to apply a |Staff wages 0.10
more widely spread but also more complicated Expenses 0.25
pricing strategy - the strategy of marginal cost. Total prime costs 1.05
Table 1 Additional variable overhead costs per unit
Stratggy total (ciostiel-or costs plus - Production 0.15
uggested selling price Marketing and distribution 0.20
All prices in EUR Product Administration 0.05
i L 2 Overhead costs 0.40
Direct cost of materials > 10 Total additional variable overhead costs per unit 0.80
Cost of direct manpower 4 2 Mareinal costs 1.85
. 8
Direct expenses 1 0
Prime costs 10 12 Table 3 shows an example of an income state-
Additional production costs ment on the company’s performance over a one-
Variable costs of production 5 5 year period
Fixed costs of production 5 10 Table 3
Total cost of production 20 27 Income statement, EUR
Marketing and distribution 3 3 Indicators Total |Product Product
Variable costs 2 1 P1 P2
Fixed costs 1 2 Sales 1.500 800 700
Additional administrative costs 1 1 Sales revenue 23.000| 16.000| 7.000
Fixed costs 1 1 Direct materials 11.500| 8.000| 3.500
Total costs 24 31 Direct labour 5.400, 4.000 1.400
Pre-determined profit margin (%) 10 20 Prime costs 16.900| 12.000| 4.900
Selling price 26,4 37,2 Production overhead costs” | 3.100] 2.000| 1.100
Marginal costs (total variable costs) 17 18 Production costs 20.000| 14.000f 6.000
Marketing, distribution and | 2.200| 1.000,  1.200
. . . Administration costs ?
lemg the prices by using the strategy Total costs 222001 15.0001  7.200
marginal costs Profit / loss 800|  1.000]  -200
Pricing based on the marginal costs strategy Estimated allocation of supplementary and administration
is a particularly effective method. It provides in- costs:
formation that helps companies manage product | variable costs 1.700 900 800
selection, markets, sales areas, and market seg- fixed costs 1.400|  1.100 300
menting in relation to individual categories of |2 variable costs 500 300 200
customers [11; 12]. fixed costs 1.700 700/  1.000

The ‘marginal cost’ strategy involves the vari-
able costs of a product or a service unit. These are
the costs that could be avoided if the product was
not produced at all or if the service was not pro-
vided. An example of such calculations is given
in Table 2. We were using the case of farmsteads
working as tourism and catering companies.
These farmsteads were run as family ventures.
Our calculations illustrate the profit that can be
gained by such enterprises if they sell two basic
products or services (see Table 3). The assumption
is that both products or services are realized, that
is, completed and sold to the customer during one
calendar year.
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The profit statement shows that the P2
product is selling not very well, which means
that the company management might want to
consider the question of discontinuing its pro-
duction. Such decision, however, does not take
into account the fact that this product whether
produced or not, is bound to certain fixed costs
of the company itself, such as the rent of space,
taxes, fees, equipment depreciation and the sala-
ries paid to administration. Therefore, the appli-
cation of the ‘marginal cost’ strategy should help
the entrepreneur get a clearer view of the situa-
tion (see Table 4).
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As it is evident from the example in Table 3,
the P2 product makes a difference of EUR 1,100.
This is the amount that the company would lose
if the production of this product was stopped. On
the other hand, the company’s total fixed costs of
EUR 3,100 would remain uncovered. Therefore, if
the company discontinued the production of P2
product, it would lose about would EUR 300. The
previously gained profit of EUR 800, despite the
negative result of product P2 sales, would thus
be lost if the production of P2 stopped. Although
the fixed costs could be reduced by more than
EUR 1,100 if P2 was discontinued, Table 3 clearly
shows that the optimal decision for the company
would be to continue its production.
Table 4
Fixing the prices using the strategy marginal costs
(as of 31° of December), EUR

Indicators Total |Product|Product
P1 P2
Sales revenue 23.000| 16.000 7.000
Less variable costs
Direct materials 11.500 8.000 3.500
Direct labour 5.400 4.000 1.400

Variable production over- 1.700 900 800

head costs

Variable marketing, distri- 500 300 200
bution and administration
overhead costs

Total variable costs 19.100| 13.200| 5.900
Contribution 3.900| 2.800 1.100
Less fixed overhead costs

Production overhead costs 1.400

Marketing, distribution 1.700

and administration over-

heads
Total fixed overhead costs 3.100
Profit / loss 800

The application of the marginal cost strate-
gy creates a combined effect but it also has some
limiting factors. The application of this strategy
makes it easier to search for a combined effect
that is caused by price and cost factors, affect-
ing both profits. In order to illustrate this, it is
sufficient to make the company’s profit and loss
account in two successive years (see Table 5).
Changes within the given period result from an
increase in the sales price by 20% and from an
increase in the volume of products and services
sold. Thus, in this case, we need to investigate
the effects of individual factors which lead to an
increase in the contribution (difference) to EUR
150,000 in the second year.
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Each company has one or more limitations.
They represent a critical input for business which
at some point or during a certain period limits
the business [13]. First and foremost, this is the
company’s selling potential but the limitations
can also be associated with certain characteristics
of raw materials or production, with the degree
of tourist product integration, the skills of the
productive workforce, or with the availability of
space or working assets [14]. When these limit-
ing factors are introduced into analysis, the profit
will be determined by their contributions. Linear
programming can be used to investigate each in-
dividual influence and choose an optimal plan.
This mathematical method successfully addresses
cases with a number of limiting factors and inter-
active variables.

Table 5
The combined effect of changing the volume
of sales, selling prices and costs
EUR Year 1 | Year 2
200.000| 400.000
100.000| 150.000
100.000| 250.000

Sales

Marginal cost of sales

Contribution

1. Change related to the volume of sales

Sales of year 2 at year 1 prices = -|320.000
400.000 - 4/5
Sales of year 1 at year 1 prices -|200.000
Change related to the volume = EUR -1120.000
% change in volume (120 : 200) - 100 - 60%
Sales increase = EUR -| 120.000
marginal costs = EUR 60% - 100.000 60.000
Contribution change related to the 60.000
volume = EUR
2. Change related to the selling price
Sales of year 2 at prices from year 1 320.000
Sales of year 2 at prices from year 2 400.000
Contribution change related to the price 80.000
3. Reduction in costs
Change in sales volume = 60%
(120,000 : 200,000) - 100
Marginal costs in year 1 related to the 100.000
change of volume
Marginal costs in year 2 = 160.000
100,000 + (60 : 100 - 100,00)
Marginal costs in year 2 150.000
Reduction in costs 10.000

The change in contribution of EUR 150.000 related to the
following factors:

Volume change 60.000
Price change 80.000
Cost change 10.000
Contribution in year 2 150.000

Www.r-economy.ru

Online ISSN 2412-0731


https://doi.org/10.15826/recon.2018.4.1.003

R-ECOMONY, 2018, 4(1), 18-23

doi: 10.15826 /recon.2018.4.1.003

22

Consequently, it may be concluded that the
marginal cost strategy is most suitable for com-
panies operating in unstable economic condi-
tions. In such cases, it is better to accept orders
below the level of the total value of the costs. This
recommendation is based on the need to cover
the marginal costs, which means that each level
of the contribution above the fixed costs will at
least reduce the company’s losses and help the
company stay afloat until better days retaining
its staff and preserving its facilities and equip-
ment. Thus, the application of this strategy can
help entrepreneurs to set prices [15] in such cir-
cumstances as:

1) economic recession in this business
sector;

2) excess of the company’s productive ca-
pacity;

3) seasonal fluctuations of demand;

4) situations when the company is using the
individual employment contract;

5) situations when alternative levels of busi-
ness activities are included.

Conclusion

Starting entrepreneurial ventures in the
sphere of rural tourism, such as family farm-
steads, is a complex and demanding job, since it
requires entrepreneurs to expand their expertise
in business and management. It often happens
that entrepreneurs lack experience and knowl-
edge when faced with competitive conditions in
the target market. There are dozens of farmsteads
in Vojvodina province that mainly provide tourist
and catering services. According to the research
we conducted, most of the managers and owners
we surveyed do not have sufficient knowledge
in finance and business economics, especially in
the sphere of standard and/or experimental pric-
ing methods, so they are struggling to stay afloat.
Thus, it can be concluded that to be successful
it is essential that entrepreneurs working in this
sphere should acquire the appropriate education
and skills. Farmsteads that are trying to enter the
market and are trying to cope with the unstable
environment and seasonal fluctuations in demand
need to develop and apply adequate pricing strat-
egies such as the marginal cost strategy.
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