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Abstract

AN INVEST IGAT ION OF CONSUMER EVALUAT ION PROCESSES:
SERVICES VERSUS GOODS

by
Ahmed Ali Moustafa Soliman

Advisor: Professur Leon G. Schiffman

The objective of the study is to compare consumers' percep-
tions of pure goods, good-service (GS) combinations, and pure services
in terms of the degree to which each product class possesses six
characteristics, the degree of product involvement, the relationship
between product familiarity and perceived risk, and the importance of
four evaluative criteria. The characteristics tested are intangibility,
perishability, simultaneity of production and consumption, nonstandar-
dization, buyer participation in production, and buyer's abidance by
seller's rules. The evaluative criteria included in the study are
price, recommendations of family and friends, friendliness, and

location.

It was hypothesized that subjects would perceive higher degrees
of all six characteristics, attach more importance to the four evalua-
tive criteria, and be more involved with botl. pure services and GS
combinations than with pure goods. Differnnces between pure services
and GS combinations were hypothesized tc be insignificant. It was also
hypothesized that product familiarity, in general, would be inversely
relat d to perceived risk, and that the magnitude of this relationship

would .2 greater for pure services and GS combinations tran for pure

iv



goods,

Three pretests were undertaken with three independent samples
totaling 212 business students. The first pretest examined the impor-
tance of 15 service evaluative criteria across 15 service offerings.
This pretest assisted in selecting the four criteria used in the study.
The second pretest used two independent samples who classified thirty
products into the three types utilizing two different methods: direct
and indirect. Then, the product scores obtained from the two samples
were used in vslidating the product typology through factor analysis,
Two offerings from each product type were selected from the validated
products for inclusion in the main study. The third pretest established
the reliability and validity of the involvement scale developed for

this study.

A cross-sectional, convenience sample of 436 heads of house-
hold from the New York Metropolitan Area and the surrounding suburbs
was contacted. A total of 352 questionnaires were returned, from

which 326 usable responses were entered into the analysis.

MANOVA and ANOVA tests were performed. The LSD method was
used to examine differences between the three product types. Product
type was the independent (predictor) variable. Service characteristics,
product involvement, and evaluative criteria were the dependent
(criterion) variables. Five measures of association were used to

examine the relationship between product familiarity and perceived risk.

The findings indicate that the means of both pure services and



GS combinations are significantly higher than those of pure goods in
terms of all service characteristics, evaluative criteria, and product
involvement. Significant differences are also found between the means
of pure services and GS combinations. GS combination means are found
significantly higher than those of pure services. It is also found
that, when the two offerings within each product class are taken
together, perceived risk of pure services is higher than that of GS
combinations, and that of GS combinations is higher than that of pure
goods. Product familiarity and perceived risk are found positively
related. As expected, the magnitude of the relationship between

these two variables is found greater for both pure services and GS

combinations than for pure goods.

In general, the findings of the study empirically support
several conceptual relationships that are proposed in the marketing
literature about the differences between goods and services.
Additionally, they signal the saliency of GS combinations as a product
class that should be distinguished not only from pure goods, but also

from pure services conceptually as well as strategically.
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CHAPTER I

INTRCDUCTION

The growing importance of services to the U.S. economy is
undeniable. According to Survey of Current Business (December 1985),
services account for 48.3 percent of the Gross National Product in
1985, while consumer expenditures on services represent nearly 51

percent of personal consumption expenditure in the same year.

Undoubtedly, the United States has already moved into a post-
industrial society in which services assume a prominent position.
The strong influence of services on the economy does not only affect
consumers' welfare, but it also shapes the lives of millions of
service employees., For instance, Kotler (1982, 198,) states that
two-thirds of the non-government labor force earns their income from
the service sector, whereas 73 percent of the U.S. non-farm workforce

are employed by service businesses.

While the size and impact of services are enormous, the
marketing literature, as well as marketing courses and textbooks, are
overwhelmingly dominated by theories, techniques, and applications
involving physical goods, even though the authors Z2efine products as

encompassing both goods and services.

One of the immediate consequences ¢f this realitly is trat a

large number of service industries lack & marketing-oriented view,




and adopt a production-oriented philosophy. Another outcome is the
tendency of service managers to follow the same marketing strategies
and tactics that are applied by goods managers (usually known as
product managers) in manufacturing compui;a. To their surprise, the

service marketers discover that those strategies and tactics do not

always work.

If the goods approach to managing and marketing services is
inappropriate, it follows that marketing communications by service
marketers become ineffective since consumers cannot identify with

the messages.

Apparently, service firms -- with few exceptions -- lag
behind manufacturing firms in tixe design and implementation of
innovative marketing programs that capture consumers' interest in
services based on service characteristics which distinguish them
from goods' characteristics. It is not surprising, therefore, that
the Nordic School of service marketing has been developed on the
notion that service firms may require a marketing approach that is
totally different from that used by manufacturers of consumer goods

(Gronroos 1983).

The Nordic School suggests, for instance, that in service
firms, managing the marketing function cannot be separated from
managing other business functions such as operations. As a result,
the management of service firms should hold the responsibility of

different business functions simultaneously, and strategic marketing




\»)

planning cannot be separated from strategic management planning in
those firms. Empirical support for this proposition is provided bty

langeard, Bateson, Lovelock, and Eiglier (1981).

While a large number of service organizations traditionally
adopted the production-oriented philosophy, only recently have we
witnessed few leading service firms aggressively changing their
approach to marketing their services. This is mainly due to the
developed change in the legal environment which prompted the
deregulation of several service industries including telecommunications,

banking, and commercial airlines.

The fear of losing Lueir competitive edge, and the aggressive
techniques used by small newcomers (e.g., People Express airlines),
have forced some of the established service firms to reformulate
their strategies and react quickly. Some banking institutions
introduced new service offerings, redesigned their lobbies and atmos-
pherics, and increased their service hours and/or the number of their
branch offices in order to maximize customer convenience. Some
brokerage firms, such as Merril Lynch, repositioned their services to
attract a lucrative market segment; namely, the achievers. A leading
hotel chain; Hyatt Regency, took major marketing steps to increase its
market share. And last, but not least, AT&T offered its customers
premiums (AT&T Opportunity Calling) on long-distance telephone calls

to increase its sales in this increasingly competitive market.

Nonetheless, as Kotler (1982,198,) contends, most other service

firms are lagging behind, and there is a growing need for understanding



&~

how services should be marketed relative to goods.

In the mean time, there have been several calls by such
scholars as Philip Kotler, Sidney Levy, and Gerald Zaltman since
the late 1960s and early 1970s for expanding the boundaries of
marketing to embrace non-goods (service and non-profit) sectors.
Such calls have drawn the attention of many service students to the
unique features and characteristics of services that distinguish them
from physical goods; an observation that led them to believe that
these characteristics result in fundamental differences between goods

and services.

Moreover, there is a consensus among service students that
these fundamental differences require different techniques and
strategies in the marketing of services, and that these differences
warrant more investigation. (See, for example, Bateson 1979; Hargrove,
Barkadale, and Powell 1983; George and Barksdale 1974; Mizerski and

Weinberger 1978; Shostack 1977; Weinberger and Brown 1977).

As one authority in the field faithfully puts it (Lovelock

1979, p. 148):
Services ... challenge existing conceptual
frameworks in marketing due to some of the
important ways in which they differ from
business goods ...
These differences in service characteristics pose several
problems in the marketing planning and control of services unless

these differences are isolated, and their implicatiorn. for marketing

strategy are investigated.



Purpose of the Study

This study is concerned with prepurchase evaluation processes
in which consumers employ a set of product and situational criteria

that might help them in making product selection and purchase decisions.

Products are defined in this study as encompassing both goods
and services. Therefore, ike the common use of the word "products,"
this study does not consider "products" as synonymous to "physical
goods, "™ but conceives products as either goods or services.

A distinction between goods and services will be developed throughout
this research and three product categories (pure goods, good-service
combinations, and pure services) will be tested across service

characteristics and evaluative criteria.

Based on the literature review that will follow, the degree of
ambiguity surrounding the prepurchase decisional setting seems to be
influenced by four factors: a) the consumer (e.g., the degree of
perceived risk, consumer's perception of the stimuli, consumer's values
and characteristics, etc.), b) the type of product and its character-
istics (e.g., good or service, durable or nondurable, exgensive or
unexpensive, etc.), c¢) the scope and source of available information
on the product (e.g., too much or too little information, available

from personal or impersonal sources, etc.), and &) the situation.

Each of these factors as well as the degree of interaction
among them contribute to ‘he ambiguity (or clarity) that dominates

prepurchase decision making.



Of course, the scope of this study does not allow for investi-
gating all of these factors. Instead, the focus will mainly be on
consumers' perception of service characteristics, and the evaluative
criteria they employ in the prepurchase phase of the decision process.
These evaluative criteria -- as will be seen later -- cut across almost

all the four factors mentioned above.

Almost all marketing scholars agree that there is a number of
similarities and differences between goods and services. However, they
disagree on what dominates both product categories: similarities or
differences. Even though some researchers conclude that the similari-
ties far éxceed the differences (e.g., Johnson 1969), they admit that
these differences cannot be completely dismissed, and additional

research is needed to assess them.

Therefore, the purpose of this study is to investigate the

following reserach questions empirically:

1. Whether consumers perceive real differences in the unique
characteristics of goods and services.

2. Whether consumers experience a higher degree of involvement wit:
services than that experienced with goods.

3. Whether there is an inverse relationship between product familiarity
and perceived risk, in general, and whether this relationship is
more intense for services than for goods, in particular.

4. Whether the evaluative criterja utilized by consumers in evaluating
services are different in importance from those used in evaluating

goods.



Theoretical Background

Studies focusing on a single service industries -- such as
banking, transportation, and insurance -- have been undertaken for a
long time, particularly in relation to market segmentation. However,
interest in service marketing on the aggregate level is a recent
phenomenon. It is only in the late 1970s and early 1980s when serious
attenpts were made to concetualize the determinants of service

decisions, and suggest a theoretical framework for them.

The first international conference on service marketing was
held in Europe in 1977 (Gronroos 1983). The first U.S. service
conference followed in 1981. So, there is little theory on service
marketing, and much of the conceptual work published to date has not been
empirically tested. However, the few conceptual contributions
available in the service literature provide a starting point that is
good enough to guide research in this preliminary phase of theory

development in the service sector.

In the conceptual work of Zeithaml (1981), a framework of
consumer evaluation processes is developed tased on the ccntributions
of Nelson (1974) and Darby and Karni (1973). Nelson classifies
product attritutes or "qualities" into two categories: a) search
qualities; attributes which a consumer can determine prior to
purchasing a product, and b) experience qualities; attributes
which a consumer can only evaluate after purchase, or during

consumption. Darby and Karni add a third ategory, credence qualities,

defined as those characteristics a consumer nay find impossible to




evaluate even after purchase and consumption.

Examples of search qualities of a good include price, style,
color, hardness, and feel. Experience qualities include taste,
wearability, and pufchase satisfaction. Finally, credence qualities
require special skills which the ordinary consumers do not possess
to enable them to evaluate the product. Examples of credence qualities
are those present in surgery and brake relinings on automobiles

(Zeithaml 1981).

Zeithaml proposes that most goods are high in search qualities,
whereas most services are high on both experience and credence
qualities. This situation results in a high degree of ambiguity and
difficulty in product evaluation. Figure Y.1 illustrates this idea.

In this Figure, goods and services are arranged along a continuum of
evaluation ranging from "easy to evaluate" to "difficult to evaluate,"
based on their degree of search, experience, and credence qualities.
Zeithaml argues that most goods fall to the left of.this continuum,
while most services lie in the right due to three distinctive service
characteristics: intangibility, non-standardization, and inseparability

of production and consumption.

These three characteristics -- according to Zeithaml -- nake
services more difficult to evaluate than goods. Thus, services posses
few search qualities and many experience and credence qualities, with
the latter dominating particularly in services provided bty professionals

and specialists such as TV repair and legal services.




FIGURE I-1

CONTINUUM OF EVALUATION FOR DIFFERENT TYPES OF PRODUCTS

Most Most

Goods ‘ Services

Easy to Difficult to
Evaluate AN D<A > X Evaluate
ce§2s88AERgdald
oo;uognn‘:ouaa-o.-

- ool rQ o< Q
gﬂamo:.—-c O TP
« £ FH1OoO+QOn P o -

m ~ H-D:!ulﬂ'o--'i::’g

®© =23 40«4 o

o c* © S ke bt e b

] o o+ >

= o o cg

2 g o

= k) a

[ b [

” lﬂ ml

High in High in High in

Search Experience Credence
Qualities Qualities Qualities

Source: Zeithaml (1981), p. 186.



10

Bateson (1979) postulates that real structural differences
exist between consumer goods and services. He adds that all the
problems and differences in the management process can be traced back
to two structural differences: a) intangibility, and b) simultaneity

of service production and consumption.

As Bateson provides ev;dence from the literature, he shows
that these two factors lead to a set of common problems shared by
managers in several service industries. He argues that a "service
delivery system" in service firms replaces "product development" in
consumer goods firms. He adds that the former system involves
consumer's interaction with service personnel, and that the "mental
intangibility" of services meané a "fuzzy" image of service on the

part of consumers. This situation leads to higher perception of risk.

Fisk (1981) develops a consumption/evaluation model, in which
he suggests that the evaluation of services is a continuous process
that occurs before, during, and after service consumption (i.e.,
performance). According to Fisk, the differences in evaluating goods
and services might stem from ‘hree characteristics: a) intangibility,
b) that purchasing a service does not result in ownership, and c¢)
that sore services such as life insurance is a promise to deliver if
a specific event occurs; if the event does not take place, the promise

may never be delivered.

All of these conceptual contributions strongly suggest that
service characteristics such as intangibility, perishability, lack of

ownership, inconsistency of quality, etc., influence the evaluative
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criteria that are selected and used by service consumers in pre-

purchase deeision settings.

Two other consumer behavior theories provide possible
explanations of the relationship between service characteristics and
service evaluative criteria. These are a) perceived risk theory,
and b) involvement theary. The perceived risk theory postulates
that consumers face some degree of risk in making a purchase decision,
that the perception of risk is completely subjective and does not
relate to the objectivity of the stimulus, that consumers may perceive
risk because they may have little or no experience with the product,
that perceived risk varies by product category, and that it varies

with the shopping situation (Schiffman and Kanuk 1983).

If the available information on service is less than that
available on goods, there is nothing tangible in the service for
consumers to evaluate, and the consumer has little or no experience
with services than with goéas, then based on perceived risk theory it
is expected that consumers experience higher risk perception for
services than for goods. The empirical findings of Dubinsky and Levy

(1981), Guseman (1981), and Lewis (1¢76) support this contention.

Involvement theory, on the other hand, postulates that a
consumer's concern in a purchase situation is influenced by product's
risk perception, economic, sccial, and psychological cost, complexity
of decisic- making, whether it is a major purchase decision, the

imr:rtance of purchas=: relative to the situation (or the occasion),

ard the individual's value system (Antil 1984; Bloch and Bruce 1984;
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Houston and Rothschild 1978; Krugman 1965 & later; Muncy and Hunt
198, among others). Hence, involvement relates to the product, the

communication, the person's ego and values, and the situation.

Fisk (1981) proposes that service characteristics influence
the degree of consumer's involvement in the evaluation and purchase
decision processes. He hypothesizes that the level of involvement is
higher for services than for goods. In addition, the active learning
model of involvement (Schiffman and Kanuk 1983), which is based on
traditional cognitive theory, seems to fit services as a major product
category. The rationale for ﬁhis is explained in terms of the higher
degree of risk perceived for services and the perceived differentiation
of service offerings (by the same provider as well as different
providers) due to the heterogeneity or inconsistency of service quality.
These two factors are likely to contribute to the consumer's activity
in seeking more information on services (particularly from personal

sources); thus becomtng highly involved.

Based on this theoretical background, the conceptual framework
given in Figure I-2 is developed to guide research in this study. As
shown in the Figure, the relationship between service characteristics
and service evaluation criteria 1s moderated by two variables:
perceived risk and involvement. In the meantime, involvement is
influenced by perceived risk. Service characteristics prompt a higher
degree of perceived risk as well as a higher degree of involvement
for services than for goods. Additionally, since services have more

of experience and credence qualities than of search qualities,



FIGURE I-2
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experience and credence qualities contribute to high involvement on
the part of consumers. This situation leads consumers to the selection
and utilization of certain evaluative criteria that differ in their

importance for services than for goods.

Statement of the Research Problenm

The primary concern of this study is to investigate the ways
in which service characteristics and evaluative criteria are different
from those of goods as perceived and utilized by consumers in pre-

purchase decisional settings.

To implement this research, three facets of the investigation
are undertaken. The first facet involves identifying the characteris-
tics of services that distinguish them from physical goods, and
potentially have some conseguences on consumers' perceptions of

services.

The second facet of the inquiry involves the investigation of
two variables that potentially mediate the relationship between
service characteristics and service evaluative criteria: perceived
risk, and involvement. Since there is evidence of a higher degree
of risk perception for services than for goods, the inquiry is focused
on the relationship between perceived risk, and consumers' familiarity
with goods and services. As to involvement, this construct is tested
to find out whether consumers experience a higher degree of involvement

with services than with goods.
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The third -~ and last -- facet of the research tests the
importance of a number of evaluative criteria as perceived by

consumers in regard to both goods and services.

Signjficance of the Study

Historically, the scanty research devoted to the differences
between goods and services marketing has traditionally been conducted
from a management point-of-view. A major shortcoming of this approach
is its adoption of a seller's view and its failure to recognize
consumers' perceptions of services; the latter being the logical
starting point of any effective service strategy (Blois 1981; Smith

and Dixon 1982),

Therefore, a major premise of this study is to shed some
light on consumers' perceptions of service characteristics and the
ways these characteristics affect consumers' evaluation of services.
Indeed, ... "Understanding service interactions from the consumer's
point of view is a field that has received little attention."

(Bateson and Langeard 1982, p. 176).

The importance of this study has also been called for by
Czepiel (1980) who mentions that ... "little fcrmal work has been
done to investigate the elements of service encounters and
conceptualize their content." Furthermore, Bettman (1979) has noted
that ore of the priority areas for research which deserves researchers’

attention is ... "perception of product stimuli." Therefore,



investigating the elements of service evaluation seems justified.

This study, nevertheless, differs from previous research on
services in that it does not focus on a single service industry.
Rather, it extends previous research across a broad range of service
industries in an attempt to identify the commonalities among these

varied services from the consumer's point-of-view.

This approach is supported by many service scholars (e.g.,
Bateson and Langeard 1982; Langeard et. al. 1981; Lovelock 1980),
who call for examining services on the macro (aggregate) level in
order to discover common dimensions and attributes among services
in general without focusing on a single service industry in partic-
ular. These researchers have argued that common characteristics
exist across many services, and that these characteristics result
from the interactive-experiental nature of the service involving
the consumer. Thus, an empirical test of this proposition is

warranted.

Finally, two observations are noteworthy. First, there is
agreement among consumer researchers that research on services
ignores the investigation of many aspects of consumer behavior.
Examples of those aspects that need further research are consumer
search strategies (Davis 1980), consumer evaluation processes
(Zeithaml 1981), and causal attribution (Mizersxi -ad Weinberger

1978).

Secondly, it is alarmingly observe. that most of the :ziucies
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that are published to date and deal with services in general (not
focusing on a single service industry) are non-empirical (Dubinsky
and Levy 1981; Hargrove, Barksdale and Powell 1983)., In particular,
there is not much empirical research done to measure consumers!
perceptions of service characteristics, with the exception of a few
studies such as Johnson 1969. Many, if not all, of the characteris-
tics described in the literature, and attributed to services are treated
conceptually, but never tested empirically. Generalizing these
characteristics among all services might be risky unless they are
empirically tested and validated. Only through empirical validation
can we gain insights and implications for the formulation of effective
service strategy, and provide some contribution toward a theory of

service marketing.

Consequently, it is felt that this research fills a need that

is well expressed by many scholars in the field.

Organization of the Report

Chapter I presented a summarized, but comprehensive, overview
of the scope and purpose of the study, the research problem and the

contribution of the study.

In Chapter II, the literature on product cues in the goods
sector is reviewed. Conclusions are made at the end of each section,
comparing goods to services, and the implications for developing

hypotheses for this dissertation are included.
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Chapter III reviews the service evaluation literature. First,
research on service evaluation is reviewed. Then, studies descriting
or testing service characteristics are presented and analyzed. Third,
studies dealing with perceived risk in the service sector are presented
and reviewed. Finally, the last section of Chapter III reviews the
literature on involvement theory and the various research directions
taken by consumer researchers in this area of investigation. Following
the same approach taken in Chapter II, conclusions at the end of each
section of Chapter III also summarize the research findings in each
field, and directions for hypothesis development,as can be applied to

this study, are provided.

In Chapter IV, the hypotheses and research methodology are
presented. First, the study's hypotheses are stated and their
rationale is discussed. Then, the research design is described,
followed by product typology validation and selection scheme. This is
followed by the operational definitions amd measurement of the study
variables. The subsequent sections include sample description,
questionnaire development, and pretests. The final section of
Chapter IV describes the statistical techniques used to test the

hypothesized relationships advanced in the first section of the chapter.

Chapter V presents and discusses the statistical results of
the pretests. Chapter VI presents the findings of the study and
provides a complete statistical analysis of the findings in relation
to the study's hypotheses. Finally, Chepter VII presents summary,

‘conclusions, and recommendations for future research.




CHAPTER II
REVIEW OF THE GOODS LITERATURE

Product cues are attributes on which a consumer relies in
evaluating a product. They are evaluative criteria which a consumer
uses to make judgment and/or a purchase decision of a product. In

principle, this applies equally to goods and services.

While researchers do not make it explicit, product cues --
as referred to in the literature -- often mean the cues consumers
utilize in the selection and purchase of physical goods. For example,
according to Olsen and Jacoby (1972), product cues are of two types:

intrinsic and extrinsic.

Intrinsic cues are product attributes which are part of the
physical structure of the product itself. These attributes cannot
be changed without changing the phyaiéal structure of the product.
Examples of intrinsic cues include product design, color, scent,
taste, ingredients, etc. Apparently, these attributes apply to

physical goods,

In the marketing literature, researchers operationalized
intrinsic cues in terms of the physical characteristics of the
product, and manipulated them as a multi-facet independent variable
using an experimental design, and then measured their effects --
individually or in association with other product cues -- on

consumer's judgment of product quality; with the latter operationed

19
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as the dependent variable. (Other measures of the dependent variable

will be discussed in a later section).

The other type of product cues, extrinsic cues, are those
attributes which are external to the product; i.e., are not part of
the physical structure of the product, and can be changed without
changing the physical characteristics of the product itself. Examples
of these cues include price, brand name, image of the store in which
the product is sold, etc. These cues apply equally both to goods and
to services, even though they have been extensively investigated in

regard to physical goods only.

Based on this intrinsic-extrinsic classification typology,
it is appropriate to assume that services are characterized by more
extrinsic than intrinsic cues due to the intangible nature of
services, and to the extent that those services enjoy a high degree
of intangibility. Virtually, this is a crucial issue since all
services are not completely intangible. For example, some products
cannot be classified as pure goods or pure services such as home
repairs and restaurant meals. This type of services has elements
both of goods and of services. Consequently, consumers are expecied
to perceive varying degrees of intangitility for different types of
goods and services, and a third category of good-service combinations
should be included in the analysis to accommodate those services that

are not "pure" services.

Before a literature review of the goods sector is presented,

1 word is due on the prevailing confusion between product attributes
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and product benefits. As discussed above, attributes are cues or
criteria which consumers utilize.in evaluating a certain product,
whether it is a good or a service., Benefits, on the other hand,
are defined in terms of certain utilities consumers perceive in a
product. Thus, when purchasing a brand of toothpaste, consumers
may use the price, brand name, packaging, and taste as evaluative
criteria, whereas the benefits they seek in the toothpaste may
include whitening teeth, delivering a good breath, or fighting

cavities.

Unfortunately, many consumer researchers fajiled to
distinguish between product attributes and benefits, and thus used
them indiscriminately in multiattribute models (Wu and Day 1982).
This study does focus on product attributes defined as cues or

evaluative criteria, not on product benefits.

In the following sections, a literature review is presented
for product cues in the goods sector. Studies dealing with service

evaluative criteria will be presented in Chapter III.

Product Cues Studies in the Goods Sector

Studies on product cues in the goods sector investigated a
wide range of cues; both intrinsic and extrinsic. Studies involving
intrinsic cues dealt with product factor, product type, and physical
composition characteristics., Studies involving extrinsic cues, on
the other hand, investigated price, brand image, store image, store

desirability, market share, product and brand familiarity, search time,
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frequency of purchase, and consumer product test reports.

Since price, asa product cue, has received a great deal of
attention by consumer researchers, a literature review of the price
research 18 presented first, followed by a review of research

investigating other cues.

Review of the Price Research

Tibor de Scitovsky was the first scholar to discuss the price-
quality relationship in 1945, even though he did not test it empirically
(Cox 1979). Since that time, price has been the most extensively

researched variable in the marketing mix.

A number of review papers have yielded several trends concerning
consumers' use of the price cue as an evaluative criterion, though the
findings tend sometimes to be mixed. For instance, Monroe (1973)
reviewed 76 studies and concluded that a positive relationship between
price and quality seems to exist at least over some range of prices in
some product categories. Engel, Blackwell, and Kollat (1978) also
assert that there is a definite range of prices defined by consumers
which represent their reference price. This reference price influences

price judgments.

Early empirical research on price has consistently shown a
significant price effect. However, since price was the only cue
investigated, the significant effect obtained in these studies is not

surprising. In addition, as Olson (1977) maintains, these studies
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suffer from many conceptual and methodological problems, and are
limited to individual products which impedes generalization to multi-

cues settings.

In reviewing studies on multicue situations including price,
Olson (1977) reports conflicting findings on the significance of
price as well as the other cues. In one of these studies, done by
Gardner (1970), the main effects of search time, frequency of
purchase, product factor, and price were significant, but no significant
interaction effects were found. However, based on personal interviews

with subjects after the experiment, Gardner proposed that price may

be a_stronger predictor of qualjty in situations where judgment of the
other cues are difficult, and one's self confidence concerning those

judgments is low. According to Olson, this hypothesis is similar to

those suggested by Scitovsky (1944-45) and Cox (1962).

In another study, Gardner (1971) tested the effects of product-
type continuum, brand name, and price. The main effects as well as the
interaction effects were found significant for the product-type
continuum and brand name, but not for price. Olson (1977) explains
this findings by stating that the brand name cue is a stronger indicator
of quality than is the price cue. So, when both cues are present, price
effects are negligible. Since the products investigated in the two
studies by Gardner were suits, shirts, and toothpaste, this proposition

remains to be tested with servives.,

Render and O'Conner (1976) tested the price, brand image, and

store image cues using three goods. They found each of the three
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factors separately affected consumers' perception of the quality of
two products: men's dress shirts, and after-shave lotion. For the
third product -- AM desk radio -- price stood as the only significant
independent variable. Among all interaction effects, only one was
significant (p<.05), which was price x brand name, for the after-
shave lotion. The researchers considered another interaction effect
between price and store name (for the men's dress shirts) as
significant even though it is extremely weak (pg.25). The researchers
suggested using specialty stores besides department stores which were
the only retail store type used in the study. They also suggested

using packaging and advertising cues among the independent variables.

The results obtained by Raju (1977) concerning the price and
brand name cues are similar to those of Render and Q'Conner (1976).
These two variables were positively related tc rroiuct evaluation.

In partjcular, prjce was found more jmportant in or:-ourchase overall

quality evaluatjon (the product used in the study was stereo receivers).

Using another product class (skis), Wheatly, Walton, and Chiu
(1977) reached similar findings; that is, the subjects' percepticn

of product quality is influenced by both price and brand informatzi-:.

However, the difference in perceived qualitv attributable to price

level was greater than the difference attributable to brand recognition.
The price x brand interaction effect was small and barely significant

(p <-10).

These researchers also found no evidence that non-skiers would

utilize the price and brand cues to a greater extent than skiers. Also,
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experience with the product would not make a respondent less inclined
to use the price or brand cues as indicators of product quality. It
seemed that both groups of respondents utilized price and brand infor-

mation in a similar manner.

The conclusion reached by these researchers was "When real

prices vary over a wjde range, unless buyers are technical experts, or

duct ty can be assessed read by non-experts, it is still a

ver rtant cue and quijte sgibly the most rtant one t call

utjljized by consumers." (Wheatly, Walton, and Chiu 1977, p. 75).

In an attempt to clarify the relationship between the price
cue and other product attributes, Cox (1979) hypothesized that there
are three levels of product attributes which might be used to determine
quality. The first level represents those atkributes which are physi-
cally observed and intrinsic to the product such as easily scratched
window paint and leaking pens. The price cue -- according to Cox --
should not play any role within this level since consumers' evaluations

do not differ on these attributes regardless of price.

The second level of attributes involves nonobservable or highly
technical product attributes which the average consumer can never fully
evaluate such as the effectiveness of vitamins. Within this level, the
price cue may be used as a major indicator of quality. While Cox treated
this level in the context of goods only, this level of atiributes seems
to apply to many services and good-service combinations such as auto

repair, restaurant meals, and medical a: 1 dental services as well.




The third level of attributes -- according to Cox -- are those
which are relatively difficult to evaluate, but the consumer is able
to evaluate, such as the taste of food and the attractiveness of an
art object. For products characterized by attributes of this level,
price might play a partial role as indicant of quality since there is

certain amount of ambiguity concerning product quality.

Cox tested hypotheses about the third level of attributes
only using coffee as his product class, and found tentative support
for them, Even though the statistical significance of the F ratios
was relatively low (p‘(.10). one strength of Cox's experiment is the
repeated measurement of the price-quality relationship at four trials.

Over all trials, he consistently found the relationship positive.

Cox's conceptualizﬁtion of the relationship between the price
cue and other product cues based on the degree of attribute ambiguity
has important implications to services, which are characterized by e
relatively high degree of attribute ambiguity. The evidence provided

by Cox (1979) and Wheatly, Walton, and Chiu (1977) supports the
proposition that price is an important cue for services.

Another stream of research identifies the role of price in the
different phases of the product choice process (3ettman 1979; Haines
197L; Park, Lessig, and Merrill 1982). This research direction agrees
that price might be used in the early stages of the choice process as
a screening tool to limit the choice to a controllable number of
alternatives (usually defined by ccnsumer researchers as the evoked set).

Other attributes are then used in the evaluation of alternatives. Cnce
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again, and later in the pre-purchase evaluation process, price may be
used in the buying decision, particularly if price differences are

perceived as significant by consumers (Monroe 1982).

While the findings of most price researchers indicate the
insignificant effect of the price cue in multicue settings, a some- -
what different explanation is presented by Sternthal and Craig (1982).
After reviewing the relevant literature, these consumer researchers
conclude that people fail to use the price cue as a basis for choice
decisions because price information is not often processed; i.e.,
consumers do not often check price. Apparently, unless consumers
collect and process price information, there is no way for them to

use it in product choice decisions.

Finally, Engel, Blackwell, and Kollat (1978) add two other
conditions for a positive price-quality relationship. These are:
a) when the consumer has confidence in price as a predictor of quality,
and b) when there are real and perceived quality differences among
brands. These authors conclude that some other factors exist and
affect price judgment. Among these factors are product class (e.g.;
price was found more important for detergents than for cereals),
social visibility of the product (the more socially visitle the product,
the more significant the price), unawareness of price (which is
consistent with Sternthal and Craig's conclusion referred to above),
and the number of alternatives under consideration (the greater the

number of alternatives, the less significant the price).




Sumpary

The price cue does play a role in product evaluation and
choice. There is substantial evidence that a positive relation-
ship exists between the price cue and perceived product (good)
quality in spite of the methodological limitations of previous price
research, and even though this relationship was not always statisti-

cally significant.

The question is not whether this price-quality relationship
exists; rather, it is when this relationship determines product
choice (Monroe 1982). The literature review presented above and
that summarized by Sternthal and Craig (1982) contend that the
price cue tends to be significant in situations where other product
attributes are characterized by a high degree of ambiguity, and
consumers cannot assess quality by any other means. Conversely,
when consumers can depend on other cues -- such as brand image --

the price cue becomes less important as an evaluative criterion.

While the product: used in all the studies reviewed are
physical goods, the avallavle evidence suggests that price is an
impcrtant evaluative criterion for services, since services are
characterized by rather high exgsrience and credence gualities.
These qualities result in a high degree of ambiguity and difficulty

in service evaluation.

28
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Research Investigating Cther Cues

In addition to the price cue, other factors have been
investigated by researchers. In the following sections, four of
these factors will be reviewed. They are brand name, store image,

physical (intrinsic) cues, and product familiarity.

Brand Image Studies

The brand name (or image) cue has been studied in association
with price alone, or with price and other cues. It is generally
noticed that brand name is an important evaluative criterion from the
consumer's point-of-view. That is, a positive relationship emerges
between brand image and product evaluation, even though the relation-

ship is sometimes not completely clear.

After reviewing the literature on cue utilization, Schellinck
(1980) concludes, among other things, that people place considerable
emphasis on brand name and intrinsic product cues when they evaluate

a brand's quality.

Andrews and Valenzi (1971) indicate that at least for lower
priced products, the brand name cue influenced quality perceptions.
Gardner (1971) asserts that trand name strongly influences consumers'
perception of product quality and willingness to buy. Wheatly and
Chi: ('377) also conclude that while the influence of brand name on

3:21ity perceptions was possibly product-specific, it was significant.

Olson's (1277) review, however, uncovers a discrepancy in the



findings of previous research involving brand name and price in
combination. Olson offers an explanation for this discrepancy based
on information processing theory by which a brand name is considered
an "informational chunk" encompassing information on many

product characteristics such as size, shape, manufacturer, performance,
price, etc. So, when consumers use a brand name to access an
"information chunk" encompassing all of this information they might
not use the price cue heavily. Only in cases of low brand familiarity
or in the absence of a brand name, the price becomes an important cue

in product evaluation.

Wheatly, Walton, and Chiu (1977), in the study referred to
before, found a statistically significant brand effect (p<.01) but
not nearly as strong as the price effect. The difference in perceived
quality attributable to price level was greater than the difference
attributable to brand recognition. When discussing the results, the
researchers reach several Eonclusions, some of which are similar to
those of Olson (1977). They note it is very likely that brand name
as a cue for product quality is product-specific. They add it is
possible that brand name is interrelated with price. However, they
suggest that in the case of some low-priced consumer products, the
brand name cue becumes more important than the price cue, whereas the

former becomes less important for some higher-priced consumer goods.

This last conclusion is disputed by the findings of Raju
(1977) where brand name was found to have greater effect on overall

quality evaluation at higher prices than at lower prices. These
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conflicting results confirm the assertion that the brand name cue,

like price, is product-specific.

Engel, Blackwell, and Kollat (1978) note that the importance
of brand image as an indicator of product quality seems fo vary with
the ease by which quality can be judged objectively. If evaluetion is
difficult, consumers tend to perceive a higher degree of risk in
the purchase. Thus, a well-known brand name with a high quality image

can be an effective way to reduce perceived risk.

Other directions in brand research include the combined effect
of brand name and each of the following factors on consumers!
perceptions of product quality: labeling information, packaging and

container size, store brands, and generics,

Imperia (1981) tested the importance of label information in
brand choice. Respondents were asked to choose a canned food product
from three brands available at a specific supermarket: a national
brand, a store brand, and a generic. An analysislof the reason given
for brand choice revealed that the majority of respondents did not
rely on label information when choosing the brand. Factors such as

price, brand loyalty, brand name, and perceived quallty were considered

to be more important.

A similar choice pattern was found when those products having
equal ingredients across brands were analyzed. The findings indicate
that the majority of respondents chose the national brand because it

was perceived of a better quality and better ingredients even though
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the labels of the three brands listed identical ingredients. In the
case where the generic brand was chosen over the national brand for
.price, it was so chosen because it was perceived of equal quality as

the store brand.

Another study by Patton (1981) examined the impact of quantity
information on brand choice decisions. The study's major findings
indicate that subjects tended to seiect brands that provide the most
information, and tended to avoid those with the least information.

This tendency was highest when all tested brands were of equal éuality,
but the tendency was moderate when quality varied inversely with amount

of information.

The last two studies, just discussed, show relatively
conflicting results about the amount of brand information consumers
may utilize. While the first study indicates that label information
is neglected in favor of other extrinsic cues such as price, brand
image, and the like, the second study shows that consumers tend to

select the brand with the most information.

The discrepancy concerning brand information may be explained
in terms of the product class selected by the researchers of the two
studies. While Imperia used canned food (a convenience good), Patton
employed electric food mixer (a shopping good). It is logical to
find consumers looking for more information in the case of a shopping

good than in the case of a convenience good for several reasons.

In the case of an appliance such as electric food mixer,



consumers are concerned with information on its safety, capacity,
capability, versatility, weight, warranty, and the like. In the
case of a convenience good such as canned food, on the other hand,
consumers tend to use an informational chunk such as brand name to

summarize a great deal of information and eut down search time.

In addition, consumers tend to assume that food quality
requirements are satisfied by the FDA regulations. However, while
consumers also assume that appliance's safety is also regulated by
the CPSC, their search for information does not stop at safety

requirements, but exceeds them to other features as mentioned above.

Other research on brand, packaging, and container size has
consistently. yielded significant brand and packaging effects
(Rigaux-Bricmont 1982; Fowler 1982), However, container size alone
did not produce any significant effect except in the case of the

triple interaction with brand and price discount (Fowler 1982).

Since the purpdse of this review is to provide insights
for comparing goods cues with service cues, elaboration on packagirg
and container research is not useful. Packaging and container size
implications are not }elevant to services. Therefore, the review of

these issues will stop at this point.

Finally, research on national, store, and generic brands
indicates that consumers' perception of the quality of national and

store brands was enhanced when generic brands were introduced to the

choice set regardless of the price range spread (Wheatly 1981; Wheatly
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et. al. 1982). Consumers perceived large differences in quality
between national brands on one hand, and private and generic brands,
on the other. So, the switch from national brand to private brand
was not significant. In contrast, consumers perceived small differen-
ces in quality between private and generic brands. Consequently, the

switeh from the store brand to the generic was significant.

Summary

Brand image research has yielded several important findings.
In general, a brand name correlates positively with product quality.
A brand name provides an explicit positioning for the product (Ross
1982). A brand name, thus, is considered an information chunk through

which consumers access many other product information.

It is also likely that the brand name is product-specific in
the sense that there is interplay between brand name and price depend-
ing on the product catégory. The amount of brand information consumers
collect depends on the product category as well. Finally, the quality

image of national brands is ennanced with the introduction of generics.

The implications of these findings to services are several.
First, there no studies in the service literature that deal with brarni
name. However, there are some studies which involve service proviier's
reputation. Indeed, there is a substantial num er of services tra:
recognize the influence of brand name on c-=.umers'percertion:, =zence
they develop specific brand names -- 1li:z ranufacturers of consumer

goods -~ and utilize them in positioning their offerings thiough
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promotions.

It should be noted, however, that in the case of services, the
brand name and store (provider) name cues may combine with each other
in what might be labelled "service provider's image or reputation.”
This is so because the service producer is usually its marketer, and
the service store may be either owned by the service provider, or

franchised -- under the same company name -- by him,

Compared to goods, it is likely that consumers engage in
collecting a large amount of information about services since the
information available by service providers on their services is sparse.
In addition, the uncertainty surrounding the quality of services
provides another reason why consumers might be active in looking for

information on services they plan to buy.

Finally, a corresponding concept of national, store, and
generic services can be developed. Generic services are represented
by small service outlets (small workshops, fast-food outlets, and other
services) that are privately owned and managed by small-size business-
people, who are not a part of a larger vertically-integrated system.
It is possible that the image of the national or regional service
provider, which is created using a pull strategicAapproach through
positioning and mass advertising, will result in a higher perceived

quality for these services than for generic services.
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Store Jmage Studies

The store image cue was examined by Olson (1977) who found
consistent main effects on product evaluation in three of the five
studies involving store image which he reviewed. The results of the
two other studies are inconsistent with those of the first three in
one or more of the following aspects: the main effects, the inter-
action effects (with price or other cues), and the directionality of
the astore image main effect. Olson, therefore, concludes that the

effects of store image are unclear and deserve further research.

Engel, Blackwell, and Kollat (1978) define a store's image
in terms of the "overall way in which customers perceive a store as
well as its individual attributes ..." (p. 520). These attributes
-- as perceived by consumers -- represent the determinants of store
choice. According to the authors, these determinants are not
universal; rather, they vary substantially by type of product, store,

and customer.

The determinants of store choice for two consumer product
categories are summarized by Engel, Blackwell, and Kollat as follows:

1. Women's clothing stores: salespersons, price-quality, and
congeniality.

2. Supermarkets: location, price, service, cleanliness, product
selection, and parking.

The authors also note that there is some evidence of a correlation
between store loyalty and store image. They also state that the image

of a preferred store seems to correspond to consumer's self image.




Runyon (1977) contends that attempts to assess store choice on
the basis of individual store attributes have generally been unsuccess-
ful. It seems that the determinants of store choice enter into complex
relationships between, merchandise lines, store atiributes, and
consumer characteristics, so that it is not always clear which factors

are deternminants and which ones are merely important.

Summary

The evidence indicates that the effect of the store image in
the goods sector is unclear. The case with services is likely to be
different as the store image and the service producer image (or

reputation) combine with each other as explained in the previous section.

Stuclez on the Physical Characteristics of Goods

Sesearch on intrinsic product cues has produced two streams of
findings. One of these streams contends that the physical characteris-
tics are not crucial in product evaluations, while they are found

significant accoriinc to the other stream.

Schiffman and ¥enus (1983), on one hand, note that ...
"(c)onsumers like to believe that they base their product quality
evaluations on intrinsic cues, because they can justify resulting
product decisions ... on the basis of 'rational' or 'objective' product
choice., More often than not, however, the physical characteristic
they select to judge quality has no intrinsic relation to the product's

quality. Thus, though many ccnsumers claim they buy a brand because
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of its superior taste, they are often unable to identify that brand in

blind taste tests." (pp. 157-158).

The conclusion reached by Schiffwan and Kanuk, after reviewing
several studies involving soft drink taste tests, has been supported
by many studies in other food categories. For instance, Hallaq and
Pettit (1983) reached the same conclusion after performing a series
of taste tests on orange juice, hot dogs, and potato chips. They
concluded..,"frequently physical attributes like sweetness, bitterness
and aroma are not as crucial in determining evaluations as brand name

and image associated with the products." (p. 600).

The other stream of research, on the other hand, is represented
by the studies reviewed by Olson (1977). He found significant main
effects of product composition cues in four of the five studies he
reviewed. According to Olson, the Jacoby, Olson, and Haddock's (1971)
study was the first price cue investigation to examine the physical
differences among brands in the same product class. The findings of
this study indicate a strong main effect due to physical characteris-
tics, but also show complex interactions with other cues. Price was
found to have a significant effect on product quality judgment only

when physical composition cues and the brand name cue were absent.

Summary

Research on the physical characteristics of goods has produced
conflicting findings as to their effects on product evaluation.

However, the findings by Jacoby, Olson, and Haddock (1971), provide
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more support to the proposition that price might be an important factor
in seévice evaluation, since services in general, and pure services in
particular, lack the physical characteristics, It 18 because services
are intangible that & number of scholars call for paying more attention
to the cues of the physical environment of retail services, as well as
tangible cues in service advertising. These issues will be discussed in

more detail in Chapter III.

Studies on Product Familiarity

There is evidence from the research done on several goods that
familiarity (or experience) with a product class is strongly related

to product evaluation.

In his review of studies dealing with product familiarity,
Olson (1977) concludes: "It seems likely that expertise or familiarity
with the product class strongly influences the relative effects of
infdrmational cues on product evaluation and thus warrants such atten-

tion." (p. 282).

Mauser (1979) also indicates that consumers' perceptions of a
product class may vary with their degree of product familiarity. The
empirical results of Park and Lessig (1981), Swan and Trawick (1979),
and Wheatley and Chiu (1979) all show significant familiarity effects

as well.

Conceptually, product familiarity has been included in consumer

behavior models as one of the determinants of product evaluation. For
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example, Howard (1977), and Howard and Sheth (1969) postulate that
consumers with little experience with, and knowledge of, the orcduct

engage in extensive problem solving.

However, not all the studies yield a statistically signifi-
cant effect of familiarity, even though the results are in the
expected direction. For instance, Tan and Dolich (1981) tested the
moderating effects of cognitive complexity and product familiarity
on brand preferences as derived from five different multiattribute
chojice models. Although the high familiarity group consistently
showed a slightly higher mean score than the low familiarity group
across all the three product classes used in the study, the product
familiarity main effect was not statistically significant. Moreover,
all interaction effects were also insignificant except the three-way
interaction (model x cognitive complexity x familiarity) in one

product class (automobiles).

While Tan and Dolich were testing choice models' predictability
not product familiarity per se, it seems that the problem centers on
their operational definition of product familiarity. These research-
ers operationalized the concept in terms of the proportion of brands
in the product class that a respondent knew something about. This
definition differs from those used by other researchers, and this

situation may have affected the results.

A review of the operational definitions of the concept as

used by different researchers reveals a wide array of definitions,

even though they all center on the notions of lknowledge and experience.
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For instance, Stem and Lamb (1980) operationalized familiarity by
classifying subjects into three categories: a) nonusers (of snow
skis), b) users with no purchase experience, and c¢) users with

purchase experience.

Swan and Trawick (1979), on the other hand, used a multiple
measure. While not addressing the issue of product familiarity
directly, they seem to define the concept in terms of usage and
purchase experiences. Usage experience was defined in terms of
three measures: a) word of mouth-talked with other people about
item, b) word of mouth-heard from other people about item, and
c) extremity of post usage ratings, measured as the absolute

difference between each respondent's score and the model category.

Purchasing experience,on the other hand, was measured using
four variables: a) frequemcy of purchase, b) extremity ratings
purchases at stores, measured in a similar way to that used for
extremity of post usage ratings, c) items on sale or special, and
d) consistency of product quality. It is worthy to note that these
researchers found usage experience to be more significant than the
other variables, and was judged by the researchers as more closely

related to product evaluation than other experience cues.,

Bettman and Park (1980), and Park and Lessig (1981) used two
measures. The first measure consists of three variables: information
search, usage, and ownership. According to this measure, subjects
are classified into three groups: a) the Low Prior Knowledge and

Experience group; those who did not search for information, use, or
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own the product, b) the Moderate group; those who searched for
information or used, but not owned the product, and c) the High

group; those who owned the product (a microwave oven).

The second measure used by these researchers is a one-
question manipulation check: "How familiar are you with a microwave
oven?" The scale used for this measure is a 5-point scale (where
5 = very familiar, and 1 = unfamiljar). Familiarity was defined in
the questionnaire in terms of the subject's knowledge about the

features important in choosing among microwave ovens.

As these researchers correlated the two measures with each
other, they provided evidence of their validity. Thus, it seems
that these measures are more preferable than the other measures,
which have been presented befor;. because of their simplicity and

well as their validity.

The literature reviewed seems to indicate that familiarity
and experience with the product relates to the level of perceived
risk. For instance, Brown and Gentry (1975) studied the level of
perceived risk of three automobile owner groups, and found tiz*
each group perceived their own model as having the lowest degree
of risk among all three models. These researchers conclude that
ownership provides the consumer with direct knwoledge of the product,

which contributes to the reduction of perceived risk.

Sheth and Venkatesan (1968), and Roselius (1971) found that

consumers use brand loyalty as a risk reduction strategy in situations
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characterized by high perceived risk. 1In other words, brands which
perceived as high risk items, and with which the consumer is not

familiar are not likely to be selected.

Raju (1977) also found that product familiarity was positively
related to the degree of confidence in brand selection in a purchase
situation. Hence, if it is established that there is an inverse
relationship between perceived risk and self-confidence (Dash,
Schiffman, and Berenson 1976; Hisrich, Dornoff, and Kernan 1972;

Taylor and Rao 1982), then it can be inferred that an inverse relation-

ship exists between product familiarity and perceived risk.

Product familiarity gained from acquiring information may
also be related to perceived risk. For example, in the study by
Brown and Gentry (1975), referred to abo;e. the researchers analyzed
the relationship between perceived risk and information seeking
behavior, and found that the ... "difference in risk perception is
most likely a function of the differences in amounts of information

possessed by the three groups." (p. 154).

Other studies dealing with the relationship between perceived
risk and information acquisition reach almost the same conclusion.
Patton's (1981) findings indicate that ... "subjects who chose among
brands of equal quality and chose brands with the most informaticn
tended to be more confident in and satisfied with their choices than

subjects who chose lower information brands." (p. 151).

Lutz and Reilly (1773) also :-und that when perfcrmance risk
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was low or moderate, subjects tended to select a brand without search
for product information. However, when products were hign in
performance risk, ... "direct observation and experience..." was the
most important strategy as selected and rated by subjects, and a

"direct buying strategy" was the least.

Finally, the literature documents the importance of personal
sources of information to reducing perceived risk. There is evidence
of a relationship between the magnitude of perceived risk and infor-
mation acquisition from personal sources (Arndt 1967; Cunningham

1967; Zigli, Pratt and Daniel 1978).

Summary

The evidence obtained from research done on several goods
indicates that product familiarity is strongly related to product

evaluation.

While researchers used several operational measures of product
familiarity, the measures used by Bettman and Park (1980), and Park
and Lessig (1981) have been validated in addition to the fact that

they are simple to use and understand.

The literature reviewed also indicates that a lower degree of
perceived risk is related to familiarity and experience with the
product, particularly when familiarity is based on information

octained from personal sources.
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It may well be that a consumer's tendency to select risk
relievers such as brand loyalty, major brand image, interpersonal
communication, or information seeking behavior is a function of
product unfamiliarity or inexperience. In other words, in order
to satisfy their needs for a higher degree of familiarity with
the product, and reduce their perceived risk, consumers use the

appropriate risk reduction strategy.

A closer look at each of these strategies might reveal
their ability to provide consumers with more information on the
product of interest. For instance, interpersonal communication
involves the transfer of consumer lknowledge and experience to
unexperienced consumers. Brand loyalty involves more reliance on
the familiar brand than on the unfamiliar. Finally, major brand

image induces the purchase of a brand that is familiar to the masses.

Dependent Variable in Goods Evaluation Research

A review of the studies reported in the bibliography of this
dissertation, and the twenty four studies réported by Olson (1977)
reveals that consumer researchers have used two sets of dependent
variables in the investigation of product evaluation in the goods
gector. The following list describes the two sets of dependent

varibles in which the variables are stated in a random order.

1. Dependent Varjables in Pre-Purchase Evaluation

a. Brand preference

b. Quality rating

c. Comparing the product of interest to other products (other
product evaluation)
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d. Subject's weight on quality dimensions

e. Ranking of brand worth, or value for the money
f. Perceived interbrand quality differences

g. Various attribute ratings

2. Dependent Varjables Involving the Predjctjon of Purchase

a. Brand choice

b. Willingness to buy

c. Attitudes

d. Affect

Two observations emerge immediately from the review. First,

these measures are used invariably in product evaluation research.
However, there is one measure which is most extensively used as a
dependent variable; that is, perceived quality rating. Second, these
dependent variables are used individually or in groups of two or
‘three. Attempts to use more than one measure of the dependent

variable at a time are made to validate the measure.

The evidence indicates that different measures yield almost
the same results, and that there is high intercorrelation between
different measures of perceived quality, on one hand, and between
choice behavior and perceived quality, on the other (Rexeisen 1982;

Valenzi and Eldridge 1973; Wheatley, Chiu, and Allen 1982).



Chapter III

REVIEW OF THE SERVICE LITERATURE

There is a considerable amount of consumer research on a few
individual retail services such as retail banking, insurance, and
transportation. Nevertheleas, the empirical research done across a
number of services in order to identify the commonalities of charac-

teristics, or evaluative criteria among them is scanty.

In reviewing the meager literature on consumer evaluation of
services, two observations emerge immediately. First, consumers
tend to have a higher degree of involvement with services, and to
evaluate them more consciously than goods (Swan and Trawick 1979).
Second, consumers tend to employ a higher degree of subjectivity when
evaluating services than they do when evaluating goods (Johnson 1969;

Lovelock 1980; Mizerski and Weinberger 1978).

Swan and Trawick (1979) found that 87 percent of the subjects
interviewed evaluated movies (a service), whereas 41 percent of the
subjects evaluated meat (a gnod), and 27 percent evaluated bread
(another good). The diffsrsnces between these three products were
statistically significant. The researchers concluded that the product
itself might be one of the most important triggering cues in the

2vz_uation process.

Mizerski and Weinberger (1978) investigated attributions

with goods verczus services. Their findings support the hypothesis

47



that the more subjective nature of evaluating services prompts

significantly larger causal attribution domains.

Bateson and Langeard (1982) rose above the level of service-
specific attributes in order to isolate some of the common character-
istics of services across six service industries. They tested seven
service dimensions: time, control, effort, dependence, efficiency,
human contact, and risk. Their findings indicate that only four
dimensions are important across all services studied. These are time,

control, efficiency, and risk.

The researchers divided subjects into two groups: the more
participative, and the less participative. The more participative
consumers across all services (i.e., those who use ATMs in banking,
gself-service gas stationms, etc.) perceived time, control, and
efficiency as important, whereas the less participative group
considered the risk dimension more important. The researchers note
that during focus group and personal interviews, there was little
mention of financial risk among subjects, but much of psycho-social

and performanée risk.

Meyer (1981) conducted a series of laboratory experiments to
test a proposed aultiattribute judgmental model under situations of
limited information and attribute uncertainty. Based on a pretest,
in which subjects were asked to indicate the factors which they felt
mostly affected their preferences among local pizza restaurants, Meyer
selected three attributes of these fast food outlets: quality, decor

and music, and price. The findings indicate highly significant main
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effects for all three attributes, but only two significant inter-

action effects: quality x decor, and price x decor.

The proposed model, for which the findings give tentative
support, hypothesizes that consumers associate a subjective value
with each attribute. This subjective value is a function of both
the value of the information they received about the attribute and
the perceived mean value of that attribute within the product

(in this case, the service) class.

As to price, Blois (1981) also indicates that the price of

a service is a more important indicator of quality than for goods.

In another survey that covered sixteen services, Schutz
and Casey (1981) found the overwhelming majority of respondents
agree that competence varies among service providers (89%), that
there is a high degree of risk associated with services (87%), that
they are service-provider loyal (85%), i.e., they like to keep the
same service provider as long as possible (this finding is supported
by Dubinsky and Levy 1981), and that they believe consumers do not

realize a service provider's lack of ability.

The researchers also found that respondents agree there is
little information available to make good choices of services (73%),
that more experienced providers give better quality service (68%),
and that they do not feel competent that they have chossn a competent
provider (60%). These researchers also found family and friends to

be the major source of information about service providers, with a



50

high of 79 percent for physicians to a low of 22 percent for appliance

repair.

As to service choice criteria, Schutz and Casey found that
location was most important for dry cleaners, range of services for
auto repair, ease of obtaining services and qualifications for
physicians, promptness for dentists, and office or equipment for
health or fitness. Friendliness, reputation, and complaint handling
were found most important for lawyers, price and credit for building

contractor, and previous experience for plumbers.

Based on this review, it seems that the very nature of services
and their unique characteristics are the major reasons behind the
tendency of consumers to be highly involved with services, and to

employ subjective criteria in evaluating them.

Although this proposition has not been empirically tested, the
evidence, provided by those studies just reviewed, supports it. The
lack of complete, or already available information on services, the
lack of a set of uniform evaluative standards, the uncertainty
surrounding the consistency of service quality, the intangibility of
gservices, and the other service characteristics contribute to a
certain degree of ambiguity about services. This ambiguity, in turn,
prompts consumer's involvement af.d-subjectivity, as well as increases

service perceived risk.
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It also seems that consumers place high emphasis on some
evaluative criteria when they evaluate and choose services than they
do in evaluating and choosing goods. Among these criteria are price,
provider's reputation, provider's physical environment (e.g., decor
and music), service quality, location, range of service offerings,
ease of obtaining services, promptness, friendliness and courtesy of
service employees, business experience of provider, handling consumer

complaints, and extending credit.

While some of these criteria emerged as most important for
one or a few services, a pretest is established to identify those
criteria which are perceived by subjects as important across a wider
range of .service industries, specifically fifteen. The results of

this pretest will be presented in a later chapter.

The next section will review research dealing with service
characteristics, and more studies on service evaluation will be

reviewed as appropriate.

Servjce Characteristics and Fvaluative Criteria

Research studies dealing with the characteristics or features
of services, and their relationship to service evaluative criteria might
be classified into two categories: conceptual, and empirical. We will
start with conceptual studies in order to lay the ground for later

discussions on empirical research.
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Conceptual Research on Service Characteristics

Marketing scholars have conceptually identified a set of
service characteristics which distinguish them from physical goods.
These scholars emphasize that service characteristics have a major
impact on the marketing strategy of services, as well as the ways in
which consumers evaluate them... These characteristics and their
implications to service evaluation are discussed in the following
section (Bateson 1979; Fisk 1981; Grove and Fisk 1983; Johnson 1969;
Kotler 1982, 1984; Shostack 1977; Wyckham, Fitzroy, and Mandry 1975;

Zeithaml 1981).

Intangibility

This is probably the most important and critical characteris-
tic of services that distinguish them from physical goods, to the
extent that some writers (e.g., Bateson 1977, Shostack 1977) consider

it the only critical factor for services.

Services cannot be seen, touched, tasted, smelled, or heard;
thus, they cannot be physically evaluated. However, tre physical
components of some services (as in the case of good-service comSina-
tions) may be subject to evaluation., In this case, still, the goods
used during service performance, or implementation, miznt not be a
perfect indicator of service quality. ¥or instance, using "Champion"
spark plugs in an auto tune-up service may te 2n indicater of a nign

quality plug used, but does not necessarily Imply a 2izn zuality

tune-up service performed by the auto service center., Z;y “rhe came
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token, using USDA grade A beef does not necessarily indicate delicious
steak, or a personal, courteous service offered bty a certain

restaurant.

Intangibility, therefore, requires building confidence in the
service provider, and enhancing his image. This can be accomplished
by using brand names, tangible evidence, and inpro?ing the image of
the physical environment (e.g., attractive furnishings and appearance,
decor, music, etc.), or using nonabstract concepts in promoting
services, particularly in advertising (Kotler 1984; Shostack 1977;

Wyckham, Fitzroy, and Mandry 1975).

Perishability

As Johnson observes, "Perishability 1s closely related to
intangibility." (p. 71). Services cannot be produced and stored
in anticipation of future demand. An unreserved hotel room, an
empty seat in a theater or an airplane, and a missed appointment
with a physician or a lawyer, all represent revenues that are lost

forever.

A consequence of this characteristic is that promotional
efforts cannot increase sales in the service market after a certain
limit; e.g., when all hotel rooms are full. Due to service
perishability, service marketers face the dilemma of meeting
fluctuations in demand in the long run, and discrepancy between

supply and demand in the short run.
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Inseparability of Production and Consumption

It is virtually impossible to separate the production of many
services and their consumption. The simultaneity of production and
consumption results from the intangibility and perishability of

services.

There are several consequences of this characteristie. First,
this characteristic limits the size of markets which a particular
provider can cover. Second, a service firm has to use a direct channel
of distribution since services are perishable and, in most cases,
personalized in their production and distribution (examples are
banking, medical and dental services, etc.). A manufacturer of
packaged goods, on the other hand, can use a long marketing channel

since his good can be mass-produced, stored, and transported.

Finally, an important implication of the simultaneous produc-
tion and consumption of services is the need for courtesy and friend-
liness on the part of service-provider employees, since a personal
contact with customers is necessary. Otherwise, the result is not
only lost sales in the short run, but lost customers in the long run

as well (Kinnear and Bernhardt 1983).

Nonstandardization

Service quality tends to vary each time the service is produced.
This characteristic tends to hold for the same provider over tinme,

as well as among different providers of the same service at the same
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time, or over time. The degree of variability in quality depends on

who is providing the service, how, what, and when it is provided.

It is generally noticed that many services are not standar-
dized due to the presence of the human element on both sides: service
production and consumption. On one hand, the experience and skills
of different service providers in the same industry vary widely and
affect consumers' subjectivity of quality judgment. On the other
hand, consumer's demand for some Services is highly personalized
(e.g., hair styling, surgery, auto, home, and plumbing repairs)

which makes standardization, in the manufacturing sense, impossible.

Inconsistency of service quality results in a high degree of
uncertainty, which prompts a high degree of perceived risk on the
rart of consumers. It also enduces a high level of involvement by
cor.cimers (Johnson 1069). Thus, consumers tend to engage in such risk-
reduction strategies as talking to family members and friends in

order to minimize possible losses.

In the meantime, service marketers face the dilemma of estab-
lishing an objec:tiv« Trasure of service quality. Since they cannot
establish a direct meacure, they resort to such indirect methods as
surveying customer satisfaction, hiring and training the best candidate

personnel.

There are, however, some exceptions such as fast food
services, where the offering is relatively standardized. But, as

Johnson (1969) maintains, such services will never bte completely
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standardized. The offering still represents a service, at least for

some of its other elements.

Finally, as a consequence of service nonstandardization,

service prices tend to vary among different service providers.

Lack of Ownership

The purchase of a service does not result in ownership. The
service is usually used or consumed, but not owned. "Cne does not.
own the services rendered by a physician or a computer bureau. Hence,
there may be a degree of insecurity and some lack of fulfilment with

regard to purchasing services." (Wyckham et. al. 1975, p. 63)

Another implication of the lack of ownership is the limited
ability of consumers to trade in a service for another one; a practice
which is common with consumer goods, particularly durables. Even
though this practice is possible with some good-service combinatjons
(e.g, renting a car or a TV), it is almost impossible with pure

services (e.g., public transportation, dental services).

Hence, the actual price paid for goods may be negotiated
taking into account trade-in allowances, and the bargaining capabilities
of the buyer and the seller, whereas the price of service is always

determined by service provider (Brown and Fern 1981).

Some scholars (XKinnear and Bernhardt 1983; Kotler 1982, 1984)

recognize how essential this characteristic is for services to the

extent that they define services in terms of their intangibility and
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lack of ownership.

Some Servjces May Never Be Deljvered

Some services are a promise to deliver a service if a certain
event occurs., Examples include life, fire, and auto insurance,

appliance warranty, and disability insurance.

In this case, the consumer has no opportunity to evaluate
the service even after purchasing it. If the service is never
delivered, the consumer has no way to evaluate it at all (Fisk 1981;
Wyckham et. al. 1975; Zeithaml 1981). In these situations, consumers

are most likely to seek the experience and advice of others,

Buxer-Suggl;er Relatjonship

Kinnear and Bernhardt (1983) state that the buyer of a service
.ia a client who has to abide by the rules and procedures of'the seller,
and not a customer who is free to use the product when he or she wishes.
For instance, a consunef may buy and use basketball sneakers whenever
and wherever he or she wants, but they must abide by a physician's

appointment,. and airlines departure and arrival schedules.

Buyer Particjipatjon jn Service Productjon

For many services, both the service provider and the consumer
nust be present during service performance. Sometimes, the consumer

becomes highly involved in service production. For instance,
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consumers may serve themselves in self-service gas stations, do banking
using ATMs, and fix their own salad from open salad-bars in some fasti-

food restaurants.

Buyer participation in service production may vary in degree,
but in almost all services, the consumer might participate somehow
even with his or her mere presence. Other examples include hotels
and motels, airlines, resorts, haircut and hairstyling, physicians'

and dentists' services, etc.

It is worthy to note, however, that consumers do influence
the production and marketing of physical goods as well. The difference
is that consumers' influence on services and their providers is

instantaneous, whereas it is deferred in the case of goods.

Summary

This section discussed eight service characteristics, as
conceptualized by marketing scholars, and their implications to
service evaluation. These characteristics are intangibility,
perishability, inseparability of production and consumption, non-
standardization, lack of ownership, service delivery, buyer-supplier

relationship, and buyer participation in service production.



Empirical Research on Services

Consumer researchers have tested some of the relationships
advanced in the marketing literature, as summarized in the review

presented so far.

Smith and Dixon (1982) replicated Blois' (1981) study in
which 16 respondents from England participated. Smith and Dixon asked
26 MBA students to rank order the usefulness of 11 statements in
classifying eight products as either goods or services. The rank-
ordered data were subjected to multidimensional scaling, and the
results were plotted on a joint space of products and classification

dimensions (as expressed in the eleven statements).

The findings obtained by Smith and Dixon are consistent with
those reported by Blois, indicating that subjects both in the United
States and in England share similar perceptions of goods and services

even though the sample in each country is small.

The Smith and Dixon study, however, differs from the Blois
study in one aspect. In the research reported by Blois, the products
hapburger and dinner are positioned quite closely together in the
sape services quadrant, whereas in the Smith and Dixon investigation
they were positioned in different quadrants. This is probably
because Smith and Dixon used the term "Hamburger at McDonald's"
instead of "Hamburger" only so as to materialize Levitt's (1976)

contention of the industrialization of services.
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In general, the findings show that the goods jeans, record,
calculator, and soup are associated with the dimensions warranties,
use of middlemen, inventories, and helpfulness and publicity. The
services haircut, restaurant meal, dry cleaning, and McDonald's are
associated with the dimensions intangibility (quality assessment
before and after purchase) and consumer involvement (direct contact
with producer). The dimensions dealing with price and variety,
however, did not discriminate very well between goods and services
along a number of differentiating characteristics, according to

these researchers.

The study, however, suffers from some limitations. First,
although the results are consistent with those of Blois, the extremely
small size of the sample employed in both studies represent a serious
limitation on the generalizability of result:., Secondly, classifying
products into "pure" goods and "pure" services, and misclassifying
some good-service combinations with pure services may not yield a

more realistic reflection of consumers' perceptions (c'Amico 1982).

In another study, Dubinsky and Levy (1981) empiricslly investi-
gated consumers' evaluations of eight behavioral statements ::.- -ach
of four services: banking, fast food, auto repair, and hair styling.
The authors also investigated subjects' evaluations of nine criteria
employed by consumers before purchasing services. The researchers
used a 5-point Likert-type agreement scale for the first part, and a

5-point importance scale for the second part.
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With regard to the behavioral dimensions, the findings
indicate that personal sources are more important than impersonal
sources across all four services. In commenting on this finding, the
authors explain this tendency on the part of consumers in light of
service intangibility which cause consumers to place more credibility

in the opinions of their peers or friends about a service.

The results also show that consumers are more likely to change
provider in three of the four services surveyed because of their dis-
satisfaction rather than because other providers offer better services.

This finding indicates that service consumers are provider loyal.

The study also shows that consumers shop (check around) for
some services, and do not shop for the others. It also shows that
some services are easy to evaluate, a;d some others are difficult to
assess their quality. As to perceived risk, consumers considered

banking services less risky, and auto repair services more risky.

| In terms of service evaluative criteria, price and friendli-
ness of personnel were the only two criteria which exhibited signi-
ficant differences across the four services. The study's finding
concerning price conflicts with that of Smith and Dixon (1982).
However, Smith and Dixon's conclusion in regard to price importance
might be weakened by the extremely small sample size used by the

latter.

The Dubinsky and Levy s*1idy, like the previous one, represents

a good step towards understandin, how consumers evaluate services.
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However, the study suffers from some limitations. Surveying only
four services and comparing them to each other does not rise above the
individual service focus, nor does it help to generalize over a wide

range of services.

Furthermore, the study focuses only on services, and does not
compare the behavioral dimensions or the evaluative criteria as
perceived by consumers across both goods and zervices in order to
gain more insights into the specific nature of services, and its

implications to the evaluation process.

Two other studies deal with information search and their impact
on evaluating services. Davis (1980) examined two sets of predictors
of search in the service sector: service characteristics, and consumer
demographics. The findings indicate significant relationships between
the four sgervice characteristics investigated and search propensities.
Consumer demographics, on the other hand, did not show any significant

effect on search propensities.

The four service characteristics investigated were frequency
of purchase, price level, personal versus impersonal delivery, and
Judd's (1964) service classification of owned, rented, and nqngoods
services. It should be noted here that the lack of agreement among
service researchers on the definitions of characteristics, evaluative
criteria, and behavioral dimensions add more confusion to service
research, It is apparent that what Davis calls in his study

"characteristics" are not all characteristics, but a combination of

all the concepts mentioned above.




63

Further analysis of the results bty Davis revealed several
trends. One trend suggests that consumers are willing to engage in
much prepurchase deliberation and external search in the purchase of
services (the study used eight consumer services). Another trend
reflected consumers' willingness to shop for highly priced services,
but in many cases they do not do much prepurchase deliberation in
arriving at the final purchase decision. However, while consumers
appear to be unwilling to shop for lower priced services, they are

willing to consider alternative uses for their purchase dollars.

A final trend revealed by Davis' study is that consumers
seem to be willing to engage in extensive search to find a service of
interest in the cases of nongoods (i.e., pure services), and services
requiring personal delivery; both of which can be exemplified by

dentists and gynecologists.

The other study on information influence was done by Weinberger
and Brown (1977). The review presented by these researchers indicates
that when individuals are confronted with uncertainty or ambiguity,
they become more susceptible to influence from others. JSince goods and
services may vary in their degree of ambiguity, where the quality of
services is difficult to judge, consumers might be influenced more
in their intentions to buy services than goods after receiving outside
information. The researchers tested this proposition, and found

support for it.

As these researchers conclude, the findings lend support to
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nuch of the conceptual service literature, and also to Johnson (1969)
who showed a great emphasis placed by consumers on information about
services than on information about goods. In their words, "The
evidence does suggest that when viewed from the subject's perspective,
a difference does exist in the relative influence product information

will have upon the evaluation of goods and services." (p. 399).

These researchers also suggest that using a brand name, or a
trademark by a service provider would reduce consumer's uncertainty
about the service offered; a recommendation which has some support

from the literature reviewed so far.

In an early work on services, Johnson (1969) found two important
attributes which seem to distinguish between goods and services. He
found that consumers perceive services as being more personal (non-
standardized) than goods, and that consumers appear to be less satis-
fied with the purchase of services (because of poor performance).
Further analysis of the data revealed four distinguishing buying
motives that characterize services: price, quality, brand reputation,
and overall satisfaciion. Services were perceived of higher prices,
less consistent quality, less reputable brands, and lower overall

satisfaction., All the dif::rences were statistically significant.

The study also revealed five important patronage motives. They
are price, convenient location, rapid service, reputation, and prompt
attention. These factors were important to all types of products with

the last two suggesting possible distinctions between goods and services.
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In another part of the study, dealing with the buying behavior
of goods versus services, Johnson found that the purchase of services
is:

1. characterized by more personal involvement of the buyer than goods.
(This is probably because of the uncertainty surrounding the quality
of services).

2. influenced more than goods by other persons. (This is probably due
to the lack of formal information on services as well as nonstandar-
dization).

3. bought with greater consideration given to the particular seller.
(This is probably because of the intangibility of services,
uncertainty about their quality, limited information available on
them, and the high perceived risk of services, which all lead the

service consumer to be provider loyal).

The above review presented consumer-oriented studies; i.e.,
studies using consumers as subjects to investigate their perceptions
and judgments with regard to service behavioral patterns. There is
another stream of service research, however, which deals with services
from the managers' point-of-view; i.e., uses managers of service firms
as subjects and investigates their perceptions as to what consumers

think, and the appropriate way of managing and marketing services.

The service literature representing the managers' perspective
agrees in concept with many of the findings summarized above. Tor
instance, Schlissel (1978) surveyed the marketing practices of a

number of small service businesses (pest control). The author offers
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some implications of the problems and opportunities of the service
marketer based onabrief analysis of service characteristics. He
suggests that services usually, but not always, are purchased on an
emergency basis, thus the patronage decision is likely to depend on
the consumer's ability to recall a supplier's name, or on the

supplier's convenient location.

This conclusion is empirically supported by Dubinsky and Levy
(1981), and Guseman (1981) who both found that consumers are less
likely to seek information from the store, or to shop around for

services than for goods.

Schlissel also suggests that in the absence of any quality
indicators, the rational consumer would select the service with the
lowest price. However, he does not exclude the posibility of a
price-quality relationship established by consumers in regard to

services as well.

Bateson (1977, 1979) is another researcher who focuses
attention on the managerial side. He maintains that marketing managers
in service firms face tasks which are different from those faced by
their peers in goods companies. He acsserts these differences in tasxs
and processes can be related back to one structural difference:

intangibility.

Based on a survey of the common problems as perceived by
managers in three service industries (distribution, tanking, and nozel:;

in France, and reported by Eiglier, Bateson summarizes the zajor




findings as follows (1979, rp. 134-1235):

"Problem for the Organizalion

1. Service firms cannot use inventory.
2. There is no patent protection (excep* on names) for services.
3. The employee/client interface is complex because:
a. The employee in contact with the client is torn between
the firm's objectives and those of the client.
b. Many employees may be in contact with the client; hence,
a problem of consistency of behavior arises.
4. Physical setting and environment are izportant to the quality
of service, yet this is difficult to control.
5. If the service firm wants to grow, it has to develop its own
distribution network.
6. Innovation is difficult beczuse it zay imply the need for
client education to change tehavicr,

Problems to the Client

1. The client must have confidence in the firm from whom he buys
the service. He needs more confidence for a service than for
a physical good.

2. The 'mental image' of the service is 'fuzzy.'

3. Word of mouth has a great influence on services.

4. While consuming the service, the client has a tendency to
identify with the service firm."

Summary

This section reviewed some of the empirical studies investi-
gating subjects' perceptions of several service characteristics,
service evaluative criteria, and other bteravioral dimensions. Two
persvectives were presented; one illustrating consumers' percegtions,
and the other delineating manacers' view of services in compariscn to

physical goods.

Empirical research on consumers' perceptions of services
reveals that they associate services with certain characteristiecs such

as intangibility. The findings also indicate the tendency of consumers
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to be highly involved with services, to be service-provider loyal,

and to consider price, friendliness of personnel, and personal sources
of information as most important when evaluating services. Consumers
were also willing to engage in extensive information search in the case

of pure services and those requiring personal delivery.

The managerial problems confronting service firms as expressed
by service managers, and summarized above, have two important impli-
cations. First, they reflect management confusion about the nature
of services, and the incapacity of using the appropriate techniques
to deal with these problems. It is needless to say that some of the
parketing techniques used in goods marketing are used successfully
in service marketing. However, with the increasingly competitive
environment, and the ever changing social trends, some of these

techniques become inappropriate or inefficient.

This leads us to the second implication. the managerial
problems, as conceived by service managers, reflect a high degree
of ambiguity that surrounds the purchase situation. This obser-
vation agrees in principle with many findings in service research
surveying consumers. In the managers' words, consumers have fuzzy
mental image about services, need to have confidence in the firm,
need to identify with the firm, and are greatly influenced by word of
mouth. These conditions are most likely the outcomes of service

characteristics.
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Perceived Risk and Services

In general, little effort has been devoted to the study of
perceived risk in the service sector (Peter, Becherer, and Richard

1979).

A few studies empirically tested consumers' perceptions of
risk with regard to services. Lewis (1976) measured and tested
consumers' perceptions of risk for three categories of products:
pure services, good-service combinations, and pure goods. The
findings, in general, indicate that consumers perceive higher risk
for services that for goods. Comparison of the level of perceived
risk among the three catagories showed that consumers perceived
pure services and good-service combinations significantly higher in

risk than pure goods.

However, no significant differences were found between pure
services and good-service combinations. Lewis explains this finding
in terms of the intangibility feature of services. He observes that
the introduction of a service element in a good-service combination
might lead consumers to place the combination mentally far away from

pure goods, and close to pure services.

Guseman (1981) has also showed that services have more
perceived risk than goods, and that consumers use risk-reduction stra-

tegies for services wnich are different than +hose used for goods.

He found that consumers use store loyalty, refrence groups,

and brand loyalty more commonly for services, which are also used for
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More than one study documents that service consumers tend to be
provider loyal. It might be inferred that provider loyalty is due to
the high degree of risk perceived by service consumers. Provider
loyalty corresponds to the "commitment" component of "involvement"
(Lastovicka 1979; Lastovicka and Gardner 1979) as will be discussed in
the next section, and probably represents the link between the perceived

risk and involvement constructs.

It is observed, as is the case with goods also, that consumer
researchers did not investigate the relationship between service famil-
iarity and perceived risk. Product familiarity research was limited to
measuring the effect of familiarity with physical goods on their
evaluation. However, based on both the product familiarity and percei-
ved risk literature reviews, one can infer the possible inverse rela-

tionship between product familiarity, in general, and perceived risk.

While the direction of this relationship is expected to be the
same for both goods and services, the magnitude of the relationship is

expected to be larger for services than for goods.

Product Involvement and Services

Perhaps there is no single concept in the marketing literaturse,
in general, and in conmsumer behavior, in particular, that lacks resear-
chers' agreement on its definition and conceptualization like involve-

ment, despite the simple and never-ending usage of the term in our

dajly lives.
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Since Krugman (1965) introduced the concept to the consumer
behavior literature nearly two decades ago, consumer researchers have
expanded on his model and applied it "... in ways that he may never
have intended nor would support." (Stone 1984, p. 214). However,
there is a consensus among these researchers that involvement is a
possible explanatory, or moderating, variable with regard to consumer

behavior.

This review of the involvement literature is not intended to
be exhaustive since the topic by itself can be the focus of a separate
dissertation. Rather, a brief, but comprehensive, overview of the
concept 1s presented so as to understand its relevance to services, and
its potential role in evoking the utilization of certain evaluative

criteria by service consumers.

Involvement is referred to as ... "the level of concern a
consumer has in a purchase situation." (Bloch and Bruce 1984, p. 197).
High involvement is associated with situations of high perceived risk,
major purchase decisions, and complex decision making. Low involvement,
on the other hand, is associated with low-cost products, repetitive
advertising messages, routinized purchase decisions, and less important

items.

Although most researchers agree on these generalizations, there
is no clear undersatnding as to the nature of involvement which, in
turn, results in different conceptualizations of the concept. Obviously,

different conceptualizations lead to different operational definiticns,

This is reflected in the literature in the fact that some researchers
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treat involvement as a state variable, and the others as a process
(Mitchell 1979). Moreover, different dimensions have been suggested
for the construct. Some of these dimensions relate to the personal
values of consumers, some relate to the product, some relate to the
decision making process, and still some others relate to the purchase

situation.

It appears that those who consider involvement a state varia-
ble treat the concept as an "enduring" condition that relates to the
individual's value system.. On the other hand, those who treat involve-
ment as a process view it as a "situational" condition that may or may

not relate to the individual's personal values.

It is possible that some of the dimensions advanced by diffe-
rent scholars relate to each other. For instance, Muncy and Hunt
(1984) reviewed the involvement literature, and proposed five types
(dimensions) of involvement described in the literature: ego involve-
ment, commitment, communication involvement, purchase importance, and
response involvement. The authors indicate that ego involvement and
commitment have been always confused with each other in both social
psychology and marketing. Ego involvement has also been confused with
purchase importance, since the latter can be a result of the former.
In this respect, Muncy and Hunt explain that ego involvement is not
the only cause of purchase importance, since other factors such as

perceived risk might increase the importance of purchase.

Consumer researchers also differ in their perspective on

whether some products elicit any level of involvement. QOlshavsky and



74

Granbois (1979), for instance, argue that some consumers buy some
products without any decision process involved at all even on the
first purchase. Other researchers argue that there is a certain
degree of involvement in all product purchase decisions. Antil (1984),
for example, contends that previous experience with the product may
lead consumers to expect and receive certain performance satisfaction.
In this situation, the consumer engages in a routinized or a repeat

purchase decision.

Antil asserts that these "... 'low' involvement products are
'low' only because of confidence in expected brand performance, not

because the product is unimportant." (p. 207, emphasis is Antil's).

Although the operational definitions of involvement are few,
they are diverse as a result of the diverse conceptualizations of the
construct, and tap different dimensions. Moreover, many of the avail-
able scales lack both reliability and validity with the exceptior of
some noteworthy cases such as Bloch (1981), Lastovicka and Gardner

(1979), Tigert, Ring, and King (1976), and Zaichkowsky (1985).

In a recent ACR conference, Rothschild (1984) described tre
state of the art on involvement as characterized by "... too much
theorizing ... (and) ... too little data collection." (p. 216). 1In
general, the theorization of involvement during the last two decades

has taken several directions that yielded the five follcwing <imensions.

Enduring Involvement. This dimension relates to the inherent,

perpetual, or long-lasting perscnal concern that is expressed in regard
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to an object, idea, product, ete. According to Housten and Rothschild
(1978), enduring invclvement is developed ccniingent upon two faciors:
a) prior experience (purchase ard usage) with the object, and b) the

strength of the personal values to which the situaticn is relevant.

These researchers as well as others (e.g., Muncy and Hunt 1984)
agree that enduring involvement is nanifested in what is known as "ego
involvement," a concept that has been developed by Sherif and his
collegues in social judgment theory (and discussed in the social psycho-
logical literature in the late 1940s). According to these theorists,

ego involvement is related to the person's value system.

Muncy and Hunt (1984) contend tha: other concepts such as
commitment and brand loyalty are confused with ego involvement. Their
review indicates that some investigators use the terms involvement and
commitment synonymously. However, other researchers (Lastovicka and
Gardner 1979) identify commitment as one component (dimension) of

involvement.

Communication Involvement. The mair stream of involvement
research started from social psychclogy with Xrugman (1965) and contin-
ued to focus on a person's low involvement with advertising messages.
This school of thought interprets the low involvement nature of acdver-
tisements based on the number of connections a person establishes bet-
ween the contents of a communication and the contents of his or her own

life.

Viewed in a broader sense, communication involvement alsc
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embraces research on involvement related to extensive external search
for information, heightened cognitive information processing, and

involvement based on arousal theory (Antil 1984; Tyebjee 1979).

Situational Involvement. Situational involvement refers to
the temporary, short-lasting personal concern that is heightened in
a particular purchase situation. Since situational variables differ
over time, and across situations, different situations elicit varying
degrees of involvement, even thought they share the common character-

istic of enducing a higher degree of involvement.

Houston and Rothschild (1978) propose that situational involve-
ment is evoked by two categories of stimuli:
1. Stimuli relating to products (goods and services). These include:
a. Cost (economic, time, etc.).
b. Elapsed time of consumption of a single unit of the product.
c¢. The complexity of the product.
2. Social psychological stimuli. These are represented by the presence

of significant others.

These theorists contend that situational involvement is concep-
tually related to perceived risk in that the former captures the
"consequence" component of risk. Other theorists (Bloch and Richins
1983) assert that both components of perceived risk (i.e., amount at
stake and certainty about consequences) must be present in some degree

for involvement to be evoked.

While theorists define involvement in a unidimensional concept,
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whether it is the individual's value system, the communication, or the
situation, Antil (1984) provides another perspective that synthesizes
all involvement stimuli together. He notes that three of these stimuli
(product, communication, ans situation) impinge on the person, and that
the person's subjective interpretation of the interaction of these
stimuli determines the level of involvement. Thus Antil, in other
words, proposes that all types of involvement are situational in nature

to some degree.

Interestingly, Belk's engrossment with situationality is

reflected in a study by Clarke and Belk (1979) in which they identify

task involvement as a situational variable influencing purchase behavior.

Product Involvement. The available conceptualizations (and
definitions) of product involvement are confused with other related
concepts such as purchase importance and product importance. It is not
clear whether product involvement is conceptualized in an enduring or
situational context. For instance, importance of purchase was introd-
uced in the Howard-Sheth model, and referred to as "... variously
labeled degree of involvement, importance of task, and seriousness of
consequences." (Howard and Sheth 1969, p. 419). Obviously, this defi-
nition mixes situational involvement with one of the two components of

perceived risk.

On the other hand, Bloch and Richins (1983) propose that product
involvement stems from the subjective perception of product importance.
According to these researchers, product importance is *two types:

enduring, and instrumental.




There is also confusion over the distinction between purcrase
importance (which seems to be situationally oriented), and product
importance (which appears to be enduring). Additionally, there is a
confusion between purchase importance and ego involvement, which is

likely to be enduring (Muncy and Hunt 1984).

It seems that purchase importance might be equally evcked by
either enduring or situational factors. For example, ego factors may
heighten purchase importance when an excutive decides to buy a new
suit that 1s consistent with his self-image. Conversely, in a
situation of high perceived risk (or uncertainty) such as auto repair,

ego factors may be quite irrelevant.

Response Involvement. The last dimension of involvement,
response involvement, was introduced by Houston and Rothschild (1978).
According to them, response involvement is the result of both situa-
tional and enduring involvements combined. Response involvement
represents the degree of complexity in consumer decision processes,
and this degree varies according to the stage in the consumer decision

process,

Summary

There is a great deal of confusion surrounding the conceptuali-
zation and operationalization of involvement. Involvement is concertua-
lized by some researchers as a "state" variable, and oy others as a
"process" variable. It is also conceptualized by some theoristcs as

"enduring,”" and by others as "situational."




There is no agreement among consumer researchers on the
dimensions comprising the involvemen® construct. However, several
dimensions are suggesfed by different researchers depernding on the
approach each researcher takes in defining involvement. These
dimensions include the individual's personal values, product importance
to the consumer, the communicaticn, situational importance, and the
complexity of the decision process. Zach of these dimensions might
assume a different level of importance depending on ‘the situation.
Thus, it seems there is no one best method to measure involvement

under all circumstances (Ray 1979).

Besides, the involvement literature reveals some other points.
First, high risk perception seems to evoke a high degree of involvement.
Second, products differ in their influence or tendency to incite invol-
vement., Third, for any particular product class, the levels of involv-
ement differ across consumers. Last, involvement is not the only varia-
ble that explains consumer behavior. There are otrer moderating varia-

bles that are necessary to account for. (Ray 1979).

The implication of these findings to the current research is
that services, in general, evoke a higher level of involvement <*han

or Ine,

goods do, This ihplication is accounted for by two reascns.
overal]l perceived risk is higher for services than for gzoeds. In
addition, the nature of service characteristizs (e.g., intangicili<y,
nonstandardization, etc.) makes trne decision process zore comrlzx, =na

heightens consumers' tendency to search and process servize inftrmz=icn

particularly from perscnal sources.




CHAPTER IV
HYPOTHESES AND RESEARCH METHODOLOGY

This chapter presents the hypotheses and research methodology.
In the first section, the hypotheses and their rationale are presented.
The next section explains the research design, followed by the product
selection process and the tests performed to reach an empirically-
derived product typology. In the section that follows, the measurement
of variables is discussed. The ways in which variables are operationa-
l1ized, the scales used in measuring them, and the rationale for using
them are explained. The final four sections of this chapter deal with
sample description, questionnaire development, pretests, and the data

analysis techniques used in this study.

theses

In this section, seven major hypotheses (with a total of
nineteen subhypotheses) are suggested, and their rationale presented.
Many of the relationships described in the hypotheses differentiate
between pure services and good-service combinations on one hand, and
pure goods, on the other. Differences between pure services and
good-service combinations are proposed to be insignificant based on
the evidence provided by Lewis (1976), whereby the introduction of
the intangibility element in the combination places it far from pure

goods, and much closer to pure services.

80
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¢ Consumers perceive a higher degree of :
i. intangibility,
ii. perishability,
iii. inseparability of production and consumption,
iv. nonstandardization,
v. buyer participation in production, and
vi. abidance by the seller's rules and procedures (defined
before as buyer-supplier relationship),
for pure services than for pure goods.

1a

H1b= Consumers perceive a higher degree of each of the six character-
istics mentioned in H1a for good-service (GS) combinations than
for pure goods.

¢ Consumers perceive a relatively similar degree of eack of the six
characteristics mentioned in H1 for both pure services and GS
a
combinations.

1c

Support for these hypotheses is provided by Johnson (1969) and
Lewis (1976) who developed similar product typologies, but did not
test them. Further argument is presented in the section entitled,

"Product Selection.”

HZa: Consumers tend to have a higher level of involvement in evaluating
pure services than in evaluating pure goods.

Hopt Consumers tend to have a higher level of involvement in evaluating
GS combinations than in evaluating pure goods.

H2c Consumers tend to have similar levels of involvement in evaluating

pure services and GS combinations.

By their nature, service offerings differ in their ability to
provide satisfaction. The literature suggests that consumers are
active in seeking information on services than on goods, particularly
from personal sources. Furthermore, there is evidence that consumers
perceive services as riskier than goods; a situation that triggers a
greater need to acquire enough information on services befor making a
choice decision. These conditions represent a high-involvement

situation which is explained by the Active Learning Mcdel (Schiffman




and Xanuk 1983).

Additionally, service characleristics such as intangibiliy,
nonstandardization, and lack of ownership contribute to the complexity

of choice decision which, in turn, heightens consumer's involvement.

Direct support for this hypothesis comes from the work of
Swan and Trawick (1979). These researcrers conclude *that the type of
product itself might be one of the nost “riggering cues when evaluating
products., Fisk (1981) also proposes that evaluation of services may
require more cognitive involvement on the part of consumers tecause of

intangibilivy.

Furthermore, tentative empirical support for the hypothesis is
crovided bty one of the two studies reported by Lastovicka and Zardner
(1979). In this study, the researchers tested ten goods and services.
The only *wo services used (dental care and life insurance) were found
high in involvement on the dimension, "normative importance," and
relatively low on the second dimension, "commitzment."™ This finding,
nowever, provides evidence thrat service involvement tends to be situa-

tional rather than enduring.

Y,t There is an inverse relationship between product familiarity and
verceived risk. ’

ﬁhile this relationship has not teen investigated for services

before, there is support for the hypothesis with regard to physical

iy

0és from Brown and Gentry (1975), Lutz and Reilly (1973), Fatten

g

(1%81), =aju (1977), Roselius {(1971), and Sheth and Venkatesan (7962)
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as reviewed before.

The inverse relationship between familiarity and perceived risx
is hypothesized to hold for the three types of products: pure goods, GS
combinations, and pure services. However, its intensity or magnitude
is likely to be greater for pure services and GS combinations than for

pure goods due to service characteristics discussed before.

HLa: Price (cost) is perceived as more important in evaluating pure
services than in evaluating pure goods.

H,pf Price (cost) is perceived as more important in evaluating GS
combinations than in evaluating pure goods.

o

There is no significant difference between the perceived impor-
tance of price (cost) in evaluating pure services and GS combina-
tions.

4e’

Support for these hypotheses is found in Blois (1981), Cox, D.
(1962), Cox, S. (1979), Gardner (1970), Olson (1977), Scitovsky (1944-
1945), and Wheatly, Walton, and Chiu (1977). These researchers propose
that price may be a stronger predictor of quality in situations where
judgment of other cues are difficult and one's self-confidence concer-

ning those judgments is low.

This is likely to be the case with both pure services and GS
combinations where characteristics such as intangibility and heteroge-
neity of quality result in ambiguity and difficulty of service evalua-
tion. In addition, and as shown before, there is evidence that consu-
mers perceive higher risk for both pure services and GS combinations
than for pure goods, and that there is an inverse relationship between

perceived risk and self-confidence. Thus, it follows that price might




assume greater importance for pure services and GS combinations where
judgments of other cues for these product types are difficul*, and
perceived risk is high (as a correlate of low self-confidence concerning

the judgment of other cues).

These hypotheses are also supported by Zeithaml (1981) who
reviewed the service literature and developed, but did not empirically

test, a similar hypothesis.

Also, it might be recalled that Houston and Rothschild (1978)
hypothesized that the cost element is one of the product stimuli that

evoke situational involvement.

Recommendations of family members and friends are perceived as
more important in evaluating pure services than in evaluating
pure goods.

5a=

HSb: Recommendations of family members and friends are perceived as
more important in evaluating GS combinations than in evaluating
pure goods.

There is no significant difference 1in the perceived importance
of recommendations of family members and friends in evaluating
pure services and GS combinations.

5c=

There is a strong support from the literature to this set of
hypotheses, The intangibility, perishability, heterogeneity of gquality,
and buyer participation in service production all trigger ccnsumer's
activity in seeking and exchanging information on services with family
members and friends. The support is found in Davis (1980), Dubinsky
and Levy (1981), Guseman (1981), Eiglier (as reported by 3atesen 1976G),

Schlissel (1978), and Schutz and Casey (1981) among cthers.
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Besides, since personal communications are employed by consu-
mers as a risk-reduction strategy, as was revealed tefore, consumers
are likely to Seek personal recommendaticns from family and friends
for services than for goods as a product class. This is based on the
evidence provided by the literature that the perceived risk of services,

in general, is higher than that of goods.

Furthermore, Patton (1981) has shown that in the case of hand-
held electric food mixers, consumers tend to choose brands with the
acst information, and avoid the trands with the least information.
Since there is not much information available on comparable service
quality among competitive service providers, consumers are more likely
to seek more information than less, and to rely on personal than

impersonal sources.

It should also be obvious by now that there is a strong link
between perceived risk, involvement, and information search particular-
ly from personal sources. This is evidenced by the review presented

for each of these areas before.

Héa: Friendliness and courtesy of employees are perceived as more
important for pure services than for pure goods.

Héb: Friendliness and courtesy of employees are perceived as more
important for GS combinations than for pure goods.

Héc: There 1s no significant difference in the perceived impor*ance

of friendliness and courtesy of emplcyees between pure services
and 3S combinations,

Friendliness and courtesy of employees are hypothesized to te

perceived by consumers as more important for consumer service businesses
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than for consumer goods businesses, particularly those s§rvices that
require personnel contact with customers. Support for this set of
hypotheses is provided bty Eiglier (as reported by 2etescn 1979) and
Kinnear and Bernhardt (1983) who show that personnel friendliness is
necessary because of the intangibility of services, their perishabili-
ty, customer's participation in their production, and the inseparabili-

ty of their production and consumption.

Additional emphasis on this criterion is demonstrated by
several studies on individual services, such as banking and insurance;
in which sutjects rated this criterion highly in terms of its impor-
tance, This finding has been empirically supported bty a pretest under-
taken by the researcher in which subjects rated this criterion high
in importance (with a mean (%) of 4.1 on a scale from 1 to 5 where 1=
Not at all important, and 5= extremely important,. For more details,

see the results of pretests next chapter).
P

H,_ !t Location convenience is perceived as more important for pure
services than for pure goods.,

¢ Location convenience is perceived as more important for GS combi-
nations than for pure goods.

There is no significant difference in the perceived imrcriance

of localicn convenience betwwen pure services and GS comtinations.
Support for the importance of location with regard to a numter

3f individual services comes from Jupruy and Xehoe (1976), Zuseman (1981),

Jarzrove, 3arksdale, and Powell (1982), Zaegert and Cassis (1979), ard

Schutz and Casey (1978).
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As discussed before, Schiissel (1978) suggests that services
are uzzally, tut nos alweys, purchased on an exnergency casis, CJonseg-
uently, the patronage decision is l1ikely to depend on the consumer's

abtility to recall a supplier's name or convenient location.

The empirical findings of Dubinsky and Levy (1981) and Guseman
(1981) also indicate that consumers are less likely to shop around for
services than for goods, which gives the conveniently located service

outlet prominence from a consumer's viewpoint.

Research Desigmm

v

To test the hyrotheses rresented above, two experimental desigms
are used, TFirst, *o test H1a, H1b' and H1c a single-factor multivariate
analyis of variance (MANCVA) design is utilized., MANOVA is the best
technique for testing this set of hyrotheses because they involve one
nominal iads=pendent variatle (product type at three levels: pure goods,

S comtinations, and gure services), and six intervally scaled dependent

(%]

variatlss (servize characteriztics). Tikmund 1986), A similar MANCVA

design was used &y Hargrove 2t. al, (1983) to test differences of infor-

3

nce, and credence gualities) due %o
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A second experimental design is required to test Hogr Hoyy H

A
2e

and H through H?a' H

4a’ HAb’ HLc 75 ®7¢* This design is a comrletely
randomized single-factor experimental design (one-way ANCVA) with
repeated measures. There is one independent variable (product t;pe)
with three fixed and qualitative levels (pure goods, GS combinations,
and pure services), and one dependent variable (level of product

involvement for H,, and importance of the evaluative criterion for i,

through H,).

With regard to H3. the associative relationship between perceived

risk and product familirity is tested using measures of association.

Product Selection

There i3 an increasing number of scholars (e.g., Aspinwall 1961;
d'Amico 1982; Johnson 1969; Lewis 1976; Rathmell 1966; Shostack 1977;
Zeithaml 1981) who agree that products might not be classified into
just two types: pure goods and pure services. They all suggest that a
third category should be included in service analysis; that is, good-
service (GS) combinations. The value of this suggestion lies in the
fact that a GS combination embodies elements of both goods and services
in some degree, and these elements may impact variably on consumers.

The approach taken in this study is consistent with this view.

Few attempts have been made to classify products into the three
categories mentioned above, but no attempt at all was made %o validate
this product typology. Lewis (1976) asked a pretest sample of sixty-

one women to classify fifty products into one of the three product
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categories mentioned above. Then,he selected the ten products which

were chosen by the largest percentage of subjects in each product

category.

Johnson (1969), on the other hand, developed a classification
scheme based on six characteristics of services. He asked the subjects
to evaluate each product with regard to each characteristic using a
five-point rating semantic differential scale (e.g., 1= completely
tangible, 5= completely intangible). Then Johnson assigned subjective
weights to the six characteristics so that all six wights were equal to
1.00. Characteristic scores wereé then multiplied by their respective
weights, and the resulting scores were summed to form an index for

each single product.

Johnson arbitrarily defined a pure service as any product
having an index score value of 3.5 - 5.0, a pure good, as any product
with a value of 0.0 - 2.5, and a GS combination, as any product scoring

between 2.51 and 3.49.

Each of these methods has its own drawbacks. Thus, the approach
used in the current study for product selection combines the two methods
used by Lewis and Johnson, but, in the meantime, avoids any subjectivity
introduced by the researcher's judgment or arbitrariness. This is
achieved by allowing both men and women to participate in the pretest
instead of women only, and by validating the product typology as
classified by two independent subsamples as well. In addition, the
weights assigned to different characteristics are not allotted subjec-

tively; rather, they are empirically derived.
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Product selection for this study is determined by conducting
a pretest on a sample of 120 business students, both graduate and
undergraduate. This pretest sample is randomly divided into two equal

subsamples, each consisting of sixty subjects.

Subjects of the first subsample are asked to rate thirty
products on each of six charactsristics, using a five-point semantic
differential scale similar to that used by Johnson (1969). The thirty
products used in this pretest resemble those selected by Lewis (1976)
except for some changes that are deemed necessary to meet a set of
conditions., These conditions are considered requisite for a reasonable
degree of generalizability. These are:

1. The products and services should cover three categories: pure goods,
pure services, and GS combinations.

2. The items selected within each category should cover a broad range
of prices.

3. The items selected within each category should be consumed by the
majority of consumers.

4. The items should be consumable by both genders: males and females.

5. The items within each category should vary in terms of the degree
of consumer familiarity and experience with the product class.

6. The items within each category should vary in terms of their degree

of perceived risk.

Next, subjects of the first subsample are asked to divide a
hundred points among the six characteristics according to their

perceived importance. In this way, the mean weights applied to
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characteristic mean scores are empirically derived, and averaged across
all subjects. The questionnaire used in this phase of the pretest is

Questionnaire A, which is reproduced in Appendix I.

To establish the convergent validity of the product typology,
the second half of the pretest sample (the second subsample) is asked
to directly classify each of the thirty pretest products into one of
the threé product types. Each of the three product types is defined
in the questionnaire in a way similar, but not typical, to that of
Lewis (1976) as follows:

A Pure Good is defined as an offering which involves a tangible and
storeable good that can be physically owned, but with no accompanying
service.

A Good-Service Combinatjion is defined as an offering which involves a

tangible good with an accompanying service, or an intangible service
with an accompanying good.
A Pure Service is defined as an offering that cannot be physically

owned or stored, and does not involve any tangible good.

The questionnaire used with the second subsample is questionn-

aire B, which is presented in Appendix II.

The rationale for splitting the pretest sample into two equal
portions is two-fold. First, it is necessary for the validation
procedure to have two independent samples. Second, This procedure
helps reduce respondents' fatigue, and contributes to a higher degree
of response accuracy than that obtained when the two guestionnaires

are given to the same subject in the whole sample. This seems *to be
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particularly crucial if we notice that CQuestionnaire A is quite long.

The validation procedure, then, entails factor analyzing the
product scores obtained from the two classifications, and cluster all
products into three factors (categories or types) using the principal
component method, and rotating them using varimax rotation. This
approach is similar to that used by Wells and Sheth (1974) in clustering

thirty magazines based on the frequency of readership.

The following decision rules are established to validate
product types:
1. An item is classified as a pure good if it meets any of the following
conditions:

a. The item loads positively on the pure goods factor by both methods.

b. The item loads negatively on the pure services factor by both
methods.

c. The item loads positively on the pure goods factor by one method,
and negatively either on the pure services factor, or on the GS
combinations factor by the other method. ‘

2. An item is classified as a pure service if it meets any of thne
following conditions:

a. The item loads positively on the pure services factor by btotih
methods.

b. The item loads negatively on the pure goods factor by both methods.

¢. The item loads positively on the pure services factor by cne
method, and negatively either on the pure gocds factor, cr cn ‘he

GS combinations factor by the other method.
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3. An item is classified as a GS combination if it meets any of the
following conditions:
a. The item loads positively on the GS combinations factor by both
methods.
b. The item loads positively on the GS combinations factor by one
method, and negatively either on the pure goods factor, or on

the pure services factor by the other method.

After evaluating factor loadings of both classification methods
for all thirty products, two items from each product type are selected

for the main study from those items which meet the above criteria.

Measurement of Variables

Service Characterjistics

Consumers' perceptions of six service characteristics are
measured using five-point semantic differential scales similar to those
used in the pretests, and the ones used by Johnson (1969). The six
service characteristics tested in this research are intangibility,
perishability, simultaneity of production and consumption, nonstandar-
dization, buyer participation in production, and buyer-supplier rela-

tionship.

The wording of the bipolar adjectives of the scales has been
modified based on the results of the pretests, as will be discussed in
the next chapter. The final format of these scales is included in the

questionnaire developed for the study and exhibited in Appendix IV.
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The mcasurement of the six service characteristics is used

u
for testing Lar H1b' and H1c'

Product Involvement

In involvement research, two different approaches are taken
in constructing involvement scales. The first approach is advanced
by Bloch and his associates who advocated and developed product-
specific involvement scales (for automobiles: Bloch 1981; for auto-
aobiles and clothing: Bloch 1982; for leisure activities: Bloch and
Bruce 1984). These researchers treat involvement as enduring, and
establish a relationship between the consumers' involvement level

and their own values.

The other approach is represented by the works of Lastovicka
and his associates who developed involvement scales that can be used
across several product classes (Lastovicka 1979; Lastovicka and
Gardner 1979). The scales developed by these researchers capture
both the enduring and situational dimensions of product involvement.
They were able to identify two components of involvement: a) normative
importance (which captures the situational dimension of involvement),

and b) commitment (which captures the enduring dimension).

Based on ‘wo different studies, Lastovicka and Gardner (1979)
were able to establish the convergent and discriminant validity of

their scales which consisted of these two dimensions.

After evaluating the two approaches, it is felt that the
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second approach is more appropriate for this study, since product
involvement must De measured across three procduct classes., Moreover,
a wide variety of goods and services are included in the study, and
not all of them are necessarily related ‘o the consumers' values, or

of a strictly "enduring" nature.

However, the two dimensions of normative importance and
commitment are felt as being insufficient to embrace all possitle
dimensions of involvement across the three product classes used in
the study. This perspective is endorsed by Ray (1979) who contends
that "... there will be no one best method to measure involvement ...
(and that) ... (t)he components and effects of involvement will be

governed vrimarily by the consumer decision situation." (p. 197).

Therefore, it is felt that other dimensions of product invol-
vement that are possibly appropriate for all three product types
should be selected, tested, and included in the scale. Three of such
dimensions are suggested by Houston and Rothschild (1978). They are
cost of the product (including economic, social, and psychological
cost), the elapsed time of consumption of a single purchase unit of
the product, and the complexity of the product (the number of perfor-

mance-related aspects inherent in the product).

The two dimensions of Lastovicka and Gardner, and the three
dimensions of Houston and Rothschild are taken together to form a

five-item, five-point bipolar (semantic-differential type) scale.

Although ccnvergent and discriminant validity has been



astatlished fcr the normative importance and coomitment dimensions of

, “ne inclusisn o7 tre other three dimensions necescitated
ndertaxing a series of validity and reliability tests on the new
scale. DPeliability tests included Coefficient Alpha and split-half
tests, whereas validity tests were aimed at construct validation, and
included a) correlating items with total score, b) factor analysis
ucing both cne-factor solution and maximum likelihocd factor aralysis,
and c¢) ccrrelating the new scale with another measure expressed in
terms cf a one-statement nanigulation check as follows:

Minen 1 consider buying eeeeeey I give it more 5 4 3 2 1 less

24 N

thought and concern bhefore I buy it.

The validity and reliability tests necessitated the deletion
of the time dimension after evaluating “he results from three types
of precducts used in this phase of the pretezts, one of which is a
pure zood (shampoo), the second one being a GS combination (autc
repair), 2rd the third one a pure service (life insurance). Thus,
the involvement scale used in the main study consists of the other
feur dimensiorns, which are: normative importance, commitment, prcduct
comglexity, and overall cost. The firnal wording of these dimensions

was also refined based cn the feedback of pretest subjects and some

marketing research experts.

Jetails of the validity and reliability tests of the involve-
ment scale zre vresented in ‘he next chaplter. Zretest scale items
are found in Part II of Juesticnnaire 3, exhibited in Arrendix II.

Tre four scale items wnich are selected for the main stucdy are found
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in Part II of the study's questionnaire portrayed in Appendix IV. The
measurement of involvement across the three types of products is nece-

ssary to test HZ&' HZb' and Hzc.

Percejved Risk

In this study, overall risk, rather than individual risk compo-
nents, is empirically investigated for two reasons. First, several
studies (e.g., Jacoby and Kaplan 1972; Kaplan, Szybillo, and Jacoby
1974; Lewis 1976) have shown a high and significant correlation between
perceived overall risk and several individual risk components, especia-
lly performance and financial risk. Jacoby and Kaplan (1972), in par-
ticulaf. were able to demonstrate the predictive and conatruct validity

of their measure of perceived overall risk.

Second, the third hypothesis, as developed for this study,
focuses on the relationship between perceived risk, in general, and
product familiarity. The emphasis is placed rather on overall risk
perception in comparison with the three product classes defined above,
than on individual risk components. Once this relationship is estab-
lished, the individual components of risk may then be investigated in

relation to familiarity with services (and goods) in <Iuture researcn.

The measurement of perceived risk in this study follows *he
overall risk approach taken by Jacoby and Xaplan (1972). As mentiored
before, the predictive and construct validity of this scale has beer

established.
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Cverall risk is measured as follows: "All purchase deci;ions
involve a certain amount of 'risk.' On the whole, considering all
sorts of factors together, about how risky would you say it is %o tuy
an unfamiliar brand or service offering of each of the following items?"
A nine-point scale is used (1= not risky at all, 9= extremely risky),
as in Jacoby and Kaplan (1972). A wide scale like this is considered
appropriate to accomodate the broad variety of goods and services used
in the study. It 1s alse more sensitive to consumer responses, and
can be collapsed into any smaller numoer of points whenever it is

desired. (See Part III of the study questionnaire, Appendix IV).

Product Familiarity

As revealed by the literature presented before, product famil-
iarity is often operationalized by two variables: usage experience,

and purchase experience (ownership).

The approach taken here is similar to that of Bettman and Park
(1980), and Park and Lessig (1981) with a necessa;y but minor modifica-
tion to accomodate services as well as goods. These researchers used
two measures which were explained before in the literature review
section dealing with product familiarity. The first measure consists
of three variables: a) information search, b) usage, and c¢) owner-
ship. The second measure is a one-question manipulation check involv-
ing the subjective self-assessment of one's familiarity with the product,

as a validating procedure.

Since services do not lend themselves to ownership, the three
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variables used in the first measure are a) information search, b) usage

experience, and c¢) purchase experience. The classification scheme

used by the scale's originators is utilized in this research also,

but with the replacement of "ownership" by "purchase" as follows.

* Low familiarity group are those respondents who did not search for
information, use, or purchase the good or service,

* Moderate familiarity group are those who searched for information or
used, but not purchased the good or service.

* High familiarity group are those individuals who purchased the good

or service.

The second measure used in this study to measure familiarity
is the same as used by the above researchers except that they use a
five-point scale and the current study uses a six-point scale. The
rationale for this is to increase the sensitivity of the scale by

making it wider.

Following Bettman and Park, and Park and Lessig, the definition
of familiarity, and the one-question manipulation check are given in
the study questionnaire in the following format:

"People differ in terms of the degree of their familiarity and exper-
ience with goods and services. FAMILIARITY is the degree of consumers'
mowledge about the features important to them in choosing among diff-
erent brands or suppliers of a certain good or service.

Based on this definition of FAMILIARITY, please indicate, for
each of the following goods and services, how familjar you are, by

circling the appropriate number." (See Part III of the questionnaire,
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Appendix IV).

Importance of the Evaluative Criteria

Hypotheses HA‘. HAb' HAc through H7a’ H?b' H7c deal with the
relative importance of four evaluative criteria (price, recommendations
of friends and family, friendliness and courtesy of sales people, and
location convenience) as perceived by respondents in relation to pure

goods, GS combinations, and pure services.

In measuring importance, Lovelock (1976) asserts that interval
scales yield more insights than ordinal scales. He adds that the
method of pair comparisons forces respondents to compare each attribute
against all other attributes, whereas semantic differential or Likert
scales do not force such choices, and allow for ties in ratings.
However, the problem with pair comparisons is that the number of
comparisons becomes prohibitively large as the number of stimuli

increases,

Measuring attribute importance by self-report is a common
procedure that has been frequently used by a large number of researchers
in the field, particularly with regard to such services as retail bank-
ing (e.g., Alpert 1971; Anderson, Cox, and Fulcher 1976; Bateson and
Langeard 1982; Dubinsky and Levy 1981; Saegert and Cassis 1979; Welch

and Gordon 1978).

Perhaps a major problem concerning the halo effect is likely to

arise in zmeasuring evaluative beliefs about specific attributes




(Lovelock 1976; Wilkie and Pessemier 1972). The halo effects occur
when a consumer who prefers a particular product tends ‘o rate it
highly on all attributes. By the same toxen, the subjects who dislike
a certain product tend to give it 2 low rating on all attritutes. Tc
eliminate, or at least minimize, the halo effects in measuring the
evaluative criteria messured in this study, all products are rated
within attributes rather than rating each product serarately on all

attributes (Lehmann 1985; Wilkie and Pessemier 1972).

The importance scales used to measure the four evaluative
criteria in this study are five-point scales, where 1= least important,

and 5= most important. (See Part IV of the questionraire, Appendix IV).

The Sample

A cross-sectional convenience sample of 436 heads of household
was contacted in person. The sample was selected from the New York
metropolitan area and the surrounding suburbs including New ZYork, New
Jersey, and Long Island. The subjects represent a wide array of
demographics and socioeconomic levels, as intended, in order to allow
for a minimum degree of generalizability among people, and across

products. The complete profile of the sample is tor+rayed in Table IV-1.

Graduate and undergraduate students in four schools of 3usiness

ey

1 -
? )
-

in the area (Raruch College of the City niversity o7 lew 7crk, Taire
leigh Dickinson University at Teaneck, New Jersey, Hofstra University,
New York, and Manhattan College, New Ycrk) were acked %0 eliver *he

questicrnaires to their heads of householi, 2ani to returnm the complieted




TABLE IV-1

DEMOGRAPHIC PRCFILE OF SAMPLE
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Variable Frequency® g
Age
Under 25 years 29 8.89
25 - 34 years 77 23.62
35 - 44 years 65 19.94
45 - 54 years 93 28.53
55 - 65 years 59 18.10
Over 65 years 3 0.92
Sex
Male 174 53.54
Female 151 46.46
Unreported 1
Occupation
White Collar (clerical, secretarial) 22 13.10
Blue Collar (machinist, taxi-driver, waiter,

switchboard operator, etc.) 17 10.12
Professional (accountant, engineer, physician,

market researcher, real state broker, sales

man, lawyer, college professor, nurse, tech

nician, dentist, etc.) 78 46.43
Managerial 2 14.28
Businessman, self-employed 5 2.98
Retired 6 57
Housewife 16 9.52
Unreported 158
Education
Graduated from Grammar School 12 3.68
Attended High School 23 7.05
Graduated from High School 65 19.94
Attended College 78 23.92
Graduated from College 63 19.33
Attended Post-Graduate 43 12.19
Completed Master or Doctorate 42 12,88

& y=326




TABLE IV-1 - CONTINUED

DEMCGRAFHIC PROFILZ CF SAMFLE
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Variable Frequency 2 )
Annual Household Income

Under $10,000 6 1.89
$10,000 to $19,999 40 12.62
$20,000 to $29,999 56 17.66
$30,000 to $39,999 39 12.30
$40,000 to $49,999 45 14.20
$50,000 to $59,999 38 11.99
$60,000 to $74,999 33 10441
$75,000 and Over L6 14.51
Do Not Know 14 4.42
Unreported 9

Marital Status

Single . 63 19.32
Married 225 69.02
Separated 7 2.15
Divorced 13 3.99
Widowed 18 5.52
Number of Household Members Including Self

One 25 7.67
Two 52 15.95
Three 68 20.86
Four 106 32.51
Five 52 15.95
Six 17 5.22
Seven 4 1.23
More than seven 2 0.61
Number of .Children 11 Years & Less Living

in Household

One 41 12.69
Two 29 8.98
Three 11 3.41
None 242 74.92
Unreported 3

a
N =326
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questionnaires to the investigator in two weeks.

In additicn, the investigatcr handed out a number of
questionnaires to the parents of students of an elementary school in
Elwood Schoocl District, East Northport, New York, at a PTA meeting
during the Fall 1985 semester. The parents were asked to return the
completed questionnaires to the school's principal, and the investi-

gator collected them from the principal.

In general, data collection took place during the late Summer
and early Fall of 1985. A total of 352 questionnaires were returned
representing an 81.8 percent response rate. After editing all returned
questionnajires, twenty-one questionnaires were excluded because the
students answered them. Five more questionnaires were also excluded
because they either were incomplete or extremely biased (e.g., all
answers were 1s, or all were 58). A total of 326 usable questionnaires
were finally entered into the analysis, representing 75.8 percent of

the total number of subjects contacted.

Pretests

The three following pretests are undertaken:
1. Testing the importance of fifteen service evaluative criteria on an
independent pretest sample.
2. Validating the product typology ~- as explained in the Product
Selection section -- and selecting the three sets of producta which
will bte used in the study.

3. Testing the product involvement scale -- suggested in the Measuremet
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of Variables section, and establishing its validity and reliability.
Since the procedures of the last two pretests have been already explain-

ed in previous sections, only the first pretest is discussed here.

The purpose of the first pretest is to assist in selecting the
evaluative criteria which will be used in the final questionnaire. It
might be recalled that several evaluative criteria have been tested by
different researchers on either physical goods, or on individual service
industries. The first pretest, therefore, is necessary to guide the
selection of the evaluative criteria that are perceived by subjects as
highly important across fifteen service industries, selected by the
investigator, and presented to a sample which is independent of all the

other pretest samples described in previous sections.

The pretest is undertaken with ninety-two graduate and under-
graduate business students using & self-administered questionnaire.
(See Questionnaire C, Appendix III). The subjects are asked to rate
each of fifteen evaluative criteria across fifteen service offerings
using a five-point importance scale (1 =not at all important, and 5=
extremely important). The services are listed within the evaluative
criteria to avoild the halo effect, as explained before. An open-end
question was included in the end of the questionnaire asking the
subjects to add any otner criterion they believed to be important, and
*o specify the degree of its importance, However, no other criteria

were nentioned by any zutect,
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Questionnaire Develocment

The final version of the questionnaire, which has teen adminic-
tered to the sample respondents, is exhibited in Appendix IV. This
questionnaire 1s the product of the efforts exerted in the pretests as
well as the several revisions to which the questionnaire was subjected

in order to improve its wording and appearance,

Part I of the questionnaire includes the scales required to
measure the subjects' perceptions of six characteristics across three
sets of products. The product typology validation procedure,implemented
in the pretests, has yielded a product classification from which two

products from each class were selected for the study. These products

are:
Pure Gcods GS Combinations Pure Services
Cold medication Restaurant meals Dry Cleaning
Refrigerator Renting an automobile Hospitalization insurance.

This section is concerned with testing H1.

Part II of the questionnaire includes the involvement scales
for the six products of the study. These scales are the consecgusnce orf
validity and reliability tests performed on the suggested scale in the
pretests. The resulting scale, which is used with all six products,
consists of four items covering the dimensions normative imgportarce,

commitment, product comrlexity, and overall cost. The scale is a S-pcint

semantic-differential type one. This section is reguired %o *tect i,

<

Part III of the guestionnaire includes the scales reguired =o




measure perceived risk and product familiarity. Part IV contains the
importance scales reéuired to measure consumers' perceptions of the
relative importance of four evaluative criteria across the six products
of the study. These criteria are price, recommendations of family
members and friends, friendliness and courtesy of employees, and location
convenience. Part III is concerned with testing HB' while Part IV is
aimed at testing H

through H Finally, Part V of the questionnaire

4 7°
collects demographic data about the subjects.

Data Analysis

To test H,, multivariate analysis of variance (MANOVA) is
performed first. The independent variable is product type, manipulated
at three levels: pure goods, GS combinations, and pure services. The
dependent variables are the six service characteristics: intangibility,
perishability, simultaneity of production and consumption, nonstandardi-
zation, buyer participation in production, and abidance bty seller's

rules and procedures (also referred to as client relationship).

Once the significance of mean differences between the three
types of products is established by the MANOVA multivariate and univar-
late F tests, one-way ANOVA is performed on each of the six service
characteristics separately to test the differences between product type

means as hypothesized in 81.

To test H2 and H, through H7. a one-way ANOVA is performed.

4

For H2. the independent variable is product type manipulated at three

levels as explained above, and the dependent variable is rroduct
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involvement expressed in terms of the total score obtained from the

L=item involvement scale.

For H, through H7. the independent variable is also the type of

4
product, and the dependent variable is the perceived importance of

the evaluative criterion.

If the ANOVA test shows a significant F value for treatment
effects (product types) at least at the p € .05 level, other tests are
required to find out whether mean differences are significant. If the
F value obtained is not significant, it follows that the three types of
products do not differ from each other with regard to the criterion

under consideration.

Several tests are conducted by marketing researchers to examine
differences in treatment means. Among these tests are Duncan's multiple
range test, Scheffe's test, Tukey's test, Student-Newman-Keuls test, and
the least significant difference (LSD) test. However, there is evidence
that the LSD method and Duncan's multiple range test are most appropriate
than the other tests in terms of error rates and correct decision rates
(Dubinsky and Levy 1981). Based on this evidence, the LSD test will be

used to examine differences between product type means.

Finally, to test HB' five measures of association are used to
test the degree of association between perceived risk and product
familiarity. These are chi-square, phi correlation coefficient, contin-
gency coefficient, Cramer's v, and Pearson product-moment correlation

coefficient. Figure IV-1 summarizes the data analysis plan of the study.




FIGURE IV-1

DATA ANALYSIS PLAN
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Hyoothesis Data Analysis Independent Measure Dependent Measure
P Technique Variable Used Variable(s) Used
1a, 1b, 1le MANOVA Product Nominal Six Service Interval

Type Characteristics
Cne-Way Product Nominal Each Single Interval
ANOVA Type Characteristic
2a, 2b, 2c¢ One-Way Product Nominal Product Interval
ANOVA Type Involvement
3 Chi-Square Product _ Interval Perceived Interval
Phi Cor Coef. Familiarity Risk?
Contingency
Coef.
Cramer's v
Pearson Cor.
Coef.,
La, 4b, 4c OCne-Way Product Nominal Importance Interval
ANOVA Type of Price
5a, 5b, 5¢ One-Way Product Nominal Importance of Interval
ANOVA Type Recommendations
6a, 6b, 6¢ One-Way Product Nominal Importance of Interval
ANOVA Type Friendliness
7a, 7b, 7e¢ One-Way Product Nominal Importance of Interval
ANOVA Type Location

2 No dependence relationship between these two variables is assumed.




‘CHAPTER V

PRETEST RESULTS

Chapter V presents the results of the pretests. These results
are introduced in three parts. The first part deals with the product
typology validation procedure. The second part discusses the validity
and reliability tests of the product involvement scale. And the last
part describes the pretest undertaken to measure the perceived impor-
tance of fifteen service evaluative criteria across fifteen service

offerings.

Validating the Product Typology

Two different methods, called hereafter the direct and indirect
classification methods, are used to validate the product typology

empirically with two independent samples.

The validation procedure entails factor analyzing the product
scores obtained from the two methods, and clustering all products into
three categories (factors) using the principal component method and

varimax rotation, as explained in Chapter IV.

A total number of one hundred and twenty college students (bcth
graduate and undergraduate) were split randomly into two equal samples
and used as subjects for this procedure. In the following sections, the
results of the indirect classification method are presented first,

followed by those of the direct method.

110
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Findings of the Indirect Classification Method

Subjects of the first sample were asked to rate thirty goods
and services across six service characteristics using a five-point
semantic-differential scale. The 35ix service characteristics are the
same as those used in the main study, and are listed in Table V-1.
Then, the subjects of the same sample were asked to divide one hundred
points among the six service characteristics accor&ing to their
perceived relative importance in defining the type of product as a
good or service. This question was necessary to empirically derive
the weights of the six characteristics rather than assigning them

arbitrarily.

TABLE V-1
PERCEIVED WEIGHTS OF SIX SERVICE CHARACTERISTICS

Lowest Highest

a
Characteristic Mean Weight  Weight

Range

Buyer Participation in Production 0.20 0.05 0.60 0.55

Buyer-Supplier Relationship 0.20 0.03 0.50 0.47
Perishability 0.19 0.05 0.40 0.25
Intangibility 0.15 0.02 0.40 0.38
Nonstandardization 0.14 0.03 0.40 0.37
Simultaneity of Production and

Corsumption 0.13 0.03 0.40 0.37

% Mean scores add up to 1.01 due to rounding.

According to Table V-1, subjects consider "buyer participation
in production," "buyer-supplier relationship," and "perishability" as

the three most important dimensions in determining product type.
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followed by "intangibility, ""nonstandardization," and "simultaneity of

production and consumption" respectively.

Comparing these weights with those assigned by Johnson (1969),
we might find-the differences considerable. For instance, the charac-
teristic "intangibility" is the most heavily weighed by Johnson who
gives it a weight of 0.32. This characteristic, which is also over-
emphasized by many service researchers, is not so perceived by the pretest
subjects who give it, on the average, less than half the weight of Johnson
(0.15). Table V-2 compares the weights assigned by the subjects to

the six service characteristics with those given by Johnson.

TABLE V-2

COMPARISON OF SERVICE CHARACTERISTICS WEIGHTS
SUBJECTS' PERCEPTIONS VERSUS JOHNSON'S (1969) WEIGHTS

Empirical Johnson's

Characteristics Wzights‘ Weights
Buyer Participation in Production 0.20 0.13
Buyer-Supplier Relationship 0.20 NAD
Perishability 0.19 0.20
Intangibility 0.15 0.32
Nonstandardization 0.14 0.08
Simultaneity of Production and

Consumption 0.13 0.22

& The mean scores add up to 1.C1 due to rounding.
Johnson did not consider this characteristic. Instead he assigned a
weight of 0.05 to producer's reputation or image which he lateled

"importance of producer,"
Source: Empirical weights are obtained from the pretest results.

Johnson's weights are %aken from Johnson (1969), Table III-1,
p. 76.
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As the table indicates, the disparity between the weights given
by the subjects, and those assigned by Johnson is substantial. The
comparison is limited, however, to the weights of only five character-
istics because the sixth is not comparable across the two studies.
While this study considers "buyer-supplier relationship," Johnson's
considers "importance of producer," which Johnson explains in terms of

the producer's image or reputation,

According to the results of the pretest, the subjects consider
the six characteristics as all important. The difference between the
most important and the least important characteristics is only 0.08,
while it is 0.27 according to Johnson. Intangibility and simultaneity
of production and consumption are overemphasized by Johnson, while
buyer participation in production and nonstandardization are deempha-
sized. Perishability is the only characteristic that Johnson assigns

a weight close to that perceived by subjects.

Index scores for all thirty products were claculated as the

weighted average of the six characteristics using the following formula:

n 1
Is, = (12:1 P2 Ny Cij)/n

where,
ISk = Index score for product k, k=1,...,30.
wij = Weight assigned to characteristic i by subject j,

i=1,...,1, where, 1=6.

j=1,¢e.,n, where, n=6€0,
CiJ = Rating of characeteristic i1 by subject j.

Since all the scales used for measuring the six characteristics
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consist of five points, index scores range between the value "1" and
the value "5." The lower values of the index represent pure goods,
the nigher values represent pure services, and the middle values rep-

resent GS combinations.

Table V-2 shows mean index scores for the thirty products
according to the indirect classification method, in an ascending

order.

Tindings of the Direct Classification Method

Subjects of the second sample were given a self-administered
questionnaire, and asked to directly classify the same thirty products
into one of the three product types. Pure goods were coded "1",

GS combinations, "3", and pure services, "5", so as to allow for score
comparability with the indirect classification scores. Mean product
scores according to the direct classification method are portrayed in

Table V-4.

Results of the Validation Procedure

The two sets of product scores obtained from the two indepen-
dent classifications were simultaneously factor analyzed. Superficia-
1ly, a nonorthogonal rotation solution seems more appropriate in this
situation since 55 combinations have elements of both goods and services

and, thus, may cverlap with the two other categories.

However, a nonorthogonal rotation sclution might not critically




TABLE V-3

MEAN PRODUCT SCORES - THE INDIREZCT CLASSTIFICATION METHOD

Product Mean Index Score
1. Refrigerator 1.02
2. Mouthwash 1.03
3. Automobile 1.03
4. Shampoo 1.04
5. Uress Shoes 1.04
6. Transistor Radio AM/FM 1.05
7. Cold Medication 1.05
8. Electric Can Cpener 1.05
9. Wrist Watch 1.06
10. Toothpaste 1.07
11. Small Appliance Repair 3.09
12, Large Appliance Repair 3.11
13. Renting a Moving Van 3.26
14. Renting an Automobile 3.30
15. Restaurant Meals 3.36
16. Auto Repair 3.36
17. Airlines 3.49
18. Carpenter-Builder Services 3.68
19. Professional Carpet Cleaning 3.81
20. Dry Cleaning 3.84
21, Plumber Services 4.08
22, Banking 4.1
23. Hospitalization Insurance 4,24
24. Resorts bed
25. Haircut and Styling 4e43
26. Life Insurance 4.43
27. Lawyer's Services 4od5
28, Hotels 4.48
29. Income Tax Counseling 4L.49
30. Physician's Services 4.55

isolate the three types of products, particularly GS

the same reason.

As a consequence, the majority of items in this

category would load either on the pure goods factor, or on *he purs

services factor.

Three factors were defined arriori, thus making factor analy

3

combinations, ‘for

=



TABLE V-4

MEAN PRODUCT SCORES - THE DIRECT CLASSIFICATION METHOD

Product Mdean Score
1. Transistor Radio AM/FM 1.19
2, Toothpaste 1.20
3. Dress Shoes 1.27
4. Mouthwash 1.27
5. Shampoo 1.27
6. Electric Can Opener 1.34
7. Refrigerator 1.34
8. Cold Medication 1.44
9. Wrist Watch 1.51
10. Automobile 1.7
11. Restaurant Meals 2.76
12. Renting an Automobile 3.12
13. Renting a Moving Van 3.4
14. Airlines 3.27
15. Auto Repair 3.37
16. Carpenter-Builder Services 3.75
17. Large Appliance Repair 3.8
18, Hotels 3.85
19. Resorts 3.86
20. Plumber Services 3.88
21. Small Appliance Repair 3.95
22. Hospitalization Insurance 4.00
23, Life Insurance 4,36
24. Professional Carpet Cleaning beb2
25, Banking 4ol
26. Dry Cleaning . 4.53
27. Physician's Services 4.73
28. Income Tax Counseling 4.76
29. Haircut and Styling 4.80
30. Lawyer's Services 4.80

an appropriate validation procedure (Kerlinger 1972). A three-factor

solution was required.

services factor.

third factor was the GS combinations factor.

The first factor turned out to be the pure

The second factor was the pure goods factor. And the

Table V-5 shows factor

loadings of the thirty products Zor the two classificaticns.
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FACTOR LOADINGS OF PRODUCT SCORES FOR TWO CLASSIFICATION METHODSa

Indirect Classification

Direct Classification

Pure Pure GS Pure Pure GS

Products Services Goods Comb'ns Services Goods Comb'ns
1. Electric Can Opener «0.54 0.38 0.49 -0.68 -0.03 0.1
2. Haircut and Styling 0.05 -0.34 =-0.31 0.30 0.05  0.54
3. Physician's Services 0.2, -0. -0.26 0.56 -0.04 -0.
4. Plumber's Services 0.61 -0.21 -0.23 0. -0.12 -0.17
5. Wrist Watch -0.47 0.46 0.5 -0.80 -0.21 -0.18
6. Lawyer's Services 0.55 =0.44 =0.47 0.70 0.02 -0.10
7. Cold Medication 0.07  0.78 -0.09 -@% 0.08 -0.03
8. Auto Repair 0.12 0.10 0.02 0.4 -0.10 -0.05
9. Shampoo 0.07 0.7 0.17 -0,71¢ -0.01 -0.M11
10, Hotels 0.14 <0.7 0.12 0.04 -0.02 0.20
11, Professional Carpet

Cleaning 0.32 -0.26 0.33 0.10 =0.12 0.30
12, Banking 0.00 -0.74 0.06 0.51 0.16 -0.M
13. Dress Shoes 0.04 0.45 -0.12 -0.63 -0.09 -0.20
14. Renting a Moving Van -0.15 -0.15 0.45 -0.21 0.47 0.20
15. Small Appliance Repair 0.12 0.05 0.07 0.55 0.03 -0.01
16. Mouthwash 0.08 0.7 0.03 -0.57 0.06 -0.20
17. Automobile 0.07 0.71 -0.09 -0,73 -0.03 -0.13
18, Life Insurance -0.02 -0.49 0.00 0.03 0.08 0.28
19. Income Tax Counseling -0.01  -0.46 0.07 0.50 0.01 0.01
20. Restaurant Meals -0.11 0.21 0.59 0.25 0.24 0.38
21. Refrigerator 0.03 0.69 0.05 -0.60 -0.22 -0.05
22. large Appliance Repair 0.15 0.43 0.09 -0.01  -0.04 0.13
23. Carpenter-Builder

Services 0.30 -0.16 0.10 -0.17 =-0.04 -0.26
2. Airlines 0.12  -0.46 0.29 0.00 0.03 0.48
25, Dry Cleaning 0.27 -0.42  0.26 0.68 0.04 0.17
26. Toothpaste -0.60 0.2 0.53 -0.32 0.08 0.03
27. Renting an Automobile -0.02 -0.18 0.61 -0.22 0.21 0.31
28, Resorts 0.22 -0.72 0.17 -0.08 0.05 0.3
29, Hospitalization

Insurance 0.63 -0.43 0.05 0.37 -0.01 -0.13
30. Transistor Radio AM/FM 0.04 0.31 0.15 -0.10 =0.12 -C.11

% Factor loadings of those products which meet decision rules are under-
scored.

Applying the decision rules stated in Chapter IV (pp. 92-93) to
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factor loadings appearing in Table V-5, a total of nineteen products
met the classification criteria. These products include eight pure

goods, four GS combinations, and seven pure services, as follows:

Pure Goods GS_Combinatjons Pure Services

1. Electric can opener 1. Restaurant meals 1. Physician's services
2. Cold medication 2. Airlines 2. Plumber's servicees
3. Shampoo 3. Renting an automobile 3. Lawyer's services

4. Dress shoes 4. Haircut & styling 4. Banking

5. Mouthwash 5. Income tax counseling
6. Automobile 6. Dry cleaning

7. Refrigerator 7. Hospitalization

8. Toothpaste insurance

A total of six products were selected from these nineteen
products (two from each category) in order to be included in the data
collection instrument of the study. These products a