GOING DOWNWARDS.  HOW DO CONSUMERS EVALUATE VERTICAL EXTENSIONS OF LUXURY AND PRESTIGE BRANDS?
Abstract

This study focuses on the impact of consumers’ evaluation of vertical step-down extensions of luxury and prestige brands on the perceived value of the extension and on purchase intention. Structural equation modelling revealed that consumers’ evaluation of a vertical step-down extension has a positive effect on purchase intention both directly and indirectly, via the perceived value of the extension. Furthermore, results confirm the effect of brand attitude and of perceived fit on the evaluation of the extension. Brand attitude has a positive effect on the extension’s perceived value, while the effect of fit on perceived value is not statistically significant. Results also show moderating effects of consumers’ attitude to luxury, brand familiarity, sector and income. 
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1. Introduction
Extension is a popular growth strategy for both fast moving consumer goods (Ambler & Style, 1997) and luxury brands (Dall’Olmo Riley, Lomax & Blunden, 2004). Managers can opt to extend the brand within its current product category through a ‘line extension’ or into a completely new product category with a ‘category extension’ (Aaker & Keller, 1990). In practice, line extensions are more frequent than category extensions. A study conducted by Research International shows that 65% of new product launches are line extensions, 17% are category extensions and the remaining 18% are new brands (Les Echos, 2004). Yet, academic research has focused mainly on category extensions (Nijssen, 1999) and line extensions are still an under-researched area. This imbalance between line and category extension research may be explained, in part, by the assumption that “it is the level of fit between the core brand and the extension, and not the type of extension, which is the most important concern.” (Grime, Diamantopoulos & Smith, 2002: 1417). 
While the assumption of the crucial role of fit for all extension types finds overall support in the literature, it can erroneously lead to the conclusion that line extensions are always evaluated by consumers on the same criteria as category extensions and may lead to disregard other factors such as price. For example, line extensions often seek to target market segments that are willing to spend more or less money for a ‘premium’ or for a ‘basic’ version of the current product (Sullivan, 1990; Keller & Aaker, 1992). Within the vast literature on brand extensions, few researchers have studied the effect of price on consumers’ attitudes towards brand extensions (Taylor, 2002; Taylor & Bearden, 2002; Jun, MacInnis & Park, 2004). Yet, price may take on special relevance particularly in the case of a vertical line extension, whereby the brand is extended to a new product within the same category, but at a higher (upward or step-up) or lower (downward or step-down) price. For example, in the case of a downward vertical extension, a lower price may be associated by consumers with lower quality, with ensuing impact on the value attributed to the extension and on consumers’ intentions to purchase the new lower priced product (Randall, Ulrich & Reibstein, 1998). In the case of luxury and of prestige brands, while high quality associations with the parent brand may help avoid the negative impact of step down vertical extensions on the extension attitude and on the perceived value of the new product, a lower priced extension may be considered as ill fitting with the price/quality and price/status associations characteristic of luxury brand positioning. However, only a handful of studies (e.g. Kirmani, Sood & Bridges, 1999; Kim, Lavack & Smith, 2001) have examined the evaluation of vertical downward extension in the context of luxury brands and even fewer (e.g. Lei, de Ruyter & Wetzels, 2008) have considered the effect of brand attitude, perceived fit and extension attitude on the perceived value of a vertical step down extension and on consumers’ intention to purchase the new lower priced product. 
We address this gap in the literature and investigate the impact of consumers’ evaluations of a vertical step-down extension on its perceived value and on consumers’ purchase intention, in the context of luxury and prestige brands in the UK. During the economic downturn luxury brands have frequently employed vertical step-down extensions to boost sales (Bokaie, 2008) and the UK luxury market continues to expand with companies like Burberry reporting double-digit sales growth (Daneshkhu, 2010; Felsted, 2010).
2. Development of Hypotheses
Many studies have investigated the impact of consumers’ attitudes towards the parent brand on the evaluation of horizontal extensions (e.g. Aaker & Keller, 1990; Keller & Aaker, 1992; Reddy, Holak & Bhat, 1994 and many others). Fewer studies have focused upon the effects of parent brand attitude on the evaluation of vertical extensions (Kim & Lavack, 1996; Kirmani et al., 1999; Kim et al., 2001; Musante, 2007). But for both horizontal and vertical brand extensions, researchers agree that a positive attitude towards the parent brand is fundamental to a positive evaluation of its extensions. Hence, our first hypothesis states:
H1 Attitude towards the parent brand (brand attitude) has a positive effect on the attitude towards a vertical step-down extension (extension attitude)
Besides the direct influence of brand attitude on extension attitude, some studies suggest that brand attitude should directly affect the perceived value of an extension (e.g. Martinez & Pina, 2003; Musante, 2007). Since value is generally defined in terms of value for money or the trade-off between expected benefits and cost (e.g. Grewal, Monroe & Krishnan, 1998), a positive attitude towards the parent brand should have a reassuring effect on consumers’ perceptions of the value of a lower priced vertical extension. Therefore, we postulate:
H2 Brand attitude has a positive effect on the perceived value of a vertical step-down extension
Extant research has consistently identified perceived fit as the main factor considered by consumers in the evaluation of category extensions (Aaker & Keller, 1990; Völkner & Sattler, 2006). Fit between the core brand and the extension has also been found to play an important role in the consumer evaluation of line extensions (Desai & Hoyer, 1993; Kim et al., 2001), since fit perceptions can be formed through different cues, not only category membership (Lei et al., 2008). Hence we hypothesise:

H3 Perceived fit has a positive effect on the attitude towards a vertical step-down extension
Perceived fit is found to affect not only the extension attitude, but also the perceived value of the extension (Martinez & Pina, 2003; Musante, 2007). From this, it can be inferred that in a (line) vertical extension, high fit between the parent brand image and the extension would increase the perceived value of the new product; by the same token a step-down vertical price extension of a luxury/ prestige brand could be considered ill fitting with the brand’s price/quality and price/status associations, resulting in lower perceived value. Therefore we postulate:
H4 Perceived fit has a positive effect on the perceived value of a vertical step-down extension
In previous research, the perceived value of an extension has been found to be affected not only by the parent brand attitude and by the perceived fit between the parent brand and the extension, but also by the extension attitude (Taylor & Bearden, 2002; Hansen & Hem, 2004). Hence our fourth hypothesis states:

H5 Extension attitude has a positive effect on the perceived value of a vertical step-down extension
Previous studies also suggest a direct impact of the extension attitude on consumer behaviour toward the extension, including purchase intention (Czellar, 2003; Hansen & Hem, 2004). Therefore we hypothesise:

H6 Extension attitude has a positive effect on the intention to purchase a vertical step-down extension

Finally, researchers have identified a positive association between perceived value and purchase intention (e.g. Grewal et al., 1998) and consumers’ purchase behaviour in general (Kleijnen, de Ruyter & Wetzels, 2007; Lei, Dawar & Lemmink, 2008). Hence we postulate:
H7 Perceived value has a positive effect on the intention to purchase a vertical step-down extension
3. Methodology

The product categories of cars and fashion (clothing) were chosen for the study. Both categories have attracted the interest of researchers in this field (e.g. Kim et al., 2001; Matthiesen & Phau, 2010) and there is a range of luxury and prestige brands in both sectors. 
Firstly, a pre-test was conducted, with the aim of choosing one luxury and one prestige brand in each product category. To this end, 50 postgraduate students (46 valid data) at a UK Business School were requested to assess their familiarity (FAM) and the luxury/prestige (LUX) of ten car brands and ten fashion brands. Two 7-point Likert scales were used (1=totally unfamiliar/ 7= very familiar; 1=not very prestigious/ 7=very prestigious) and the list of brands were compiled on the basis of price ranges shown in car showrooms, specialised magazines and web pages. The pre-test resulted in the selection of Porsche (FAM=6.28; LUX=6.29) and Prada (FAM=6.10; LUX=6.63) as the luxury brands and Audi (FAM=6.54; LUX=5.61) and Diesel (FAM=6.24; LUX=5.33) as the prestige brands in their respective product categories. The four brands met the criteria of achieving scores above the median (4) in the familiarity and luxury/prestige questions. 

After the pre-test, the main study included 8 questionnaire versions with a different brand-extension combination: each questionnaire focused on one brand and either a 25% or a 50% fictitious vertical step-down extension. For all questionnaires, the opening questions regarded consumer expertise with the product category (Mishra, Umesh & Stem, 1993), brand familiarity (Milberg, Park & McCarthy, 1997), parent brand perceived market position (Lei et al., 2008) and parent brand attitude (Musante, 2007). Then, individuals read a statement similar to those employed in previous research (Kirmani et al., 1999; Musante, 2007): “PORSCHE (DIESEL) is considering the introduction of a new soft top car model (leather shoe), at a price of £XX,XXX. This new model would be the first in a new line priced 25% (50%) below the current price range of £YY,YYY to £ZZZ,ZZZ”. Immediately afterwards, individuals were asked to indicate perceived fit (Keller & Aaker, 1992), the attitude towards the extension (Musante, 2007; Kirmani et al., 1999), its perceived value (Taylor & Bearden, 2002; Lei et al., 2008), and the likelihood of purchasing it (O'Cass & Grace, 2004). The questionnaire also included classification questions related to attitude to luxury (Stegemann, Denize & Miller, 2007), gender, age and annual household income. Except for demographic information, 7-point scales (at least two items) were used throughout. 
All questionnaires were administered in Greater London via a quota sampling method. The sample structure for each questionnaire was as follows: an equal split between male and female; 75% aged 18 to 44, 25% 45+ (broadly reflecting the UK population); an equal split between four income groups. A similar number of surveys for each brand/extension combination were achieved, for a total of 475 valid answers.
4. Results

After the usual depuration processes (outliers detection), checks of internal consistency were carried out for all measures. Cronbach’s alpha values were above 0.8 in all cases except for the ‘attitude to luxury’ factor. This factor was originally conceived as consisting of two items: “I almost never buy luxury products (clothing, watches, cars...)” and “today everyone should have access to luxury goods” (where 1 = strongly disagree, 7 = strongly agree). However, the correlation between both items was really low (-0.001), which ruled against combining them in a single construct. 
After the internal consistency checks, it was confirmed that each brand obtained a familiarity and a luxury/prestige score above the median (4). The comparison of the means of the perceived value of the 25% and of the 50% step-down extensions revealed that the latter were valued more highly, while purchase intention means were similar. We comment on these results in the Discussion section, in the context of the other findings.
Following this initial exploratory analysis, structural equation modelling (SEM) with EQS 6.1 and ML-Robust estimation method was employed. As regards to the measurement model, results indicated that the scales had strong psychometric properties, with composite reliability coefficients and variance extracted above 0.6 and 0.5 values, respectively (Hair et al.,1998). Convergent and discriminant validity were also satisfied and goodness-of-fit achieved appropriate values (RMSEA=0.045; NFI=0.959; NNFI=0.982; CFI=0.986; IFI=0.986). Subsequently, hypotheses were examined by testing the structural model with SEM methodology. The standardized parameters of the structural model and the goodness-of-fit indicators are shown in Table 1. These indicators are above the standard thresholds and most hypotheses are supported.
Table 1. Results of the structural model estimation
	Hypotheses 
	Standardized β 
	t-value 

	Brand attitude → Extension attitude (H1)
	0.374
	5.65*

	Brand attitude → Perceived value (H2)
	0.163
	2.14**

	Perceived fit → Extension attitude (H3)
	0.497
	5.60*

	Perceived fit → Perceived value (H4)
	0.084
	1.02

	Extension attitude → Perceived value (H5)
	0.539
	5.45*

	Extension attitude → Purchase intention (H6)
	0.353
	4.19*

	Perceived value → Purchase intention (H7)
	0.511
	6.51*

	Fit indices 
	Satorra-Bentler χ2 = 136.40 (83), (p = 0.0002); RMSEA = 0.052; NFI = 0.953; NNFI = 0.976; CFI = 0.981; IFI = 0.981 



**= significant at p = 0.05     *= significant at p = 0.01

Results reveal that purchase intention is positively related to both extension attitude (H6) and perceived value (H7). As hypothesised, extension attitude is influenced by perceived fit (H3) and, to a lesser extent, by brand attitude (H1). Regarding perceived value, brand attitude (H2) and extension attitude (H5) are the main determinants, while perceived fit did not show a significant effect. H4 is thus the only rejected hypothesis. 
In order to explore these hypotheses more in depth, several multi-sample analyses were conducted with the following moderating factors: attitude to luxury1 (high/low), attitude to luxury2 (high/low), customer expertise (high/low), brand familiarity (high/low), sector (cars/fashion), gender (man/woman), age (18 to 44/45+) and income (<£30,000/> £40,000; <£30,000/> £30,000). High/Low groups were built on the basis of the mean of the constituent items (mean +- 0.25*standard deviation) and the Lagrange Multiplier (LM) Test was run. Table 2 displays the moderating effects found, which are briefly commented in the discussion section. Neither customer expertise, nor gender, nor age exerted significant moderating effects. 
Table 2. Main results of the multi-sample analysis 

	Hypotheses
	Sample I vs. Sample II Standardized β
	(2dif.

	Brand attitude → Extension attitude (H1)
	Familiar (H): 0.214* vs. Familiar (L): 0.596*

Cars: 0.260* vs. Fashion: 0.569*

Income (>30): 0.273* vs. Income (<30): 0.543*
	5.478*

8.176*

2.746**

	Brand attitude → Perceived value (H2)
	Income (>40): 0.234* vs. Income (<30): -0.012

Income (>30): 0.212* vs. Income (<30): -0.012
	3.012**

3.040**

	Perceived fit → Extension attitude (H3)
	AttLux2 (H): 0.354* vs. AttLux2 (L): 0.581*

Cars: 0.644* vs. Fashion: 0.335*
	4.537*

13.709*

	Perceived fit → Perceived value (H4)
	AttLux1 (H): -0.129 vs. AttLux1 (L): 0.288*

Cars: 0.336* vs. Fashion: -0.028

Income (>40): 0.202 vs. Income (<30): -0.073
	7.242*

7.118*

2.815**

	Extension attitude → Perceived value (H5)
	AttLux1 (H): 0.670* vs. AttLux1 (L): 0.313**

Cars: 0.275* vs. Fashion: 0.626*

Income (>40): 0.403* vs. Income (<30): 0.755*

Income (>30): 0.474* vs. Income (<30): 0.755*
	4.392*

5.906*

5.040*

3.250**

	Extension attitude → Purchase intention (H6)
	AttLux2 (H): 0.521* vs. AttLux2 (L): 0.200*
	4.576*

	Perceived value → Purchase intention (H7)
	AttLux1 (H): 0.441* vs. AttLux1 (L): 0.701*

AttLux2 (H): 0.317* vs. AttLux2 (L): 0.673*
	4.763*

6.360*


**= significant at p = 0.05     *= significant at p = 0.01

5. Discussion
This study has addressed a gap in the literature, investigating the effects of brand attitude, perceived fit and extension attitude on the perceived value of a vertical step down extension and on consumers’ purchase intention, in the context of luxury and prestige car and fashion clothing brands in the UK. Consistent with our hypotheses, we have found that the perceived value of the vertical step down extension of a luxury or a prestige brand is positively affected by the attitude towards the brand and by the attitude towards the extension. Perceived value has not been found to be directly affected by perceptions of fit with the parent brand, but only indirectly via the effect of fit on extension attitude. These results suggest that, for luxury or prestige brands, the attitude towards the parent brand is the main factor affecting the evaluation of a vertical step-down extension and its perceived value. The high quality associated with a luxury or prestige brand appears to have a reassuring effect on consumers’ perceptions, helping to avoid any consideration of a lower priced extension being ill fitting with the price/quality and price/status characteristic of luxury brand positioning and hence subsuming any effect of fit on the perceived value of the extension.  Indeed, perceived value was higher in the -50% condition.  These findings are broadly consistent with previous results in the context of the category extension of luxury brands (e.g. Kim et al., 2001), which showed that the attitudes towards the extensions of prestige oriented brands are less dependent on fit than those of functional oriented brands.  Finally, the likelihood to purchase the vertical step-down extension of a luxury or prestige brand depends upon the attitude towards the extension and its perceived value.

While more research and analysis is needed with regards to the complex moderating effects of income, familiarity with the product category, attitude to luxury and product category, a few points are worth mentioning, particularly in terms of identifying areas for future research. Firstly, attitude to luxury emerges as a potentially important moderator in a number of instances involving the perceived value of a luxury/ prestige brand extension and the likelihood of purchasing such extension. However, results are not straightforward and further research should explicitly consider the effect of attitude towards luxury on the evaluation of step-down extensions of luxury/ prestige brands. Possibly related to the attitude towards luxury is the finding of income as the moderator of a number of relationships affecting perceived value of the extension and extension attitude. Again, further research should investigate this in more detail. Similar considerations apply to the effect of the product category.
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