
TABLE 6 

Total Path Coefficients (direct + Indirect) for the Proposed Model 

Full Sample (N = 309) 

Dependent Independent Constructs 

Constucts DISC BN SN IRP PBQ PSI PV 

IRP -0.425 0.449 0.221 
PBQ -0.033 0.548 
PSI -0.033 0.047 0.781 0.086 
PV 0.610 0.402 0.627 0.357 
PI 0.379 0.255 0.076 0.393 0.230 0.098 0.628 

perceived brand/merchandise quality, internal reference price, perceived value and pur­
chase intent. Furthermore, perceived brand quality and internal reference price affect per­
ceived value. Therefore, it is useful to examine the total effects of a variable, not just the 
direct effect in understanding the nature of influence exerted by that variable (see Table 
6). The total effect is the sum of direct and indirect effects. For example, price discount is 
hypothesized to have a direct, positive influence on perceived value. Price discount exerts 
negative influence on perceived value through its effect on perceived brand quality and 
internal reference price. While the direct effect of price discount on perceived value is 
0.88 (very strong), the total effect of price discount on perceived value is only 0.610. The 
total effect of price discount is tempered because of its effect on perceived brand quality 
and internal reference price. The retailer, while trying to create value through price dis­
counts, reduces its effect on value because of its negative effect on perceived brand quality 
and internal reference price. This again reinforces our earlier point that marketing vari­
ables need to be studied together to develop a better understanding of their effects on per­
ceived value and purchase intention. 

It is interesting to note that all the experimental variables, namely, brand name, price 
discount, and store name exert positive influence on purchase intent. Price discount is the 
most important variable for predicting purchase intent, followed by brand name and store 
name. 

DISCUSSION AND CONCLUSIONS 

This study incorporated the experimental variables: store name, brand name and price dis­
counts directly in the model and thereby provided a way to assess their effects on the con­
sumers' evaluation of the product. The results demonstrate that our model is effective in 
explaining buyers' response to these external stimuli and has important retail implications 
for improving store image and selecting products (also brands) by retail buyers. Correctly 
designing price promotion strategies is critical to managing price strategies, brand equity, 
and company's profitability. 



Developing and Managing Store Image 

Store image had a direct, positive relationship with purchase intention. This result has 
important implications for retail managers and manufacturers alike: Consumers' intentions 
to purchase a product can be influenced by the store in which that product is sold above and 
beyond the value they perceive the product itself offers. Thus, consumers may derive some 
amount of "added value" from the image of the store (e.g., "I bought this bicycle from a 
more prestigious store, therefore it is a better value"). This means that manufacturers 
should be especially careful to choose retailers whose image is consistent with their 
brand's positioning. Retailers, on the other hand, may be able to leverage their image in 
negotiations with manufacturers, or in store advertising to attract more customers. For 
example, a store's advertising could stress a pleasant shopping experience. 

Interestingly, the low knowledge respondents' purchase intentions were more influenced 
by store image than were the high knowledge respondents'. This suggests that retailers may 
be able to specifically attract low knowledge consumers using store image attributes. Thus, 
they need to ensure the shopping experience itself is good by designing a pleasant store 
atmosphere and offering superior service. 

The strong relationship between store name and store image supports the critical 
cue-providing role of a store's name. Therefore, when new retailers choose a name, or 
established retailers change a store's name, they need to be concerned with the consistency 
between the name and the image they want to project. 

The perceived quality of the brand was found to have a positive relationship with store 
image. Therefore, retailers need to be particularly careful that the merchandise that they 
carry is consistent with the image they want to create. This is particularly important since 
perceived store image had a significant effect on purchase intentions. Stores such as K­
Mart, which carry both low and higher quality goods, may have difficulties in forming a 
concrete image in the consumer's mind. K-Mart, and other discount retail stores, whose 
merchandise may not normally conjure up high-quality, may choose to concentrate on 
other factors of store image such as service, atmosphere, display, convenience and pricing. 

Retail Price Promotional Strategies 

The results showed that the negative effects of price discounts are counter-balanced by 
the positive effects of brand name and a brand's perceived quality. This may suggest that 
the adverse effects of price discounting on consumer evaluation found by other researchers 
(e.g., Blattberg and Neslin, 1990) may not hold for high quality products, at least in the 
short term. However, from management's standpoint, frequent price discounts may have 
adverse effects for the product's profitability. This is so because the frequent price promo­
tions by retailers and product managers could lead consumers to expect the lower dis­
counted price (Krishna, 1991). Moreover, frequent discounting may force manufacturers to 
offer bigger discounts in the subsequent price promotions to attract consumers. Conse­
quently, retailers need to use other price-promotional methods to convey discounts or price 
cuts. For example, portraying the price discounts as a coupon or a rebate is less likely to 



reduce consumers' internal reference price and more likely to maintain the brand's image 
(Folkes and Wheat, 1995). Retailers may benefit from alternating these price promotions, 
some weeks using discounts, other weeks using rebates or (;oupons. 

Price discounts have a negative effect on the buyers' internal reference price. Retailers 
typically want customers to perceive their products to have high reference prices so per­
ceived savings are greater when a discount is offered. Thus, they should make sure that 
words such as "sale" or "special" are used on discounts so consumers believe that the dis­
count is only temporary. Furthermore, past research has demonstrated that just the use of 
semantic phrases or indications of sales can further stimulate consumers' interest (Inman, 
McAlister, and Hoyer, 1990) and further enhance the effectiveness of these promotions. 
However, retailers need to be careful of what cues are used as past research demonstrates 
the effectiveness of these semantic cues (e.g., regular price/sale price; price vs. compare atl 
sale price) are contingent on the discount size and consumers' shopping interest level 
(search vs. evaluation) (see Grewal, Marmorstein, and Sharma, 1996). 

Influencing Consumer Internal Reference Prices 

Rajendran and Tellis (1994) have argued that internal reference price may be influenced 
by consumers' recall of prices from memory for frequently bought items. However, for 
durable items, such as one used in this study (bicycle), internal reference price may be 
more heavily influenced by advertised prices and prevailing market prices. It is important 
for managers to understand the reference points/ranges used by consumers in designing 
price promotions. 

Contrary to our conceptual model, the study did not find a significant relationship 
between price discounts and perceived brand quality. While one reason for this finding 
may be that brand image and store image may off-set the adverse effect of price discounts 
another explanation may involve the temporal effects of price promotions. We argue that 
only frequent price promotions will adversely affect a brand's perceived quality. Future 
research should address the issue of whether repeated exposures to price discounts reduce 
brand quality and equity. An important conclusion of this research is that carefully man­
aged price discounts will positively influence perceived value without any adverse effect 
on brand's perceived quality, thus enabling retailers and manufacturers to successfully 
deliver high value. 

High vs. low Knowledge Consumers 

It is interesting to note that high knowledge consumers use brand name to a greater 
degree to assess perceived quality than do low knowledge (;onsumers. This finding would 
be consistent with the research by Rao and Sieben (1992) suggesting that high knowledge 
consumers are likely to use extrinsic cues if and when they feel these cues are accurate and 
reliable indicators of high quality. Clearly, in the bicycle marketplace "Cannondale" is 



considered a premium brand. Thus, knowledgeable consumers are using appropriate sig­
nals to assess the brand's quality. 

It is instructive to note that price discount influenced internal reference price to a greater 
degree for the low knowledge group than for the high knowledge group. This explains why 
for the low knowledge group price discount did not produce as strong an effect on per­
ceived value and purchase intent. Interestingly, compared to low knowledgeable group, 
high knowledge group used less information to make judgments. In other words, low 
knowledge group was swayed by all the information provided to them. Retailers must tailor 
their promotion strategies to differentially affect knowledge groups. Retailers promoting a 
new brand for which consumers are likely to have a low level of knowledge need to also 
highlight the store cues. They need to further develop and highlight these store-related cues 
(e.g., store name, location, return-policies) in their promotional flyers. 

Substantive Findings 

This study makes several important theoretical contributions. First, it has been shown 
both conceptually and empirically that internal reference price is influenced by price dis­
counts, brand's perceived quality, and brand name. Also, the direct and indirect effects of 
price discounts, brand name and store name explained 41 % of the variance in purchase 
intention. Therefore, although these three cues are not the only cues consumers are likely 
to use in assessing intentions to buy, they are certainly key variables that should be 
included by retailers when examining the effectiveness of their merchandising strategy. 
Brand name and price discounts explain 85% of the variation in perceived value. Retailers. 
therefore, must pay particular attention to merchandise selection and price discount strate­
gies as they play an important role in shaping consumers' perceptions of value. 

limitations and Avenues for Future Research 

In conclusion, although our study provides some interesting insights on consumers' 
responses to price promotions, brand name and store name. its findings should be cross­
validated with a non-student population and diverse product categories. Contrary to our 
conceptual model, the study did not find a significant relationship between price discounts 
and perceived brand quality. While one reason for this finding may be that brand image 
may off-set the adverse effect of price discounts another explanation may involve the tem­
poral effects of price promotions. We argue that only frequent price promotions will 
adversely affect a brand's perceived quality. Future research should address the issue of 
whether repeated exposures to price discounts reduce brand quality and equity. 

An important conclusion of this research is that carefully managed price discounts will 
positively influence perceived value without any adverse effect on brand's perceived qual­
ity. thus enabling retailers and manufacturers to successrully deliver high value. In this 
study, perceived value was treated as one latent construct. However, recent research (Gre­
wal, Monroe, and Krishnan, 1998) suggests that percei ved value has two components: 



transaction value and acquisition value. A particularly interesting issue for future research 
is to understand the effects of external marketing stimuli on the two value components. The 
model seems to hold well for two boundary conditions (knowledge and ownership). Addi­
tional measurement items should be developed for the knowledge construct to enable one 
to expand the boundary conditions of the proposed model. 

Past research suggests that merchandise quality, store environment, and service quality 
influence store image (Baker, Grewal, and Parasuraman, 1994). Our research did not cap­
ture all aspects of store image and therefore the results are limited to the study's context. 
The influence of store image in the consumer decision-making process established in this 
study suggests that future research examining the antecedents of product purchase inten­
tions include store name and/or store image. Further, the model tested in this paper could 
be extended to other products. For example, would store image have similar effects (in con­
junction with value) for convenience products, or for services? It could be argued that store 
image may be even more important in the purchase of a service because the service 
encounter takes place in the "store", and thus includes elements of the store image, such as 
the physical environment. Also, all elements of store image were not captured in this study. 
Therefore, future research could include more aspects of this construct. 
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NOTE 

I. It must be noted that if the discount was manipuated via a constant selling price and different 
levels of advertised reference price, a higher level of discount (or advertised reference price) is likely 
to result in a higher internal reference price. 

REFERENCES 

Anderson, James C. (1987). "An Approach For Confirmatory Measurement and Structural Equation 
Modeling of Organizational Properties," Management Science, 33 (4): 525-541. 

Anderson, James C. and David W. Gerbing. (1988). "Structural Equation Modeling in Practice: A 
Review and Recommended Two Step Approach," Psychological Bulletin. 103 (3): 411-423. 

Bagozzi, R.P. and Y. Yi. (1988). "On the Evaluation of Structural Equation Models," Journal of the 
Academy ofMarketing Science, 16 (Spring): 74-94. 

Baker, Julie, Dhruv Grewal, and A. Parasuraman. (1994). "The Influence of Store Environment on 
Quality Inferences and Store Image," Journal of the Academy of Marketing Science, 22 (4): 328­
339. 

Bearden, William 0., Donald R. Lichtenstein, and Jesse E. Tee\. (1984). "Comparison Price, Cou­
pon, and Brand Effects on Consumer Reactions to Retail Newspaper Advertisements," Journal of 
Retailing, 60 (Summer): 11-36. 



Keaveney, Susan M. and Kenneth A. Hunt. (1992). "Conceptualization and Operationalization of 
Retail Store Image: A Case of Rival Middle-Level Theories." Journal of the Academy ofMarket­
ing Science, 20 (2): 165-175. 

Krishna, Aradhna. (1991). "Effect of Dealing Patterns on Consumer Perceptions of Deal Frequency 
and Willingness to Pay," Journal ofMarketing Research, 28 (November): 441-451. 

Laroche, Michel, Chankon Kim, and Lianxi Zhou. (1996). "Brand Familiarity and Confidence Deter­
minants of Purchase Intention: An Empirical Test in a Multiple Brand Context." Journal of Busi­
ness Research, 37: I 15-120. 

Lichtenstein, Donald R. and William O. Bearden. (1989). "Contextual Influences on Perceptions of 
Merchants-Supplied Reference Prices," Journal of Consumer Research, 15 (September): 55-66. 

Mazurksy, David and Jacob Jacoby. (1986). "Exploring the Development of Store Images," Journal 
ofRetailing, 62 (2): 145-165. 

Monroe, Kent B., Dhruv Grewal, and Larry D. Compeau. (1991). "The Concept of Reference Prices: 
Theoretical Justifications and Research Issues," working paper. University of Illinois, Champaign­
Urbana,lL. 

Murphy, Ian P. (1997). "Interactive Marketing News," Marketing News, (August 4): 10. 

Nevin, J.R. and Michael Houston. (1980). "Images as a Component of Attractiveness to Intra-Urban 
Shopping Areas," Journal ofRetailing, 56 (Spring): 77-93. 

Olshavsky, Richard. (1985) "Perceived Quality in Consumer Decision-Making: An Integrated Theo­
retical Perspective." Pp. 267-296 in J. Jacoby and J. Olson (ells.), Perceived Quality. Lexington, 
MA: Lexington Books. 

Olson, Jerry C. and Jacob Jacoby. (1977). "Consumer Response to Price: An Attitudinal, Information 
Processing Perspective." Pp. 73-86 in Yoram Wind and Marshall G. Grenberg (eds.), Moving 
Ahead With Attitude Research. Chicago: American Marketing Association. 

Rajendran K.N. and Gerard J. Tellis. (1994). "Contextual and Temporal Components of Reference 
Price," Journal ofMarketing, 58 (January): 22-34. 

Rao, Akshay R. and Kent B. Monroe. (1988). "The Moderating Effect of Prior Knowledge on Cue 
Utilization in Product Evaluations," Journal ofConsumer Research, 15 (September): 253-264. 

___ . (1989). 'The Effect of Price, Brand Name, and Store Name on Buyers' Perceptions of Prod­
uct Quality: An Integrative Review," Journal ofMarketing Re.rearch, 26 (August): 351-357. 

Rao. Akshay R. and Wanda Sieben. (1992). "The Effect of Prior Knowledge on Price Acceptability 
and the Type of Information Examined," Journal of Consumer Research. 19 (September): 256­
270. 

Richardson, Paul S., Alan S. Dick, and Arun K. Jain. (1994). "Extrinsic and Intrinsic Cue Effects on 
Perceptions of Store Brand Quality," Journal ofMarketing, 58 (October): 28-30. 

Urbany, Joel E., William O. Bearden, and Dan C. Weilbaker. (1988). 'The Effect of Plausible and 
Exaggerated Reference Prices on Consumer Perceptions and Price Search," Journal ofConsumer 
Research, 15 (June): 95-110. 

Walker, Chip. (1991). "What's in a Name')" Supermarkl't Business, May 01,46 (5): 79. 

Winer, Russell S. (1986). "A Reference Price Model of Brand Choice for Frequently Purchased Prod­
ucts," Journal ofConsumer Research, 13 (September): 250-256. 

Zeithaml. Valarie A. (1988). "Consumer Perceptions of Price. Quality and Value: A Means-End 
Model and Synthesis of Evidence," Journal ofMarketing, 52 (July): 2-22. 

Zeithaml, Valarie A. and Karen L. Graham. (1983). "The Accuracy of Reponed Reference Prices for 
Professional Services." Pp. 607-611 in Richard P. Bagozzi and Alice M. Tybouts (eds.), Advances 
in Consumer Research, Vol. 10. Association for Consumer Research. 

Zimmer, Mary R. and Linda L. Golden. (1988). "Impressions of Retail Stores: A Content Analysis of 
Consumer Images," Journal of Retailing. 64 (Fall): 265-293. 




