Formerly Toulon-Verona Conference, founded in 1998

Domestic vs. foreign consumer attitudes toward global retail brands:
the case of Starbucks in the US and in Italy

Francesca Magno
Department of Management, Economics and Quantitative Methods,
University of Bergamo (Italy)
Email francesca.magno@unibg.it

Fabio Cassia
Department of Business Administration, University of Verona (Italy)
Email fabio.cassia@univr.it

Abstract

Purpose of the paper: When retail brands enter new foreign markets, they often opt for a global
brand positioning. However, brand images and the processes through which they emerge may differ
between the home market and foreign markets. Drawing on these premises, this paper investigates
how the affective and cognitive dimensions of ethnocentrism influence a retailer’s brand quality and
brand image formation in the home market and in a new foreign market which a retailer is going to
enter.

Methodology: The analysis focuses on the case of Starbucks which opened its first ever store in
Italy in Milan in September 2018. Data were collected through a questionnaire-based survey among
two samples of consumers: one in Italy and one in the USA. A convenience sampling technique was
used. Data were then analyzed through the partial least squares — structural equation modeling
(PLS-SEM) multigroup analysis.

Main Findings: Findings show that ethnocentrism influences brand quality and brand image
through different patterns in the two countries. Moreover, while the analysis confirms the expected
effects for the affective dimension of ethnocentrism, unexpected results emerge for the cognitive
dimension.

Practical implications: This study suggests that global retailers that select a global brand
positioning strategy are nonetheless required to implement different processes to establish their
brand image in different countries. In the case analysed in this paper, the firm could leverage on the
positive effect of the cognitive aspect of ethnocentrism to strengthen perceived brand quality (and in
turn brand image) in the new foreign country it is entering.

Originality/value: While several studies have assessed the different brand images that consumers
hold for same retailer brand in the countries in which it operates, this work is the first to consider
the separate impacts of the affective and cognitive dimensions of ethnocentrism on brand image
formation. In addition, this study shows that when a global retailer enters a new foreign market,
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local customers may have already indirectly developed perceptions about the quality and image of
the retailer’s brands.

Type of paper: Research paper

Keywords: retailing, global brands, quality, brand image, standardization, internationalization.

1. Introduction

The international expansion represents a complex challenge for retailers, as highlighted by the
many cases of retail internationalization failure (Alexander & Myers, 2000; Burt et al., 2003; Evans
et al., 2008). One of the most important drivers of success (or failure) in foreign markets is the
retailer’s ability to find the correct balance between standardization and adaptation to the local
market to make its offering acceptable and appealing to local customers (Evans & Bridson, 2005).
In particular, the retailer should decide the degree of adaptation at the level of both the format and
the brand (Burt et al., 2008).

Many retailers have opted for a global brand positioning strategy because it confers greater
credibility and leads to higher brand equity (Liu et al., 2016). However, the same global brand could
be perceived differently in the home and foreign countries due to the effects of several factors,
among which one of the most prominent is ethnocentrism (Zarkada-Fraser & Fraser, 2002). In
detail, ethnocentrism fosters the tendency to view domestic products (goods or services) as superior
to foreign products, thus reducing the acceptability of foreign products (Siamagka & Balabanis,
2015).

Drawing on these premises this paper intends to examine the mechanisms through which
ethnocentrism affects the perceived quality and image of the global brand of a retailer in the home
country and a foreign country right before its market entry. In particular, the case of Starbucks is
examined focusing on the home country —the USA- and on Italy, where it opened its first store in
September 2018. The study is based on the comparison of consumer perceptions in the USA and
Italy by applying the partial least squares — structural equation modeling (PLS-SEM) multigroup
analysis (Hair et al., 2018).

Moreover, previous research has not considered that when a well-established global retail brand
enters a new foreign market, consumers may have already spontaneously developed attitudes
toward that brand. Many studies have examined and compared a retailer’s brand image in different
countries where the retailer is already operating (Burt & Mavrommatis, 2006; Diallo & Seck, 2018).
However, they have not investigated pre-market entry brand attitudes. By addressing this issue, this
study intends to contribute to filling also this gap.

The findings of this study will not only advance theoretical knowledge on retailer
internationalization but will also provide retailers with practical insights to inform their global
brand strategies. In particular, the results will indicate how the brand image is formed through
different processes in the home market versus a foreign market that the retailer is going to enter.

The remainder of the paper is structured as follows. First, a review of previous studies on retailer
brand image and quality and ethnocentrism is provided, together with a profile of Starbucks. After
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that, the research model and the hypotheses are presented, followed by the description of the
methods and of the results. Discussion of the findings and conclusions complete the paper.

2. Theoretical background
2.1 Retailer brand image and quality

Retailer brand image indicates the overall perceptions of a retailer brand reflected by all brand
associations in the consumer’s mind (Keller, 1993; Kwon & Lennon, 2009). Brand image is a key
determinant of customer loyalty and overall success in retailing as well as specifically of restaurant
and coffee retailers (Hyun, 2009; Kang & Namkung, 2018).

2.2 Ethnocentrism

Ethnocentrism had been initially conceptualized as a unidimensional construct and extensively
being measured through the CETSCALE developed by Shimp and Sharma (1987), who focused on
the morality of buying foreign goods. In detail, ethnocentrism was defined as “the beliefs held by
American consumers about the appropriateness, indeed, of purchasing foreign-made products”
(Shimp & Sharma, 1987, p.280).

Many studies have shown that ethnocentrism can often explain consumer willingness to accept
foreign brands (Cleveland et al., 2009). It should also be noted that most of the studies about
ethnocentrism were focused on goods (produced abroad and then imported) and not on services.

2.3 The research model

The research model draws on the literature presented above and suggests that the processes
through which ethnocentrism influences a retailer’s global brand image in its home country and in a
foreign market which the retailer is going to enter are different. While in the home country,
consumers have a higher level of knowledge of the brand and ethnocentrism can directly influence
their perceptions, in a new foreign country, the process is indirect. Ethnocentrism is used as a proxy
variable to infer perceived quality, which is a higher-level perceptual abstraction (Kirmani &
Zeithaml, 1993). Quality is then used to from brand image (Baker et al., 1994). Therefore, we
suggest the following hypotheses:

H1 Affective reaction is positively/negatively related to perceived brand quality in the home
market/new market

H2 Affective reaction is significantly and positively related to brand image only in the home
market.

H3 Cognitive bias is positively/negatively related to perceived brand quality in the home
market/new market

H4 Cognitive bias is significantly and positively related to brand image only in the home
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H5 Perceived brand quality is positively related to brand image both in the home market and in
the new market

H6 Affective reaction is positively related to cognitive bias both in the home market and in the
new market

Fig. 1 - The research model
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3. Starbucks

Starbucks is a global coffee retailer founded in 1971 with more than 24,000 retail stores in 70
countries. As Howard Schultz (former CEO and executive chairman of the company until June
2018) reported in an interview to Bloomberg in Italy in 2017, the inspiration for developing
Starbucks came from Italy when ‘in 1983 I came here as a young man walking around the streets of
Milan and Verona and | became enamoured with the Italian coffee bars and | was fortunate enough
to realize that my first dream was to bring that back to the US”. Also, many of the products sold by
Starbucks carry Italian names. However, Italy was one of the last foreign markets entered by
Starbucks in September 2018, when it opened its first store in Milan.

The idea behind Starbucks is not to sell coffee but an experience, searching for brand experience
consistency across the world, with some minor adaptations to menus in some countries such as
Japan and Saudi Arabia (Jonsson & Foss, 2011; Patterson et al.,, 2010). Overall Starbucks
succeeded in establishing ‘its coffee culture’ with some exceptions (Kjeldgaard & Ostberg, 2007).
For example, in 2008 in Australia, it had to close almost three-quarters of its stores (Patterson et al.,
2010).

3. Methods

To achieve our research goals, a questionnaire-based survey was conducted among a sample of
Italian and American consumers.
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The questionnaire, translated in Italian and English, included multiple-item measures for each
construct developed from previous studies (Grewal et al., 2003; Kang & Namkung, 2018). All items
were measured on five-point Likert scales, with extremes being 1=totally disagree and 5=totally
agree. Constructs were modelled as reflective.

Data collection took place in June 2018. The questionnaire was distributed online through the
personal network of the authors, relying on a convenience sampling technique. Overall, we received
461 usable questionnaires, 186 from American consumers and 275 from Italian consumers. Data
were analysed using Partial Least Squares Structural Equation Modeling (PLS-SEM), which is an
important multivariate statistical technique largely used in international marketing (Hair et al.,
2012; Henseler et al., 2016; Henseler et al., 2009). In particular, following previous studies (Brettel
et al., 2008; Singh et al., 2006), we used PLS-SEM multigroup analysis to compare results between
two different groups of respondents: Italian and American consumers. The analysis was conducted
using the software SmartPLS 3 (Ringle et al., 2015).

Table 1 summarizes some of the main characteristics of the sample.

Table 1 — Descriptive Statistics of the sample

Variables Frequency (%) Frequency (%) Frequency (%)
Total sample Americans Italians
Gender
Female 301 (65.3%) 111 (59.7%) 190 (69.1%)
Male 160 (34.7%) 75 (40.3%) 85 (30.9%)
Age
<20 94 (20.4%) 46 (24.7%) 48 (17.4%)
20-29 278 (60.3%) 95 (51.1%) 183 (66.5%)
30-39 16 (3.5%) 7 (3.8%) 9 (3.3%)
40-49 27 (5.8%) 15 (8.1%) 12 (4.4%)
50-59 39 (8.4%) 19 (10.2%) 20 (7.3%)
60-69 4 (0.9%) 1 (0.5%) 3 (1.1%)
>69 3(0.7%) 3 (1.6%) 0
Education
Middle school level 9 (2.0%) 2 (1.1%) 7 (2.6%)

High school level

171 (37.1%)

76 (40.9%)

95 (34.5%)

Bachelor and/or master’s degree

261 (56.6%)

96 (51.6%)

165 (60.0%)

Doctoral and other postgraduate degrees 20 (4.3%) 12 (6.4%) 8 (2.9%)
Occupation

Student 301 (65.3) 115 (61.8%) 186 (67.7%)
Employee 97 (21.0%) 48 (25.8%) 49 (17.8%)
Self-employed 24 (5.2%) 10 (5.4%) 14 (5.1%)
Unemployed 12 (2.6%) 7 (3.8%) 5 (1.8%)
Other 27 (5.9%) 6 (3.2%) 21 (7.6%)

How do you evaluate your knowledge with
regard to the brand Starbucks?

Poor knowledge

206 (44.7%)

36 (19.4%)

170 (61.8%)

Comprehensive knowledge

255 (55.3%)

150 (80.6%)

105 (38.2%)

Have you ever visited a Starbucks?

Yes

421 (91.3%)

186 (100%)

235 (85.5%)

No 40 (8.7%) / 40 (14.5%)

Excellence in Services Perrotis College
22" International Conference Thessaloniki (Greece)
Conference Proceedings ISBN 9788890432798 381 29 and 30 August 2019



Formerly Toulon-Verona Conference, founded in 1998

Respondents were mainly female (65.3%), and 80.7% were up to 29 years old. Of the
respondents, 56.6% had a bachelor and/or master’s degree. The vast majority of the total
respondents has visited a Starbucks (91.3%). As expected, big differences emerged with regard to
the level of knowledge of the brand. In particular, 80.6% of the American respondents versus 38.2%
of the Italian respondents declared to have a comprehensive knowledge of the brand.

4. Results
4.1 Measurement model assessment

All constructs were reflective measured. Therefore, the measurement model was evaluated based
on indicator loadings, internal consistency reliability, convergent validity and discriminant validity
(Hair et al., 2019). For both groups, all indicator loadings were above the recommended value and
they are able to explain more than 50 percent of the variance (Table 2). Therefore, they offer
acceptable reliability. Then, we have assessed the convergent validity of each construct through the
average variance extracted. Each construct presents a value higher than the minimum acceptable of
0.50, therefore, indicating that the construct explains more than 50 percent of the variance of the
items that compose the construct. We have then evaluated internal consistency using Cronbach’s
alpha and composite reliability. For all constructs, the values are above 0.70 indicating that internal
consistency and reliability were met. Finally, discriminant validity —the measure to which a
construct is empirically different from others— was assessed. For this purpose, we have considered
the HTMT (heterotrait-monotrait ratio) proposed by Henseler et al. (2015). For the two groups,
HTMT values are lower than 0.85, therefore we can conclude that discriminant validity problems
are not present.
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Table 2 — Measurement model assessment

CONVERGENT
INDICATOR VALIDITY -
RELIABILITIES Average INTERNAL CONSISTENCY RELIABILITY —
CONSTRUCT ITEM - Variance Cronbach’s Alpha and Composite Reliability
Outer loadings Extracted
(AVE)
USA | ITALY | USA | ITALY USA ITALY
AR1 0.91 | 0.86 Cronbach’s Alpha: 0.92 0.90
AFFECTIVE AR2 0.94 0.88 0.81 0.77
REACTION AR3 0.94 | 0.89 ' ' Composite 0.94 0.93
AR4 0.80 | 0.89 Reliability
Cronbach’s Alpha:
BlI11 0.86 0.88 0.90 0.88
BRAND Bl2 0.77 0.79
IMAGE BI3 0.86 0.84 0.71 | 0.67 Composite 0.92 0.91
Bl4 0.85 0.80 Reliability: ' '
BI5 0.87 0.78
CB1 0.86 0.86 Cronbach’s Alpha:
COGNITIVE CB2 0.89 0.78 0.86 0.84
BIAS CB3 0.80 0.85 0.63 | 0.60 Composite
CB4 0.71 0.74 Reliability: 0.89 0.88
CB5 0.70 0.70 '
PQ1 0.924 | 0.89 Cronbach’s Alpha: 0.90 087
PERCEIVED PQ2 0.913 | 0.92
0.84 | 0.80 -
QUALITY COT_‘anS_Ite 0.94 0.92
PQ3 0.911 | 0.87 Reliability: ' )

4.2 Structural model assessment
4.2.1 Overview

Since the measurement model was satisfactory, the structural model was then evaluated. For the
two groups, there are no collinearity issues, all the VIF values are lower than 3. After that, we
examined the R? values of the endogenous constructs which is a measure of the model's explanatory
power (Shmueli & Koppius, 2011), and it also represents the in-sample predictive power (Rigdon,
2012). In both groups, R? values are greater than 0.50 and 0.75 indicating a strong explanatory
power.

4.2.2 Measurement model invariance and multigroup analysis

In multigroup SEM analysis, it is fundamental to ensure measurement invariance, also called
measurement equivalence, that means that group differences in model estimates are not related to
"distinctive content and the meanings of latent variables across groups™ (Henseler et al., 2016, p.
409). For this purpose, we used the measurement invariance of composite models (MICOM)
procedure detailed by (Henseler et al., 2016). The MICOM procedure calls for two steps: configural
invariance and compositional invariance (Hair et al., 2018). As regards step 1, for both groups
measurement models and structural models, data treatment and algorithm settings are identical,
therefore configural invariance was established. In step 2, we evaluated the compositional
invariance. In particular, the permutation test shows whether the correlation c is significantly
Excellence in Services Perrotis College

22" International Conference Thessaloniki (Greece)
Conference Proceedings ISBN 9788890432798 383 29 and 30 August 2019



Formerly Toulon-Verona Conference, founded in 1998

different from 1 or not. As shown in Table 3, when comparing the original correlations (correlations
¢ between the composite scores of the first and second group) with the 5% quantile, it can be
observed that the for all constructs the quantile is always smaller or equal to the correlation c (table
3). As a consequence, none of the ¢ values are different from 1 therefore compositional invariance
was established, as well (Hair et al., 2018).

Table 3 — Compositional invariance

Composite Cf))rrrlgllgt?én 5.0%
Affective Reaction 1.000 0.999
Brand Image__ 0.999 0.999
Cognitive Bias_ 0.997 0.995
Perceived Quality 1.000 1.000

Having established configural invariance and compositional invariance, we can conclude that
there is partial measurement invariance and, as a consequence, it is possible to compare the path
coefficients through a multigroup analysis. Findings from the bootstrapping procedure (5000
samples) are detailed in table 4.

The analysis supports the hypothesized effects of affective reaction on perceived brand quality
(H1) and brand image (H2). In the home country, the affective reaction has a positive influence on
both perceived brand quality and brand image, while in the new foreign country it has a significant
and negative impact only on perceived brand quality.

On the contrary, the hypotheses about the effects of cognitive bias on perceived brand quality
(H3) and cognitive bias (H4) are both rejected. In fact, the impact of cognitive bias has a significant
impact on perceived brand quality only in the new foreign market and this impact is positive. On the
contrary, cognitive bias has a significant effect on brand image only in the home market, but this
effect is negative.

Finally, the significant effects of perceived brand quality on brand image (H5) and of affective
reaction on cognitive bias (H6) are supported in both countries. As regards the control variable
brand knowledge, significant impacts were found only in the new foreign country.

Table 4. Significance testing results of the structural model path coefficients

USA
HP Path Path T-Statistic P-Value 2.5% 97.5% HP Testing
coeff. Confidence | Confidence
interval interval
Affective Reaction— H1
H1 | Perceived Quality 0.317 3.105 0.002** 0.100 0.504 | Supported
Affective Reaction — H2
H2 | Brand Image 0.217 2.783 0.005* 0.061 0.364 | Supported
Cognitive Bias — H3
H3 | Perceived Quality -0.017 0.174 0.862 -0.196 0.182| Rejected
Cognitive Bias — H4
H4 | Brand Image -0.205 3.609 0.000** -0.314 0.089 | Rejected
Perceived Quality — H5
H5 | Brand Image 0.695 14.740 0.000** 0.594 0.777 | Supported
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Affective Reaction — H6
H6 | Cognitive Bias 0.512 8.174 0.000** 0.384 0.629 | Supported
. 2.5% 97.5%
Control variables ;aet# T-Statistic P-Value | Confidence | Confidence | Significance
' interval interval
Brand Knowledge — Perceived
Quality 0.114 1.554 0.120 -0.025 0.260 | Not sig.
Brand Knowledge — Brand Image 0.093 1.741 0.082 -0.009 0.201 | Not sig.
ITALY
Affective Reaction— H1
H1 | Perceived Quality -0.197 2.789 0.005* -0.341 -0.060 | Supported
Affective Reaction — H2
H2 | Brand Image -0.075 1.366 0.172 -0.179 0.039 | Supported
Cognitive Bias — H3
H3 | Perceived Quality 0.242 2.922 0.003** 0.080 0.407 | Supported
Cognitive Bias — H4
H4 | Brand Image 0.102 1.653 0.098 -0.026 0.218| Rejected
Perceived Quality — H5
H5 | Brand Image 0.681 20.807 0.000** 0.616 0.744 | Supported
Affective Reaction — H6
H6 | Cognitive Bias 0.632 18.298 0.000** 0.566 0.700 | Supported
Control variables Path _— 2'.5% 97'.5% N
coeff. T-Statistic P-Value C(_)nfldence anfldence Significance
interval interval
Brand Knowledge — Perceived
Quality 0.156 2.670 0.008* 0.043 0.270 Sig.
Brand Knowledge — Brand Image 0.128 3.108 0.002** 0.047 0.207 Sig.

*p<0.10; **p<0.01.

5. Discussion and conclusions

The results of this study enhance available knowledge about the processes through which
domestic and foreign consumers develop brand quality and image perceptions of the same global
retail brand. First, this analysis confirms that for both domestic and foreign consumers perceived
quality of a global brand is a strong antecedent of brand image (Xie et al., 2015).

While this study confirms that the effect of perceived quality on brand image is consistent across
countries, new evidence emerged regarding the impact of ethnocentrism. First, this research
highlights that in the home country ethnocentrism directly influences both perceived quality and
brand image. On the contrary, in a new foreign country where the retailer is going to enter
ethnocentrism has significant direct impacts only on perceived brand quality but not on brand
image.

As expected, the affective component (affective reaction) has positive effects in the home
country and negative effects in the new foreign country. However, the cognitive component
(cognitive bias) positively influences perceived brand quality in the new foreign country and
negatively affect the brand image in the home country.

This result may be to a certain extent explained by considering that previous research about
ethnocentrism has largely focused on goods and not on services and available findings mostly refer

to consumer attitudes toward consuming domestic versus imported goods. The case of services is
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different as they are not produced in the home country and then exported but they are provided
locally in each foreign market, mostly by local employees, and the inputs (in this case mainly the
coffee) may not be provided by the home country (in this case of Starbucks, the coffee beans are
purchased in Latin America, Africa, and Asia).

Finally, this research enriches previous research which has not considered that when a well-
established global retail brand enters a new foreign market, local consumers may have already
spontaneously developed attitudes toward that brand.

Of course, branding strategies may need adjustments once local consumers gain more direct
knowledge about the brand, as the significant effect of the control variable ‘brand knowledge’
seems to suggest. However, this study has adopted a cross-section approach, collecting data in a
foreign market right before the market entry of the retailer. This represents a limitation of this
research and an opportunity for future studies. Similarly, only consumers from two markets were
compared and only one retailer was considered. Extending the analysis to other countries (and other
retailers) is recommended to better evaluate the generalisability of this finding.
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