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ABSTRACT
Objective: The purpose of this research is to highlight the role which store image and retail
service quality can play in private brand image-building in the context of an emerging mar-
ket in South-Eastern Europe (i.e. Bosnia and Herzegovina). We propose to address this issue
by seeking answers to the following questions: (1) Does a ‘halo effect’ take place between
the store image and the private brand image? (2) How does consumer’s evaluation of the
quality of the service delivered by a retailer affect the image of its private brand?
Research Design & Methods: Data were collected through a field survey via the store-
intercept method. The sample consisted of 699 customers of two large retail chains.
The data were analysed using the Structural Equation Modelling technique.
Findings: The findings of the present study suggest that store image and retail service
quality are important factors in the formation of the image of product-branded products.
Implications & Recommendations: This study offers some important insights for
retailers who intend to develop their private brand. First, the image transfer from
store brand to private brand suggests that retailers should consider the introduction
of a private brand as a brand extension, with their stores as the parent brand. Second,
we recommend that retailers put more emphasis on quality improvement initiatives
related to the store environment attributes.
Contribution & Value Added: This study enhances the discussion on the phenomenon
of private branding by analysing the store-level factors which underpin the formation
of private brand image in the context of less developed European markets.
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INTRODUCTION

Private brands (here PBs), also known as private labels, own brands, retailer brands, house
brands, store brands or distributor brands, are brands owned and sold by a retailer in its
own stores (Diallo, 2012). These brands have undergone a profound transformation over
the years - from generics to copycats or mimics to premium brands (Kumar &Steenkamp
2007). Initially positioned as cheap, low-quality unbranded alternatives to national brands,
nowadays PBs are viewed as trusted brands with equity (Cuneo, Lopez &Yague, 2012)
which can compete head-to-head with national brands (Huang & Huddleston, 2009). The
birth, the evolution and the rise of PBs have had a tremendous impact on the retail land-
scape. This became increasingly apparent in recent years when almost all major retailers
have launched PB programs across many product categories (Collins-Dodd & Lindley, 2003;
Vahie &Paswan, 2006). According to the Private Label Manufacturer’s Association (PLMA),
one-third of basic grocery and household items in American supermarkets, drug chains,
and mass merchandisers are sold under a PB. In Western Europe, PB penetration exceeds
50% sales by volume in Spain and Switzerland and more than 40% in major markets, such
as the United Kingdom, Germany, Portugal, Belgium, and Austria (PLMA, 2015). Given this
impressive growth and penetration of PBs in many North American and Western European
retail markets, it is not surprising that the topic of private branding has attracted consider-
able interest among marketing scholars and practitioners.

Although a lot of research has been undertaken within a broad field of branding,
scholars nevertheless argue that additional academic efforts are required in the area
of private branding (Ailawadi & Keller, 2004; Beneke, Brito & Garvey, 2015;
Calvo-Porral Martinez-Fernandez, Juanatey-Boga, & Lévy-Mangin, 2013; Diallo, 2012).
According to Ailawadi & Keller (2004), understanding how retailers create their brand
images and how these images influence consumer perceptions of PBs should be
considered as a research prirority in the area of private branding. Given that PBs are
more multi-sensory in nature than product brands, and can rely on rich consumer ex-
perience to impact their equity, retailers can create their images in different ways, e.g.
by attaching unique associations to the quality of their service, their in-store atmos-
phere, their product assortment or their pricing policy (Ailawadi & Keller, 2004). Nev-
ertheless, there is a lack of research addressing the issue of the formation of PB image
from the consumer’s standpoint (Vahie & Paswan, 2006; Wu, Yeh & Hsiao, 2011).

Therefore, this paper strives to enhance our understanding of the phenomenon of
private branding by analysing the store-level factors (store image and retail service quali-
ty) which underpin the formation of PB image among consumers in Bosnia and Herze-
govina. Drawing on the cue utilisation theory (Olson & Jacoby, 1972) and stimulus-
organism-response (S-O-R paradigm (Mehrabian & Russell, 1974), we propose a concep-
tual model of the PB image formation. This study employs the quantitative survey-based
approach to test the hypotheses based on the proposed conceptual framework which
delineates the relationship between store image, retail service quality and PB image. The
data were analysed using the Structural Equation Modelling (SEM) technique.

The next section provides the theoretical background and the development of hy-
potheses. The following section outlines the study’s methodology with a focus on data
collection and measurement issues. The fourth section presents and discusses the find-
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ings of the empirical study which was undertaken by using structural equation modelling
to test the research hypotheses. Finally, theoretical and managerial implications, limita-
tions and research orientations for future studies are presented.

LITERATURE REVIEW

This section provides a brief overview of concepts underpinning the proposed model
which relates the dimensions of PB image, as dependent variable, to store image and
service quality dimensions, as explicative variables. The cue utilization theory (Olson &
Jacoby, 1972) and stimulus-organism-response (S-O-R) paradigm (Mehrabian & Russell,
1974) were applied to develop theoretical arguments underlying research hypotheses.
The cue utilization theory states that consumers rely on both extrinsic and intrinsic
cues to make judgments about product’s overall excellence or quality (Olson &Jacoby,
1972), whereas the S-O-R paradigm posits that stimuli from environments affect an
individual’s cognitive and affective reactions, which in turn lead to some behaviour
(Mehrabian & Russell, 1974). Both theories have been widely applied to study con-
sumer behaviour related to PBs (e.g. Bao, Bao & Sheng, 2011; Calvo-Porral et al., 2013;
Collins-Dodd & Lindley, 2003; Huang, 2009; Wu et al., 2011).

Private Brand (PB) Image

Before attempting to define PB image it necessary to understand the concept of brand im-
age. Brand management scholars (Aaker, 1991; Keller, 1993) have argued that brand image
is an essential part of powerful brands, which enables businesses to differentiate themselves
from competitors. Although brand image is a relevant concept in consumer behaviour, there
is still no agreement about its definition and measurement. According to Keller (1993),
brand image is made up of brand association and it is defined as “the perceptions about
a brand as reflected by the brand associations held in consumer memory” (Keller, 1993, p.
3). A similar definition was provided by Aaker (1991) who defines brand image as “a set of
associations, usually organized in some meaningful way” (Aaker, 1991, p. 109). According to
Keller (1993), these associations can be classified into three major categories: (1) attributes,
i.e. descriptive features of the product itself and attributes linked to the purchase and/or
consumption, (2) benefits, i.e. personal value which consumers attach to the brand attrib-
utes, and (3) attitudes, i.e. consumer’s overall evaluation of a brand. Brand image is, there-
fore, a mental picture of a brand or a branded product/service and includes symbolic mean-
ings which consumers associate with the specific attribute of a product/service (Dobni
& Zinkhan, 1990). Despite the proliferation of the ways in which brand image has been con-
ceptualised and operationalised, there is widespread agreement among scholars that overall
brand image encompasses functional or cognitive and affective components (Martinez
Salinas & Pina Pérez, 2009; Low & Lamb, 2000).

The above mentioned discussion on brand image can be applied equally well to private
branding. PB image refers to tangible or cognitive aspects, such as quality, price, or attrib-
utes related to the PB, as well as to intangible or affective aspects of the PB which consum-
ers can form directly through their own experience or indirectly by advertising or some
other sources of information (Keller, 2008). Thereby, PB image is a multidimensional con-
cept which includes two components: quality image and affective image (Vahie & Paswan,
2006; Wu et al., 2011). Previous studies suggest that product brand image is determined by
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numerous factors, such as product attributes, the marketing mix, the individual percep-
tions of the brand, personal values, experience, the type of brand users and context varia-
bles (Dobni & Zinkhan, 1990). However, the private branding literature suggests that store
image and perceived service quality are two prominent antecedents of PB image (Bao et
al., 2011; Beneke & Zimmerman, 2014; Wu et al., 2011). Due to their noteworthy acclaim,
this study sheds some light on their significance in the formation of PB image.

Store Image and Private Brand (PB) Image

Despite the wealth of literature (theoretical, empirical and descriptive), it is still not
quite clear what constitutes a store image or how retailers should go about building it
(Theodoridis & Chatzipanagiotou, 2009). One of the first definitions of the concept of
a store image was offered by Martineau (1958). He describes store image as the “way in
which the store is defined in the shopper’s mind, partly by its functional qualities and
partly by an aura of psychological attributes” (Martineau, 1958. p. 47). Thus, store im-
age is determined by a complex combination of both tangible (functional) and intangi-
ble (psychological) attributes which consumers attach to a particular store (Beneke,
Brito & Garvey, 2015). In order to identify and classify attributes which together form
the overall store image, a number of previous studies have used a multi-attribute ap-
proach (e.g. Bloemer & de Ruyter, 1998; Diallo, 2012; Liljander, Polsa & van Riel, 2009;
Vahie & Paswan, 2006). For instance, Bloemer and de Ruyter (1998) provide a list of
attributes which influence the overall store image, including location, merchandise,
store atmosphere, customer service, price, advertising, personal selling and sales incen-
tive programmes. According to Chowdhury, Reardon and Srivastava (1998), the key
elements or attributes determining a store image are: product selection, product quali-
ty, employee service, atmosphere, convenience, and price/value. Beneke et al. (2015)
observed that the most commonly studied store image attributes are product quality,
store quality, store atmosphere, layout, service, convenience, price level and assort-
ment. For the purpose of this study, store image is defined as a set of commercial brand
affiliations which pertain to the store in the consumer’s mind (Beristain & Zorrilla,
2011). In accordance with previous studies (Collins-Dodd & Lindley, 2003; Wu et al.,
2011), we placed focus on the following store image attributes: product variety, em-
ployee service, store atmosphere, price, product quality and the overall attitude.

Many researchers have sought to better understand the effect of store image on
consumer evaluation of PBs (e.g. Beneke & Carter, 2015; Beneke & Zimmerman, 2014;
Beristain & Zorrilla, 2011; Liljander et al., 2009; Semeijn, van Riel & Ambrosini, 2004).
In particular, these studies found that favourable store image helps fuel positive atti-
tudes towards PBs, suggesting that the functional or psychological attributes of a store
may be easily transferable to PBs which the store provides (Beneke & Carter, 2015;
Beristain & Zorrilla, 2011; Collins-Dodd & Lindley, 2003; Vahie & Paswan, 2006; Wu et
al., 2011). Beneke and Carter (2015) point out that consumers tend to rely more heavi-
ly on extrinsic cues, such as store image, to make rational assessment of PBs when
they do not have enough information about the product or when they have low prod-
uct knowledge (expertise). Furthermore, Richardson, Jain and Dick (1996) posit that if
consumers find the store to be unattractive or poorly maintained, they tend to ascribe
these traits to store’s PB products, thus diminishing the overall impression of PBs.
Semeijn et al. (2004) argue that store image improvements through service, merchan-
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dise and store layout can create favourable impressions of PBs by reducing the con-
sumer’s perceived risk associated with PB purchases. Thus, we propose that retailers
with a more positive store image are more likely to form a more favourable PB image
in the consumer’s minds. Therefore, the following hypothesis is posed:

H1l: Store image has a positive and direct effect on the private brand (PB) image.

Service Quality and Private Brand (PB) Image

Service quality is one of the most discussed and disputed concepts in the service quali-
ty and service marketing literature. Over the years, many scholars have sought to de-
fine and measure service quality using different theoretical lenses, known as the “Nor-
dic approach” (Grénroos, 1984) and the “American approach” (Parasuraman, Zeithaml
& Berry, 1988) to service quality conceptualisation. The “Nordic approach” proposes
that the customer’s overall perception of service quality is composed of functional and
technical quality, with technical quality (service outcome quality) being what the con-
sumer gets after the service delivery process in buyer-seller interactions and functional
quality (service process quality) referring to the interaction between the customer and
employees during the service encounter (Gronroos, 1984). The “American approach”
suggests that service quality is the function of the differences between expectation
and performance along five service quality dimensions, namely reliability, responsive-
ness, assurance, empathy, and tangibles (Parasuraman et al., 1988).

Although Berry (1986) highlights that retail business is services business, it must be
noted that the quality of service delivered by retailers is somewhat specific as retailers
offer a mix of services and products (Siu & Cheung, 2001). Consequently, the customer
perception of service quality in a retail context is to some extent affected by the pur-
chased product as well. The retail literature suggests that customers evaluate service
quality at the overall level, attribute level, and at dimensional level (To, Tam, & Cheung,
2013). At the overall level, Westbrook (1981) argues that the customer’s evaluation of
service quality is affected by two broad types of experiences, namely merchandise-
related experiences (i.e. the quality and availability of the goods and services) and in-
store experiences (i.e. interactions with store employees and the ease of walking
around the store). At the attribute level, Baker, Grewal and Parasuraman (1994) suggest
that store environment encompassing ambient attributes (e.g. music, scent, lighting),
design attributes (e.g. physical facilities) or social attributes (e.g. customer responsive-
ness of store’s personnel) play pivotal role in the customer’s evaluation of service quali-
ty. In an attempt to bridge the Nordic and American schools of thought on service quali-
ty, Brady and Cronin (2001) proposed the hierarchical service quality model (HSQM)
which was tested in a retail setting. According to Brady and Cronin (2001), service quali-
ty is a three-tiered concept, encompassing three primary dimensions: interaction quali-
ty, physical environment quality and outcome quality. Interaction quality refers to the
perceptions of the customer concerning the interpersonal interactions which take place
during service delivery. Three sub-dimensions of this primary dimension suggest that
the employee’s attitude, behaviour, and expertise are shaping the customer’s percep-
tions of interaction quality. Physical environment quality refers to the quality of the
surrounding environment or physical facilities, whereas outcome quality refers to con-
sumers’ evaluation of the purchase experience in the store (Brady & Cronin, 2001).
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Prior research suggests that favourable assessment of retail service quality is asso-
ciated with the positive behavioural outcomes, such as customer satisfaction and an
intention to repurchase and recommend (Dabholkar et al., 1996; Siu & Cheung, 2001).
Studies by Swoboda et al. (2007), Wu et al. (2011), have highlighted the role of retail
service quality in the consumer-decision making process in relation to PBs. Research
conducted by Wu et al. (2011), in particular, found that direct association exists be-
tween retail service quality and PB image. Huang (2009) further explains that good
retail service quality may lead to positive ‘halo effect’ towards the PBs offered by
a retailer. In the light of the above, the following hypothesis is posed:

H2: Retail service quality has a positive and direct effect on the private brand (PB) image.

MATERIAL AND METHODS

The main goal of this study is to empirically validate a conceptual model in which: a)
store image (conceptualised as a set of store’s attributes) influences PB image, and
b) service quality, conceptualised as a second order construct made-up of three di-
mensions: interaction quality, service environment quality, and outcome quality,
influences PB image. Drawing on the conceptual model, the current study aims to
offer answers to the following research questions:

RQ1l: Does a ‘halo effect’ take place between the store image and the private brand image?

RQ2: How does the consumer’s evaluation of the quality of service delivered by
a retailer affect the image of its private brand?

In this study, we placed emphasis on two types of retail formats, namely hypermar-
kets and drugstores. Since most of past research on PBs focused on large supermarket
and hypermarket grocery chains, previous findings cannot be easily generalised to other
retail formats. To improve the validity of findings in the area of private branding, it be-
comes paramount that scholars conduct more research in the context of other retail
formats (Calvo-Porral et al., 2013; Wu etal., 2011). Thus, in this study we selected a large
hypermarket chain Konzum and a drugstore chain dm-Drogerie Markt, as target retailers
which have established well-known multi-tiered PB programmes.

As suggested by Richardson et al. (1996), consumer propensity toward PBs varies
among product categories. For the purpose of this study, two products were chosen: potato
chips (K Plus brand), as a low-cost, low-risk and low-involvement product category, and
a shower gel (Balea brand), a product category which carries higher purchase risk and
a greater level of consumer involvement. The selection of product categories was based on
the following criteria: (1) the products are bought regularly, and thereby, consumers are
able to easily evaluate different aspects and perceptions related to their purchase; (2) they
are product categories which have different levels of consumer involvement and degrees of
risks associated with the purchase; and (3) they are product categories in which PBs have
a significant market share. It should be noted that chosen PBs (K Plus and Balea) are brands
owned by retailers who do not place the chain name prominently on their brand; thus, the
relation between the PB name and the store brand name is less transparent to consumers.

Data were collected via a store intercept method in downtown Sarajevo, Bosnia and
Herzegovina. Sarajevo is chosen as the prime location for this study due the following
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reasons: (1) it is the capital of Bosnia and Herzegovina and an important retail market; (2)
both retailers (dm-Drogerie Markt and Konzum) have more than ten stores in Sarajevo
and thus consumers shop at and they are familiar with both retailer’s stores; and (3) due
to time and financial constraints, this location is deemed most suitable. A non-probability
convenience sampling was employed to recruit respondents and collect the data. The
surveys were administrated by undergraduate marketing research students, who were
well trained and instructed in the store intercept and interviewing techniques. Given the
specific focus of this study, the exit intercept method was thought to be most desirable.
Upon approaching the respondents, the interviewers identified themselves, explained the
purpose of the survey, and provided respondents with the definition of PBs and examples
of such brands. To minimise the potential bias due to non-probability sampling, interviews
were conducted on both weekdays and weekends during morning and late after-
noon/evening hours. At the end of field work, a total of 699 usable questionnaires were
obtained across two product categories, 359 for K plus potato chips and 340 for Balea
shower gel. A detailed breakdown of the sample characteristics, in terms of gender, age,
income, educational attainment, and the frequency of PB purchases is shown in Table 1.

Table 1. Demographic characteristics of the sample

Variable % Variable %

Gender Education

Female 71.4 High school 31.7

Male 28.6 College or vocational school 19.0
Age Bachelor's degree 38.9

Under 20 years 10.2 Master's degree or higher 10.3

21-25 years 22.3 | Product category

26-30 years 17.3 Potato chips — K Plus 51.4

31-35 years 15.7 Shower gel — Balea 48.6

36-40 years 13.3 | Purchase frequency 38.9

40 + 21.1 Seldom 24.2
Income Sometimes 46.9

Under BAM 1,000 26.8 Often 28.9

BAM 1,001-1,500 39.9

BAM 1,5001-2,000 26.6

BAM 2,000 + 6.7

Source: own study.

The sample was slightly skewed towards females, approximately 2.5:1. This unequal
gender distribution of the sample is in line with the assumption that women are usually
more responsible for doing the shopping for the household than their male counterparts
(Beneke, 2013). With regard to the frequency of PB purchases, more than three quarters
(75.8%) of respondents said they purchased PB either often or sometimes. This indicates
that the sample consisted of consumers who are au fait with PBs.

The research instrument — the questionnaire compromised scales measuring the
constructs of store image, service quality and PB image. The store image scale assessed
consumers’ perceptions of the store image based on the six store attributes: product
variety, employee service, store atmosphere, prices, product quality and overall attitude.
This scale was adopted from the works of Collins-Dodd and Lindley (2003) and Wu et al.
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(2011). For measuring service quality, we adopted the service quality instrument devel-
oped by Brady and Cronin (2001). Therefore, in this study service quality is viewed as
a multidimensional construct encompassing three factors — interaction quality, service
environment quality, and outcome quality. Following Keller's (1993) two-dimensional
conceptualisation of brand image, we measured cognitive (quality) and affective (affec-
tion) dimensions of PB image. Specifically, PB image was assessed using a five-item scale
developed by Vahie and Paswan (2006). All involved constructs were measured using
seven-point Likert scale, ranging from 1 “strongly disagree” to 7 “strongly agree”.

RESULTS AND DISCUSSION

The data analysis proceeded in three phases. First, the internal reliability of responses
in multi-item scales was assessed by determining Cronbach’s alpha coefficient and
item-total correlations (Hair et al., 2010). The results revealed that the scales measur-
ing store image (SI), interaction quality (1Q), outcome quality (OQ) and quality aspect
of PB image (Q) are reliable with the present data (Table 2.). Also, the analysis found
Cronbach’s alpha to be less than the recommended value of 0.7 for two constructs:
service environment quality (SEQ) and affective component of PB image (A). However,
it should be noted that Cronbach’s alpha value greater than 0.6, with item-to-total
correlations greater than 0.3, is adequate for conducting research in social sciences
(Hair et al., 2010). Second, the structural equation modelling (SEM) technique to exam-
ine the hypotheses in the proposed model was applied. Following Anderson & Gerbing
(1988) methodological suggestions, the two-step approach for assessing structural
equation models was employed. The first stage involves the assessment of the meas-
urement model and the second stage advances to testing the structural relationships
(hypotheses) among the latent constructs. This approach avoids interaction between
the measurement and structural models and re-specification errors (Hair et al., 2010).
To assess the reliability, convergent validity, and discriminant validity of constructs
in the proposed model, confirmatory factor analysis (CFA) was employed. The meas-
urement model was estimated using the maximume-likelihood method (MLM) and the
model fit was tested using several fit indices. Hu and Bentler (1999) acknowledged that
it is very difficult to specify a cut-off value for each fit index because it does not work
equally well under various conditions. However, to enhance the interpretation of the
findings, the following “benchmark” is being provided. Values for the Root Mean Square
Error of Approximation (RMSEA) can range from zero to 1.0, whereas an RMSEA value
of less than 0.5 indicates good fit, in the range of 0.05 to 0.10 is considered an indica-
tion of a fair fit, and values above 0.1 indicated poor fit (Maccallum, Browne
&Sugawara,1996). For the Standardized Root Mean Squared Residual (SRMR), the con-
ventional cut-off point is less than 0.08 for a good-fitting model (Hu and Bentler, 1999).
A normed chi-square value (x?/df) of less than 5.0 has been suggested to indicate an
adequate model fit (Scumacker & Lomax, 2004). According to Hair et al. (2010), the
Comparative Fit Index (CFl) and the Tucker-Lewis index (TLI) should be greater than 0.9.
Traditionally, values of 0.9 and greater for Goodness-of-Fit Index (GFl) and the Adjusted
Goodness of Fit Index (AGFI) indicate well-fitting models (Hooper, Coughlan & Mullen,
2008). According to the model evaluation criteria suggested in the prior discussion, the
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overall fit of the measurement model to data was acceptable: x> =504.126 (p<0.001);
x2/df = 4.541; RMSEA = 0.071, SRMR = 0.061; CFl = 0.952; TLI = 0.941.

Table 2. Scaling and measurement properties

Constructs Code Dimensions and manifest variables A St. error
sil | This store provides a variety of products. 0.535
si2 | The entire product in this store has good quality. 0.855 [0.173
Store image si3 | The entire product in this store has good low price. 0.840 |0.150
(SI) si4 | The products of this store are good value for money. 0.902 |0.163
a =0.894 i5 The interior decoration of this store let me feel pleas- 0.908 |0.161
ant atmosphere.
si6 | Overall, | have positive attitude in this store. 0.513 [0.093
Interaction quality iq1 Over?ll, I'd say th(? quality of my interaction with this 0.857
Q) store’s employee is excel.lent. : . . .
a=0902 iq2 | woulld say that the c!uallty of my interaction with this 0.960 |0.034
store’s employee is high.
Service environment seql | would say that store’s physical environment is one of 0.583
quality (SEQ) the best in its industry
o =0.607 seq2 || would rate this store’s physical environment highly. |0.752 |0.086
Outcome quality (OQ) | oql | Ialways have an excellent experience when | visit this store. | 0.937
o =0.899 0q2 || feel good about what this store provides to its customers. |0.872 |0.027
Too many of the private label brand | buy at this store
. . ql Lo 0.910
Quality private are defective in some way?.
brand mage 02 Most private label brand | buy at this store wear out 0953 |0.026
Q) too quickly®
a=0.817 03 This s.tore does not care enough about the quality of 0501 |0.036
its private label brand?.
Affective private al |Ilike the private label brand of this store very much 0.614
brand image (A) | am satisfied with most of the private label brand
a=0.627 a2 | buy at this store. i 0.747 10.074
1Q | Interaction quality 0.934
Service quality (SQ) | SEQ | Service environment quality 0.859 |0.049
0Q | Output quality 0.981 |0.049
Private brand image Q |Quality PB image 0.942
(PBI) A | Affective PB image 0.951 |0.035

Note: Goodness of fit: x> =504.126 (p<0.001); x*/df = 4.54; RMSEA = 0.071, SRMR = 0.0605; CFl = 0.952;
TLI = 0.941. ° Reverse-coded items

Source: own study.

We then assessed the construct’s internal consistency and validity. All constructs
were deemed to be highly consistent and reliable, as their composite reliability (CR)
scores were above the recommended cut-off value of 0.7 (Bagozzi & Yi, 2012). According
to Hair et al. (2010), convergent validity is satisfied if the standardised factor loading
exceeds 0.5, is significant at 0.001, and average variance extracted (AVE) is greater than
0.5. As shown in Table 2, the standardised factor loading of items (manifest variables)
and first-order constructs ranged from 0.501 to 0.981, and all were statistically signifi-
cant (p<0.001). Average variance extracted of the three latent constructs (SI, SQ and PBI)
ranged from 0.604 to 0.896. These findings suggest that convergent validity is satisfied.
Discriminant validity was assessed by comparing the square root AVE of each construct
to its correlations with other constructs (Fornell & Larcker, 1981).
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The results showed that discriminant validity of constructs is supported as the square
root AVE of each construct is greater than the correlations between that construct and any
other construct in the model. Table 3 displays CR, AVE, square root AVE and correlation val-
ues, supporting reliability, convergent and discriminant validity of constructs. Once the meas-
urement model was validated, subsequent structural equation modelling (SEM) analyses
were conducted to support the proposed model and to test the hypotheses. The results of
the structural model (measurement and structural regression model) are shown in Figure 1.

Table 3. Reliability, convergent and discriminant validity of constructs
Composite reliability and convergent validity | Discriminant validity®
Construct CR AVE S| sQ PBI
Store image (SI) 0.897 0.604 0.777°2
Service quality (SQ) 0.947 0.858 0.192 |0.926
Private brand image (PBI) | 0.945 0.896 0.619 |0.224 |0.947

Note: ® Square-root AVE values are in diagonals (bold) and correlations (r) are off diagonal values
Source: own study.

The fitting indices of the structural model are as follows: x2=504.126 (p<0.001); x*/df
= 4.541; RMSEA = 0.071, SRMR = 0.061; CFl = 0.952; TLI = 0.941. In comparison with the
values suggested in the prior discussion, the findings demonstrate that the model’s fit is
satisfactory. Thus, it was deemed appropriate to test the hypothesised paths. As predict-
ed by hypothesis H1, positive relationship between store image (Sl) and private brand
image (PBI) was supported (B = 0.598; p<0.001). Service quality (SQ) was also found to
have a statistically significant positive influence (B = 0.109; p<0.001) on private brand
image (PBI) providing the support for hypothesis H2. The predicted relationships, stand-
ardised, unstandardised coefficients, and hypotheses test outcomes are provided in
Table 4. We also examined the predictive power of the structural model. According to
Cohen (1988), the value of R? for endogenous latent variable (0.26, 0.13, and 0.03) can
be used as the threshold to demonstrate substantial, moderate, and weak explanatory
power of the model. In the present study, the findings suggest that 39.5% of the variance
of private brand image (PBI) can be explained by store image (SI) and service quality (SQ),
suggesting that the model provides substantial explanatory power.

The main finding of this study is that store image plays an important role in the image-
building of PB, suggesting that consumers may derive inferences about PB image from their
original perceptions of the retailer’s store image. These results provide support for the acces-
sibility-diagnosticity theory (Feldman & Lynch, 1988) which assumes that consumers are
“cognitive misers”, in that they will not retrieve all possible information to make judgments
(Meyvis & Janiszewski, 2004). Instead, they will first try to retrieve the most accessible infor-
mation. Because memory is related across nodes and structured into categories (e.g. store
and private brand), consumers may draw inferences from one category to evaluate a related
category. This is likely to occur if the information regarding the first category is highly accessi-
ble and more diagnostic than the other information from which a consumer derives judg-
ments about the second (target) category. Whereas previous studies have demonstrated
a positive effect of PB image on store image (e.g. Anselmsson, Johansson & Persson, 2007;
Kremer & Viot, 2012), we empirically validated an effect of the opposite type — the image
transfer from the store brand up to private brand. Thus, the more positively
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customers view a retailer’s store, the more positively they will judge its private brands. The
positive link between store image and PB image implies that the unique positioning of
stores influences consumer’s attitudes towards PB, as suggested by previous studies (e.g.
Collins-Dodd & Lindley, 2003; Semeijn et al., 2004; Wu et al., 2011).

Our findings also suggest that a perception of the quality of service offered by re-
tailers has a positive effect on PB image. This result is in line with Wu et al. (2011) who
found that in the Taiwanese market service quality directly affects PB image and has
indirect effect on purchase intentions of PBs. Furthermore, the present study supports
findings reported by Huang (2009), who found that the delivery of high service quality
of retailers increases the perceived quality of their private brands. More specifically,
among five retail service quality dimensions, Huang (2009) found that reliability and
personal interactions have the strongest effects on the perceived quality of PBs. From
a broader perspective, service marketing literature and retail literature also support the
link between the quality of service delivered by a retailer and perceptions of PBs (e.g.
Brady & Cronin, 2001; Dabholkar et al., 1996; Swoboda et al., 2007).

CONCLUSIONS

Recent industry reports indicate that brands owned and sold by retailers (PBs) continue
to chip away at the dominance of national (manufacturer) brands in terms of consum-
er’s patronage, sales, and market share. Although researchers have investigated the
antecedents of the consequences of PB image for more than a decade, more research is
needed to clarify the role of intangible factors in the PB image building. Unlike most
studies on PB image, this study is carried out in a transitional economy of South- East-
ern Europe (i.e. Bosnia and Herzegovina) where the PB market penetration rate is signif-
icantly lower compared to the mature European and U.S. markets (Renko, 2013). There-
fore, this study enhances the external validity (generalisability) of previous empirical
findings beyond the Western context. At a broad level, our findings suggest that store
image and the perception of service quality have a significant influence on PB image
(both quality and affective dimensions), with store image having a slightly stronger
influence. In other words, consumer’s perception of the store attributes and the quality
of service delivered by a retailer partially determine the success of a PB strategy.

This study offers some important insights for retailers who intend to develop their PB. First,
the image transfer from store brand to private brand suggests that retailers should consider the
introduction of a PB as a brand extension, with their stores as the parent brand. Specifically,
retailers should try to integrate the image of the store (e.g. the quality and variety of product,
store atmosphere, etc.) into the set of associations which make up the image of the PB. For
instance, if the objective is to evoke an image of high quality or premium PB, then the store
attributes need to be modified accordingly. However, it should be noted that this ‘halo effect’
can also be harmful to PB image if store image is not properly managed. Therefore, retailers
need to conjure up a strong and favourable store image in the minds of consumers, which will
consequently enhance the image of their PBs. Recognizing the importance of store-related
attributes in the image-branding of PBs, store managers should strive to elicit favourable store
image by increasing product variety, enhancing product quality, offering the products in the
price worthy of value, and pleasantly decorating the store. Given that service quality is one of
the key drivers of PB image, we recommend that retailers put more emphasis on quality im-
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provement initiatives. Particularly, in order to form favourable and strong image of a PB, it is
necessary to improve service environment quality, interaction quality and outcome quality. The
store environment quality may be enhanced by remodelling the layout to make customers
move easily around the store and to find PBs conveniently. Also, retailers may boost the quality
of the store environment through careful selection of certain ambient elements, such as floor-
ing, colouring, lightning, scent, etc. Interaction quality can be enhanced through the placement
of knowledgeable, kind employees within the store. Because poor employee service, such as an
employee’s rude, hostile attitude and dishonest behaviour will lower the perceptions of service
quality and, thus, lead to a decline in consumer’s impressions about PB image, personnel train-
ing, and incentive salary may be a desirable method to promote and enhance employee’s com-
mitment to service quality. Finally, retailers should maintain the competitive price of their
brands and improve the efficiency of customer service (pre-, during, and after-sale).

This study has several limitations. Firstly, this study focused only on two retail formats (hy-
permarkets and drugstores), two retail chains (Konzum and dm-Drogerie Markt), and two
product categories (potato chips and a shower gel). Secondly, the data were collected exclu-
sively in the retailer’s stores located in the city of Sarajevo. Therefore, results may differ with
respect to other domestic, regional and national markets, retail formats, retail chains and
product categories. Future studies are therefore welcomed in expanding the domain of this
research with respect to the geographical coverage, retail format, and product category. Fur-
thermore, Stern, Zinkhan and Jaju (2001) found that marketing literature provides at least
three different approaches to the store image conceptualisation and its measurement, namely
functional, psychological, and complex gestalt. In this study we adapted the functional ap-
proach and, thereby, our measurement of store image is less powerful in capturing intangibles
and psychological attributes (e.g. the attractiveness of the décor and style of the store; atmos-
pheric cues, such as music, scent, colouring; friendliness or the congruence between store
image and actual self-image), which are also considered to be key components of store image.
Thus, future studies need to take into account tangible (functional) and intangible (psychologi-
cal) components of store image and examine the extent to which they have different effects
on the PB image. Moreover, further research should look at store image from a broader per-
spective and examine how retailer (corporate) image affects PB image. Finally, our study only
examined the antecedents of PB image (i.e. store image and service quality), thus, future stud-
ies might also include behavioural outcomes, such as PB purchase or loyalty towards PBs.
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