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Abstract: Private labels are growing fast in Europe and USA, especially in the context of
nondurable consumer goods. Moreover, the traditional association of private labels solely
with a price focus, to the detriment of quality, appears to be diminishing. This research
aims to clarify the effect of price sensitivity toward and quality perceptions of private
labels on private label consumption. It analyzes the role of a retailer’s price positioning
as a moderator of the importance of these effects as determinants of private label pur-
chases. With household panel data and survey information, this study investigates private
labels’ share of wallet as the dependent variable; thus the logit-type model is adapted to a
resource allocation context. Five sequential models specify and test the four hypotheses.
In support of the hypotheses, price sensitivity and quality perceptions relate positively
to private label consumption. For the moderating effect of retailer’s price positioning, a
negative moderating effect arises for price sensitivity, whereas a positive moderating ef-
fect appears for quality perceptions of private labels. The findings indicate that retailers’
efforts to convert private labels into tools to support positioning strategies are effective.

Keywords: private labels, price sensitivity, perceived quality, retailer positioning, share
of wallet, Spain.
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Introduction

The recent growth of private labels is a key characteristic of the retail industry (Szyman-
owski, Gijsbrechts 2012), together with increasing heterogeneity in the offers provided
by private labels. Whereas initially, private labels were solely positioned as cheaper
alternatives, with price as the main reason for purchase (Burt, 2000; Cunningham et al.
1982; Harris, Strang 1985; Kumar, Steenkamp 2007; Yelkur 2000), today they encom-
pass broad, well-balanced quality and price offerings (Dunne, Narasimhan 1999; Gey-
skens et al. 2010; Quelch, Harding 1996; Rubio, Yagiie 2009; Soberman, Parker 2006).
Thus private label tiers suggest increasing levels of quality, such as generic, standard
and premium (Geyskens ef a/. 2010; Kumar, Steenkamp 2007).
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Consumers no longer buy private labels only for lower prices; they also appreciate their
attributes and characteristics in comparison with those of national brands. That is, pri-
vate label purchases can initiate favourable attitudes toward private labels (Baltas 1997,
Erdem et al. 2004; Hansen, Singh 2008; Hansen et al. 2006; Martos-Partal, Gonzalez-
Benito 2009; PLMA 2010), and many provoke quality-level perceptions comparable
to those of national brands, just at better prices. Some retailers even promote private
labels as a form of smart shopping (Burton et al. 1998; Garretson et al. 2002; Manzur
et al. 2011).

A commitment to quality private labels often relates closely to the retailer’s positioning.
Price-oriented retailers tend to sell private labels that rely more on price perceptions
to prompt purchases (Dhar, Hoch 1997; Kumar, Steenkamp 2007). In contrast, more
quality-oriented retailers offer private labels that are coherent with their positioning
(Dunne, Narasimhan 1999; Kumar, Steenkamp 2007). When retailers own a private
label portfolio, they generally align their flagship label with their primary position-
ing. Thus private labels reflect retailers’ positioning, and retailers simultaneously use
private labels to reaffirm that position. Accordingly, a retailer’s positioning should af-
fect the equilibrium between price sensitivity and perceived quality as determinants of
private label consumption. When a retailer adopts a more quality-oriented position, it
also adopts that approach to its private label portfolio, so perceived quality should be
more important than price sensitivity in determining the purchase of these private labels.

With this article, we provide empirical evidence of this influence. First, we analyse
and compare price sensitivity and perceived quality as determinants of customer pur-
chases of private labels. Second, we study the role of a retailer’s price positioning as
a potential moderator of their importance as determinants of purchase. Using a sam-
ple of households that represent the Spanish population, we gather information about
each household’s motivations, attitudes and purchasing patterns, all with regard to food,
household and personal care products, bought from the main retailer chains that operate
in the Spanish grocery retailing industry.

This study therefore extends previous knowledge in two ways. First, previous research
has related attitudes toward and the purchase of private labels to customer’s price sen-
sitivity (Ailawadi et al. 2001, 2008; Batra, Sinha 2000; Burton et al. 1998; Baltas,
Argouslidis 2007; Sinha, Batra 1999) or to perceptions of the quality of private labels
(Hoch, Banerji 1993; Richardson et al. 1994, 1996). Yet no studies have considered
and compared both determinants together, though the evolution of private labels along
a price—quality continuum implies the need to do so. Second, whereas researchers have
studied the effect of retailers’ price strategies (Dhar, Hoch 1997), no one has assessed
a retailer’s price positioning as a moderator of factors related to private label consump-
tion — namely, price sensitivity and perceived quality. Trends of alignment between
retailers’ positioning and their private label strategy suggest the need to study the mod-
erating role of retailer price positioning though. Moreover, private labels continue to
evolve (Burt 2000; Kumar, Steenkamp 2007), and previous evidence could be outdated.
Therefore, we consider a revision and update of previous evidence relevant.
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In the next section, we present our conceptual framework and review previous research
to offer some theoretical support for our proposed hypotheses. After we describe the
methodology for our empirical analysis, we present and discuss the findings. Finally,
we outline our main conclusions and some implications.

1. Conceptual framework: proposed hypotheses

1.1. Price motivation for private label consumption

Traditionally, private label purchases related to lower prices. The first private labels
were referred to as generics; their sellers emphasized basic usage and were positioned as
the least expensive alternative, because they engaged in limited promotional activities,
used simpler packaging, and included economical ingredients (Burt 2000; Cunningham
et al. 1982; Harris, Strang 1985; Kumar, Steenkamp 2007; Yelkur 2000). However, in
recent years, private labels have evolved, increased their quality, and thus jumped in
price (Nielsen 2011; Steenkamp et al. 2010), though they still provide an appealing
price—quality option. Modern private labels offer both sufficient quality and better prices
than national brands (Apelbaum et al. 2003; Kumar, Steenkamp 2007; Mendéz et al.
2008; Sethuraman, Cole 1999; Soberman, Parker 2006).

The recent economic downturn has strengthened the association between private la-
bel purchases and price-oriented consumers, as price search dominates recent buying
processes (KantarWorldpanel 2011). Consumers today tend to pay more attention to
the objective value of products, prioritizing price over other characteristics, which has
encouraged private label growth. As behavioural habits often persist, this trend appears
likely to continue, even as economies clamber out of their recessions (Dekimpe et al.
2011; Lamey et al. 2007, 2012; Nielsen 2011).

Furthermore, previous academic research consistently finds a relationship between pri-
vate label purchases and price sensitivity (Baltas, Argouslidis 2007; Cunningham et al.
1982; Dick et al. 1995; Fan et al. 2012; Hansen et al. 2006; Martos-Partal, Gonzalez-
Benito 2009; Sinha, Batra 1999). Price remains an important determinant of private
label choice (Ailawadi et al. 2001; Baltas 1997, 2003; Burton et al. 1998; Manzur
et al. 2011; Mendéz et al. 2008; Sethuraman 2006), and product categories that induce
higher price sensitivity exhibit greater private label penetration (Batra, Sinha 2000;
Hoch 1996). Therefore, we propose:

H1: Consumer price sensitivity relates positively to privatelabel consumption.

1.2. Perceived quality motivation for private label consumption

The search for quality is a key motivation for brand choice, and some studies sug-
gest that private label purchases relate negatively to quality or service consciousness
(Ailawadi et al. 2001; Martos-Partal, Gonzalez-Benito 2009). If consumers’ quality
consciousness relates negatively to private label purchases, then private labels must be
perceived as inferior in quality.

Many private labels work to overcome this inferior quality perception. Despite their
overall appealing price—quality ratio compared with national brands, the competitive
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positioning of individual private labels differs, depending on their stress on quality ver-
sus price, or the quality standard they adopt. In recent years, diversity in private label
positioning has even increased, with a clear shift from price to quality propositions.
Some distributors offer product lines comparable in quality or even better than those of
national brands (Dunne, Narasimhan 1999; Geyskens et al. 2010; Nielsen 2011; Quelch,
Harding 1996; Soberman, Parker 2006).

Evidence of the quality evolution in private labels includes both objective factors related
to the products and subjective elements centred on consumer perceptions (Mendéz et al.
2008; Soberman, Parker 2006). On the objective side, Apelbaum et al. (2003) in the
United States and Mendéz et al. (2008) in Spain find that the objective quality of pri-
vate labels is comparable to that of national brands. Davies and Brito (2004), De Wulf
et al. (2005), and Fornerino and d’Hauteville (2010) confirm these results using blind
tests: When consumers do not know the brand, they do not differ in their preferences.
The PLMA (2011) also emphasizes the lack of objective quality differences between
national and store brands, such that in blind tests, 23 of 29 store brand categories earned
evaluations equal or superior to those of national brands.

On the subjective side, some studies indicate improvements in private label perceptions.
Nielsen (2011) study reveals that half of U.S. and European consumers consider private
labels a good alternative to name brands, and one-third consider them just as good as
name brands. The PLMA (2010) also confirms that buyers believe store brands work
as well as national brands. These trends have resulted from retailers’ communication
efforts to establish quality images, credibility and reputation for their private labels
(Consumer Reports 2009; Kumar, Steenkamp 2007). Other factors contributing to these
improved perceptions are the recognition that the suppliers of private labels often are
national brand manufacturers and consumers’ beliefs that private labels simply imitate
national brands (Consumer Reports 2009; Kumar et al. 2010; Olson 2012; Steenkamp
et al. 2010).

Because quality perceptions of private labels are improving, we anticipate that not all
private label consumption is linked to price convenience; it also may be explained by
quality determinations, in terms of functionality, quality or performance. Consequently,
we expect that quality perceptions of private labels help explain private label consump-
tion. We find some support in prior research, which indicates a relationship between
private label purchases and perceived quality. Sethuraman’s (2006) review concludes
that perceived quality has a positive effect on private label proneness and purchase;
other evidence indicates that quality may be of equal or greater importance than price
(Bao et al. 2010; Hoch, Banerji 1993; Fan et al. 2012). That is, private label consumers
want lower prices without any loss of quality. Richardson et al. (1996) point out that
perceived quality has more influence on private label proneness than perceived value.
Moreover, attitude toward private labels relates positively to private label purchase
(Baltas 1997; Burton et al. 1998; Garretson et al. 2002; Hansen, Singh 2008; Hansen
et al. 2006; Martos-Partal, Gonzalez-Benito 2009). Thus, we propose that:

H2: Quality perceptions of private labels relate positively to private label consumption.
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1.3. Moderating role of retailer positioning

Retailers adjust their supply to satisfy customers’ demand. Customers’ needs include
price, assortments and services, which determine their choices for a point of sale (e.g.,
big or small stores, more or fewer private labels, everyday low or high-low price policy;
Dekimpe et al. 2011). The dimensions that retailers use to differentiate their offers and
appeal to target customers constitute their competitive positioning. However, price is
perhaps the primary dimension (Ailawadi, Keller 2004). Consumers generally consider
a store’s price image when choosing among stores and store formats (Pan, Zinkhan
2006; Rhee, Bell 2002; Zielke 2010). Even if they have little knowledge of the indi-
vidual prices of products, they recognize certain price distinctions for different stores
(Alba et al. 1994; Dickson, Sawyer 1990).

Brands also can help establish a retailer’s positioning (Ailawadi, Keller 2004). Private
labels influence store images and allow for differentiation across stores (Semeijn et al.
2004). In addition, private label strategies tend to be coherent with a retailer’s position-
ing, in particular its price—quality position (Luijten, Reijnders 2009); for example, a
private label strategy focused on quality would not be credible at a price-oriented store.
Dhar and Hoch (1997) find that stores that adopt an everyday low price (EDLP) posi-
tioning tend to sell private labels that rely more on price. However, for a retailer more
focused on quality, the variety of private label positions can increase being common
that the flagship private label aligns closely with the retailer’s position. For example, the
multinational chain Carrefour has a three-tier privatelabel portfolio in food categories;
Carrefour Discount, with a price positioning; Carrefour, a well-balanced alternative in
terms of quality and price; and Carrefour Selection, the high-quality label that improves
the retailer’s image and its differentiation from others. Its greatest effort is devoted to
the Carrefour label, which represents 90% of its private label assortment (Carrefour
2011).

Thus the evolution of quality perceptions and the trend to align private labels with
the retailer’s positioning should have consequences for customers’ motivations to buy
private labels. We expect that at price-oriented stores, customers’ motivations to buy
private labels relate more to low prices than to quality perceptions. In contrast, at qual-
ity-oriented stores, private labels focus more on quality, so the importance of perceived
quality may be higher than price for determining private label consumption. Thus:

H3: A retailer’s positioning moderates the relationship between price sensitivity and
private label consumption, so that higher retail prices diminish the relationship
between price sensitivity and private label consumption.

H4: A retailer’s positioning moderates the relationship between quality perceptions and
private label consumption, so that higher retail prices strengthen the relationship
between quality perceptions and private label consumption.
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2. Study scenario and data

According to Private Label Manufacturers Association (PLMA 2011) private label keeps
gaining market share across Europe. Today, private label accounts for at least 40% of
all products sold in Switzerland, Spain, the United Kingdom, Portugal and Germany.
Also, in emerging retail markets such as Poland, Czech Republic, Slovakia and Turkey
private brands are winning market share.

In this study we focus on the Spanish context. Spain is a suitable scenario for our study
because it constitutes one of the leading European countries in terms of private labels
development. Specifically, we focus on 12 retail chains that operate in the Spanish
retail industry: Mercadona, Carrefour, Eroski, Alcampo, Dia, Hipercor, Caprabo, Lidl,
Dinosol, Consum, Ahorramas and Miguel Alimentacion. The 2008 Annual Food Dis-
tribution Report (Alimarket 2008) ranks these chains as the top 12 positions (in order)
in terms of sales value in the Spanish market. Among these retailers, we distinguish
between discounters that use EDLP and those that adopt other strategies. Dia and Lidl
both are discounters, but whereas Lidl employs a hard discount strategy, Dia follows a
soft discount strategy. According to this traditional classification, hard discounters have
a more limited product range, are more focused on dry goods, and have a narrower
national brand assortment than do soft discounters (IGD Research 2007). The Merca-
dona supermarket chain uses an everyday low pricing (EDLP) strategy, and the other 9
retailers follow a high/low pricing (Hi-Lo) strategy.

Data provided by the TNS household panel (now KantarWorldpanel), which effectively
represents the Spanish population, indicate annual expenditures (second half of 2007 to
first half of 2008) for three broad product categories: food, household and personal care
products. The data also indicate each household’s expenditures with the 12 top retailers
and the aggregated expenditures for other retailers.

These data enable us to compute our dependent variable, which is the share of wallet
devoted to private labels by each household at a preferred retail chain. To determine
the preferred retail chain, we analyse expenditure distributions across retail chains and
define the preferred chain as the retailer that receives the greatest expenditure from each
household (East et al. 2000). Because we only have information for the top 12 retailers,
we filter the initial sample and consider only those households for which aggregated
expenditures to these 12 retailers were greater than 50%, such that expenditures with
other retail chains must be less than 50%. Thus we avoid a sample that has been biased
by the effects of households whose expenditures are not concentrated on the top retail-
ers. Also, household socio-demographic information is available in the household panel;
we obtain information about each household’s social class.

KantarWorldpanel also conducted an “Opinions and attitudes survey” among the same
panellists in July 2008. Of the more than 160 questions, we only consider those related
to price sensitivity or quality perceptions of private labels. For the empirical analyses,
we combine both data sources and use the households that provided full information
in both sources. The final sample thus includes 775 households. Average private label
share at the preferred retail chain was 0.30.
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To measure price sensitivity and quality perceptions, we use items related to each con-
struct that appeared in the questionnaire. These items relied on a five-point Likert-type
scale (1 = strongly disagree, 5 = strongly agree). As we describe in Table 1, we use
three items to measure price sensitivity and two for quality perception, and we take the
mean. Table 1 details the descriptive analyses of both measures. We also summarize the
results from the exploratory factor analysis for both scales in Table 1.

Table 1. Item descriptions and exploratory factor analysis

Factors Item M SD Factor score Variance Int;rnal
extracted consistency
Price I always compare prices 3.73 0.78 0.85 68.67 0.77!
sensitivity among different brands
before choosing one.

I compare prices to take 3.87 0.74 0.79
advantage of special offers.
I look for bargains. 3.58 0.79 0.83
Mean across items 3.73 0.64
Quality Private labels are made by 397 0.69 0.86  74.90 0.492

perceptions the same manufacturers as
national brands.
Private labels have the same 3.71 0.75 0.86
quality as national brands.

Mean across items 384 0.62

Notes: ! Cronbach’s alpha; 2 Correlation.

We also considered the households’ social class as a control variable. This information
comes from TNS household panel, that distinguishes four groups: low (social class 1),
medium-low (social class 2), medium (social class 3) and high-medium to high (social
class 4). These classes are assigned using detailed data about households’ properties,
equipment and habits, although we did not have access to disaggregated data in this
regard. 12% of the analyzed households is in social class 1, 24% in social class 2, 40%
in social class 3 and 22% in social class 4.

To quantify the price positioning of the retailers, we use data about their price levels,
published by the Consumers and Users Organization (OCU 2008), which conducts an
annual price comparison of retailers in the Spanish market. In 2008, the OCU study
gathered data about 800 geographically dispersed stores of 67 retail chains, compared
the prices for a basket of products that a normal Spanish family likely would purchase,
and computed a price index for cheaper brands. These data led to a price index for
each store and, through aggregation, for each retail chain. A value of 100 represents the
cheapest store, so a store with a 118 index charges 18% more than does the cheapest
store. We report price indexes for the 12 analyzed retailers in Table 2.

Table 3 also summarizes the sample distribution across preferred retail chains. Merca-
dona is the most preferred retail chain with the greatest percentage of customers (.31),
followed by Carrefour (.20), Eroski (.16) and Dia (.13).
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Table 2. Price level and customer distributions across retail chains

Retail chains Price  Customers’ distrib}ltion across Customers’ percentage
level preferred retail chain across preferred retail chain
Mercadona 118 246 0.31
Carrefour 104 157 0.20
Eroski 106 125 0.16
Alcampo 106 61 0.07
Dia 105 103 0.13
Hipercor 147 3 0.003
Caprabo 113 21 0.02
Lidl 102 13 0.01
Dinosol 125 2 0.002
Consum 117 15 0.01
Ahorramas 119 27 0.03
Miguel alimentacion 135 2 0.002

3. Analysis and findings

Our dependent variable is the share of wallet devoted to private labels in the preferred
retail chain. The control variables include the preferred retail chain for each household
and social class. Finally, we specify as independent variables the respondents’ price
sensitivity, quality perceptions, and their interactions with the assigned prices of the
preferred retail chain. Because our dependent variable relies on a share measure, we
use a logit-type model adapted to the resource allocation context (Ailawadi et al. 2008).
Therefore, we propose:

Aty 8Dy +AZ;+BPS;+y QPPL+@PS;* PMR;+0QPPL*PMR;
j

e
T, =
! o+ 8Dy +0Z;+BPS;+Y QPPL;+@PS;* PMR;+0QPPL*PMR;

l+e J
where =; indicates the share of wallet to private labels spent by household i at the
preferred retailer chain. o denotes a parameter to be estimated, which quantifies the
degree of loyalty to private labels. Dy is a dummy variable that assumes the value
of 1 when household i prefers retailer j. & denotes a parameter to be estimated that
quantifies the differential effect, beyond private label loyalty, when the preferred retail
chain is j (one retail chain serves as a reference with a null parameter). Z; is a vector
of social class variables; A is a vector of parameters for estimation that captures the
effect of social class (one variable serves as the reference with a null parameter). PS;
is the price sensitivity of household i, OPPL; is the quality perception of private labels.
PS*PMR,; refers to the interaction between price sensitivity and the price level of the
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preferred retail chain. OPPL*PMR; refers to the interaction between quality perceptions
of private labels and the price level of the preferred retail chain; and B, y, ® and 0 are
parameters to estimate and correspond respectively to the previous variables. The direct
effect of PMR; is not considered, because it is redundant. The price level depends on
the preferred retail chain.

In Table 3, we report the estimation results. We estimate five sequential models: a first
model with only social class and retail constants as explanatory variables, second and
third models that separately add price sensitivity and quality perceptions, a fourth model
that analyzes the joint effect of both variables and finally a model that includes the inter-
action effect of the price level of the preferred retailer with price sensitivity and quality
perceptions. For estimation, we used the command glm (generalized linear model) from
STATA software that was developed to estimate binary logit-type models in which the
dependent variable is a proportion instead of a dummy variable (McDowell, Cox 2004).
In order to simplify the interpretation of our estimation results, our key explanatory
variables (price sensitivity, quality perceptions, and price level) were mean-centered.

The parameters for the effect of the preferred retail chain (model 1) indicate significant
differences in private label consumption across retail chains. The importance of private
labels is greater for the discounter chains, Dia and Lidl. In addition, Mercadona, Eroski
and Carrefour have made notable efforts to develop their own labels (Alimarket 2007;
Eleconomista 2010; KantarWorldpanel 2010). Concerning the social class control vari-
ables, we find that social class 2 (medium-low) and social class 4 (high) are less prone
to private label consumption.

With respect to the direct effects of price sensitivity and quality perceptions (models
2 and 3), we find that both relate positively to private label consumption. They also
remain positively significant when we include them both simultaneously (model 4).
That is, each variable has its own effect, regardless of their relationship with the other,
in support of HI and H2.

Therefore, yet private label consumers tend to have higher price sensitivity, and price
remains a key claim of private labels. Also private label purchases can be explained
by higher quality perceptions, so retailers’ efforts to improve private label positioning
imply a sales increase.

Finally, for the retailer’s price positioning, we find a negative moderating effect on
price sensitivity and a positive moderating effect on quality perceptions of private la-
bels (model 5). These results confirm H3 and H4. As the price level of the retail chain
increases, the quality perception of private labels gains importance, rather than price
sensitivity, as a means to explain private label consumption. These finding are consistent
with the trend in which private labels appear coherent with the retailer’s positioning.
More quality-oriented retailers, with higher price levels, tend to manage higher-quality
private labels. They still promise a good price—quality ratio compared with national
brands, but their quality level increases, attracting consumers who are less worried by
price and more concerned about quality, attributes and benefits.
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Table 3. Estimation results

Model 1  Model 2 Model 3 Model 4  Model 5
Constant —2.12%¥% ] BO¥**F [ TTHREE [ TIREE ] TOFF*
Mercadona 1.34%** 1.23%*%* 1. 18%** 1. 13%x* L 17%**
Carrefour 0.82%** 0.68*** 0.70%**  0.62%**  (0.66%**
Eroski 1.23%%%* 1.08%** 1.08%%** 1.O1%#** 1.06%**
Alcampo 0.08 -0.05 —0.04 —-0.11 —0.07
Dia 1.97%%* 1.81*%* 1.82%*%* 1.73%%%* 1.78%%%*
Hipercor 0.95% 0.89% 0.86* 0.84%* 0.80
Caprabo 0.08 —-0.03 —0.08 —-0.13 —0.07
Lidl 2.94%%% D TRRE L DRIFEER D TJOREE D J3REH
Dinosol -0.18 -0.28 —0.28 -0.33 -0.27
Consum 0.32%* 0.20 0.16 0.11 0.16
Ahorramas 0.31 0.20 0.15 0.10 0.14
Miguel alimentacion -- -- -- -- --
Social Class 2 (medium-low) —0.16** —0.17*%* —0.19%* —0.18** —0.20%*
Social Class 3 (medium) 0.002 —-0.01 -0.02 —0.03 —-0.03
Social Class 4 (high) —0.14* —0.16**  —0.18**  —0.18**  —(0.19%*
Price sensitivity 0.18%** 0.15%** 0.15%**
Quality perceptions 0.16%%* 0.11%** 0.12%**
Price sensitivity x price level —0.01%%*
of preferred retail chain
Quality perceptions x price 0.01**
level of preferred retail chain
Goodness of fit
p? 0.075 0.079 0.078 0.080 0.081

kkk skokok ®kk kkk kkk

Likelihood ratio test

Notes: -- indicates the reference retail chain; *p < .10. **p < .05. ***p < .01.

Conclusions

In recent years the evolution of private labels has generated a remarkable increase in
their market share in relation to national brands. Such growth has been linked to im-
provements in consumers’ perceptions and attitudes toward those brands. Private label
buyers no longer purchase these options just for their price; they also are motivated
by favourable attitudes. We provide empirical evidence of this shift by analysing and
comparing the effects of price sensitivity and quality perceptions of private labels on

private label consumption.
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The development of private labels also has been characterized by increasing links with
the retailer’s positioning. Therefore, we offer updated empirical evidence of the retail-
er’s price positioning as a moderator of the relative importance of price sensitivity and
quality perceptions of private labels. Our results show that private label consumption
can be explained by both price sensitivity and quality perceptions. The two determinants
relate significantly to private label consumption. Moreover, we confirm a moderating
effect of the retailer’s price positioning, so that as the price level of a household’s pre-
ferred retail chain increases, quality perceptions of private labels gain importance over
price sensitivity as a determinant of private label purchases.

Retailers’ apparent efforts to convert private labels into tools that reinforce position-
ing strategies thus appear well placed. They also have helped move the association of
private labels away from an exclusive focus on price. The appeal of modern private
labels encompasses both price and quality perceptions. In this sense, private labels may
not only facilitate price competition but also help build the retailer’s image and even
differentiate the retailer from others. However, using private labels to differentiate the
retail store demands both sufficient quality and the mitigation of other barriers, such as
consumers’ tendency to generalize private label experiences across retail chains (Szy-
manowski, Gijsbrechts 2012).

The results suggest the development of a private label portfolio with different positions
along the price—quality continuum seems suitable for retailers whose positioning does
not depend solely on price. On the one hand, private labels that are coherent with the
retailer’s quality positioning can attract the most demanding consumers and allows for
direct competition with national brands. Because these private labels appear only in the
specific retailer’s stores, they also can enhance a retailer’s differentiation and generate
customer loyalty. On the other hand, a generic brand, focused more on price, should
attract more price-sensitive customers and help the retailer compete better with more
price-oriented retailers, such as discounters. Furthermore, generic offerings can enhance
the credibility of private labels that focus on quality (Palmeira, Thomas 2011). However,
generics do not contribute to retail differentiation and could be replaced by a product
line with guaranteed low prices; for example, the retailer Alcampo is implementing its
“economic products Alcampo” (Alcampo 2011) strategy.

Some limitations of this study suggest further research directions too. The measures
we used could be improved substantially. We employed a general computation of qual-
ity perceptions of private labels, without measuring the specific perceptions for each
private label or each product category. Specific analyses for different categories or
private labels’ positioning would probably provide more insightful results about the
motivations for private label consumption. Although a retailer’s price positioning is a
complex, multidimensional concept, we measured it with a simple, one-dimensional
scale. In addition, we did not include other private label purchase determinants, such
as perceived risk or familiarity. Finally, we focus on the Spanish context. While Spain
is a suitable scenario to analyse the private label phenomenon, due to the extraordinary
development of private labels during the last years, further research should examine
whether our findings are generalize to other countries.
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