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Abstract

In mature industries characterized by the differences in environmental 
elements, service quality often distinguishes an organization from its 
rivals. Two types of service quality, such as physical and perceived ser�ser�
vice quality, may have different approaches to enhance brand equity. 
The authors developed a model that addresses the interrelationships 
between two types of service quality and brand equity and examined the 
moderating effects of satisfaction, brand associations, and brand loyalty. 
Based on survey data collected from department store customers in two 
major cities of China, the findings indicate that when the moderating 
effects are considered, the effect of physical service quality on brand equity 
is much stronger than the effect of perceived service quality.

Keywords: types of service quality, brand equity, satisfaction, moderating 
role, brand association, brand loyalty

INTRODUCTION

Since a high level of service quality is considered an essential 
strategy for business performance, researchers have paid attention 
to measurement and management approaches to improve service 
quality (e.g., Bell, Auh, and Smalley 2005; Zeithaml, Berry, and 
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Parasuraman 1996). A number of studies have focused on the 
importance of overall service quality or perceived quality. The 
conceptual argument proposed by Dabholkar, Thorpe, and Rentz 
(1996) designates physical retail service quality as an extension of 
the SERVQUAL measurement approach (Parasuraman, Zeithaml, 
and Berry 1988). Since consumer perceptions of the relative 
importance of service attributes vary (e.g., Bell, Auh, and Smalley 
2005; Levitt 1986), two different evaluations of service quality [the 
attribute level (physical service quality) vs. the global level (overall 
service quality)] are concerned with how consumers’ judgments of 
the service affect brand equity.

Scholars have begun to consider the importance of different 
types of service quality to support business performance (e.g., Bell, 
Auh, and Smalley 2005). There are different approaches when 
firms focus on the improvement of service quality. Because both 
service quality and brand equity are elements that can be used to 
manage business performance, an understanding of alternative 
approaches is important. How the service quality�brand equity link 
interacts during a service encounter is expected to have a potent 
effect on the moderating effects, and also on how well those effects 
are incorporated into brand equity. Based on this reasoning, we 
consider how consumers’ judgments of service quality vary with 
different levels of customer satisfaction, brand associations, and 
brand loyalty — three factors that are likely to affect brand equity. 

To date, the study of brand associations, satisfaction, and brand 
loyalty factors related to brand equity has dominated the service 
literature. The bases for these discussions have been both opera�
tional and conceptual, with particular attention paid to identifying 
the relationships between these factors. However, these factors 
have been mainly considered as dimensions of brand equity, 
indicating that there is no definitive research to test whether 
these three factors moderate the relationship between two types 
of service quality and brand equity. This approach is important 
because a theoretical discussion about the advantages and dis� a theoretical discussion about the advantages and dis�a theoretical discussion about the advantages and dis� discussion about the advantages and dis�
advantages of each form of service quality on brand equity is 
limited to explaining how other dimensions affect the relationship 
between the two constructs. From a branding perspective, it 
is suggested that consumers may have difficulty forming their 
quality evaluations and may end up basing those evaluations 
on consideration of factors besides those directly related to their 
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service experiences (Keller 1998). Our approach is also supported 
by Punj and Hillyer (2004) who demonstrated that research on 
brand equity is still in a state of evolution. Furthermore, because 
the foundation of service quality theory lies in the product quality 
and customer satisfaction literature (Brady and Cronin 2001), this 
study is desirable for extending scholars’ knowledge and providing 
insights for practitioners.

Taking a moderating effect perspective on the service quality�
brand equity formation, we theorize that the levels of satisfaction, 
brand associations, and brand loyalty are key elements in 
increasing brand equity. We argue that these three factors play 
different roles in enabling the synthesis of the proposed link. Thus, 
this study seeks to understand how three moderating factors affect 
the relative importance of the physical retail service quality and 
overall perceived service quality in determining brand equity.

BACKGROUND

An important contribution on the dynamics of marketing rela�
tionships was made by Bell et al. (2005) who considered the ef�
fects of two forms of service quality (technical service quality and 
functional service quality) on customer loyalty. Their study high�
lights that the main effect of technical service quality on customer 
loyalty is stronger than functional service quality. This illustrates 
that there is different significance between the two forms of service 
quality on customer loyalty. While their study identifies two forms 
of service quality on customer loyalty, physical service quality is 
related to Grönroos’ technical quality (1983) as well as a part of 
functional quality (Grönroos 1983; Lehtinen and Lehtinen 1991). 
In line with these studies’ guidelines, this study begins with the 
differentiation of physical service quality from two forms of service 
quality identified by researchers.

Given the lack of a theory�based factor structure from the retail 
literature, and the fact that SERVQUAL has not been supported or 
successfully adapted to retailing (Dabholkar et al. 1996), it is nec�
essary to conduct further study to gain an understanding of the 
effect of physical service quality. Even though early works in the 
service marketing literature indicate that it is a fundamental factor 
(Bitner 1992; Brady and Cronin 2001), one may argue that con�, one may argue that con�con�
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ventional approach such as technical, functional and environmen�
tal quality (Grönroos 1984) or indeed use the retail service quality 
framework of Dabholkar, Thorpe and Rentz (1996) is beneficial. As 
the ability of the physical service quality to influence behaviors and 
to create an image is particularly apparent for service businesses 
such as hotels, airlines, restaurants, banks and retail stores (Bit�s, airlines, restaurants, banks and retail stores (Bit�, airlines, restaurants, banks and retail stores (Bit�s, restaurants, banks and retail stores (Bit�restaurants, banks and retail stores (Bit�s and retail stores (Bit� and retail stores (Bit�
ner 1992; Booms and Bitner 1982; Tsaur, Chang, and Yen 2002), 
consumer judgments may be evaluated by different angles such as 
both the attribute level and the global level. 

Previous literature suggests that a customer’s judgment on phys�
ical service quality decreases over time (Lehtinen and Lehtinen 
1991). For example, a customer would be surprised if it is his first 
visit into Harrods, London’s world�famous department store. It is 
assumed that dimensions of Harrods’ physical surroundings influ�
ence customer behavior. However, the customer’s initial judgment 
or perception decreases when visiting frequently. This is one rea�
son why perceived service quality is considered when the develop�
ment of brand equity is assessed in the services industry. 

Perceptions of the physical service quality may simply help peo�
ple to distinguish a service firm by influencing how it is designed 
(Bitner 1992; Brady, Cronin, and Brand 2002), while perceived 
service quality results from a comparison of perceived with ex�
pected performance (Brady and Cronin 2001). This is reflected in 
Grönroos’s seminal conceptualization of service quality that “puts 
the perceived service against the expected service” (1984: 37). Per�: 37). Per� 37). Per�
ceived service quality addresses “what the customer is left with 
when the production process is finished” (Grönroos 1984: 38). It is 
the relevant feature that customers evaluate after service delivery 
(Rust and Oliver 1994). 

Finally, in the Gap Model and its associated SERVQUAL 
measures, physical quality is a component of overall service 
quality. Moreover in recent studies (e.g., Baker et al. 2002), aspects 
of the physical environment lead to perceptions of merchandise 
and service quality. However, Mattila (1999) found that customers 
with a Western cultural background might be more likely to rely 
on physical cues than Asian customers. Zhao, Bai and Hui (2002) 
also found that although the SERVQUAL scale is the most popular 
and widely used instrument for measuring service quality, its 
applicability still requires investigation. Based on the above review 
of the literature, two types of service quality should have different 
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effects on brand equity if consumers’ perceptions rely on physical 
cues or cognitive judgments.

CONCEPTUAL MODEL

The hypothesized model proposes that two types of service 
quality affect brand equity. Three factors are proposed to moderate 
the relative strength of the relationships between two types of 
service quality and brand equity. Our conceptual framework, 
shown in Figure 1, applies theories from cognitive and environ�applies theories from cognitive and environ� theories from cognitive and environ�
mental psychology together with Zeithaml’s (1988) proposal that 
consumer perceptions, which drive store patronage intentions, are 
based on perceptions of service quality. Figure 1 also adapts the 
model proposed by Baker et al. (2002) to a retail setting and incor�Baker et al. (2002) to a retail setting and incor� (2002) to a retail setting and incor�2002) to a retail setting and incor�) to a retail setting and incor�
porates insights from Bitner’s (1992) conceptualizations of how the 
service environment can influence store brand equity. Thus, the 
following text offers our rationale for the proposed relationships 
between these constructs.

Service Quality and Brand Equity

A variety of definitions for brand equity are offered in the lit�
erature (e.g., Aaker 1991, 1996; Keller 1993). For example, Keller 
(1993: 2) proposes that customer�based brand equity is “the differ�: 2) proposes that customer�based brand equity is “the differ� 2) proposes that customer�based brand equity is “the differ�
ential effect of brand knowledge on consumer response to the mar�
keting of the brand.” Brand equity has other definitions and forms, 
such as favorable impression, attitudinal dispositions, and behav�
ioral predilections (Rangaswamy et al. 1993). A common problem 
is that brand equity may be defined differently by different people. 
Most scholars seem to view equity as multi�dimensional, consist�
ing of some combination of awareness, liking, preference, meaning, 
repeat purchase, etc. But no single method of conceptualizing and 
measuring brand equity may be applicable to all brands (Kartono 
and Rao 2005). Since consumer response in marketing is defined 
in terms of consumer perceptions, preferences, and behavior aris�
ing from marketing mix activity (Hartman and Spiro 2005), brand 
equity in this study is conceptually defined as the overall consum�the overall consum�overall consum�
er response to the primary predictors of brand purchase intent and 
behavior. 



Effects of Two Types of Service Quality on Brand Equity in China 65

We define service quality according to the two types identified in 
previous studies (e.g., Bitner 1992; Dabholkar et al. 1996; Lehtin�
en and Lehtinen 1991). Perceived service quality is defined as the 
shopper’s overall perception of the superiority of services provided 
by a service firm. Environmental psychologists argue that a critical 
role of the physical environment is its ability to facilitate the goals 
of persons within that environment (Canter 1983; Grewal et al. 
2003). Similarly, physical retailing service quality is viewed as the 
shopper’s perception of physical elements that enable or facilitate 
the production of a service. As service quality is identified as a di�
mension of brand equity, such dimensions of service quality have 
the potential to contribute differentially to brand equity. More spe�
cifically, quality perceptions on both dimensions of service are like�
ly to be positively associated with customers’ behavioral intentions 
on a specifi c brand (or organi�ation) and their likelihood of remain� a specifi c brand (or organi�ation) and their likelihood of remain�a specific brand (or organi�ation) and their likelihood of remain� and their likelihood of remain�
ing a customer (Bell et al. 2005; Cronin, Brady, and Hult 2000). 
To the extent that both physical and perceived quality contributes 
to the improvement of brand equity, the following hypotheses are 
suggested:

H1: Physical retailing service quality will be positively related 
to brand equity.

H2: Overall perceived service quality will be positively related 
to brand equity.

The Moderating Role of Customer Satisfaction

Over the years, numerous definitions of satisfaction have been 
proposed by marketing scholars. After reviewing the literature on 
satisfaction, Oliver (1997: 28) concludes that the wide variation in 
defining the factor of satisfaction was best reconciled in the defini�
tion of satisfaction as “the summary psychological state resulting 
when the emotion surrounding disconfirmed expectation is coupled 
with a prior feelings about the customer experience.” In this study 
we define satisfaction as a summary affective response of varying 
intensity after the customer frequently visits a facility.

To date, most of the available evidence examines the direct rela�
tionship between satisfaction and brand equity (Aaker 1991; Ber�
thon et al. 2001; Tax, Brown, and Chandrashekaran 1998). Several 
studies offer both theoretical justification and empirical evidence 
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which supports the mediating role of satisfaction between service 
quality and behavioral intentions (Anderson, Fornell, and Lehmann 
1994; Brady and Robertson 2001) on the basis of the appraisal�
emotion response�coping framework suggested by Bagozzi (1992). 
We anticipate that satisfaction will reinforce the overall positive 
effects of physical and perceived service quality on customers’ per�
ceptions that are clearly a precursor to behavioral manifestations 
of brand equity. Satisfaction helps customers to overcome inevita�
ble fluctuations for building brand equity (Anderson, Fornell, and 
Lehmann 1994). Accordingly, organizations can improve brand eq�
uity in situations where their satisfied customers equally perceive 
two different types of service quality.

Despite a reduction in service quality, customers remain with the 
organization because of perceived switching costs (Bell et al. 2005; 
Urbany 1986). In this case, if a customer perceives low switch�
ing costs, the customer is likely to switch to alternative brands or 
competitors. On the other hand, if a satisfied customer perceives 
low switching costs, the customer may hesitate to switch because 
satisfaction is positively related to the market’s experience with 
quality in the most recent period (Anderson et al. 1994). Equally, 
we would argue that satisfied customers would scrutinize more 
carefully the quality of the service they perceive in forming ongoing 
further behavior with an organization. Based on this reasoning, we 
hypothesize the following:

H3: The positive relationship between physical retailing service 
quality and brand equity is moderated by satisfaction.

H4: The positive relationship between overall perceived service 
quality and brand equity is moderated by satisfaction.

The Moderating Role of Brand Associations

Brand associations are central to brand equity. In conceptual�
izing brand equity, Keller (1993) depicts attitudes as the most ab�
stract and highest level of brand association. Brand equity is close�
ly related to brand knowledge which he defines in terms of brand 
awareness and brand image. Both awareness (recall and recogni�
tion) and image relate to brand associations held in a customer’s 
memory. In this study, brand awareness is incorporated into 
brand association (e.g., Aaker 1996; Rossiter and Percy 1987; Yoo 
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et al. 2000). From a measurement standpoint, brand awareness, 
familiarity, and brand image are all considered to be brand asso�
ciations, and are viewed as primary customer�based brand equity 
facets, consistent with several previously proposed brand equity 
frameworks (Aaker 1996; Blackston 1995; Keller 1993, 1998; Nete�
meyer et al. 2004; Yoo et al. 2000). Thus, this study defines brand 
associations as the set of memory based meanings associated with 
a brand name.

Since consumers who are more experienced with a brand de�
velop deeper knowledge structures related to multiple dimensions 
(Alba and Hutchinson 1987), we believe that experienced consum�
ers are likely to hold favorable and strong perception of quality of 
that brand, compared to less experienced consumers. Consistent 
with Hartman and Spiro (2005), the idea of differential effect is tied 
to the category�based information processing arguments made by 
Keaveney and Hunt (1992). These suggest that associations held 
in a consumer’s memory are not necessarily classified in isolation, 
but are a relevant evaluation based upon the strengths of the 
information links to similar, yet distinct, categorization schemas. 
Such associations should be related to the linkage of service 
quality → brand equity, which seems to indicate that perceived 
quality is one key dimension of brand equity. The linkage will 
better capture the moderating effects of brand associations on 
consumer behaviors and beliefs as well as brand performance. 
Thus, the following hypotheses are reached:

H5: The positive relationship between physical retailing service 
quality and brand equity is moderated by brand associations.

H6: The positive relationship between overall perceived service 
quality and brand equity is moderated by brand associations.

The Moderating Role of Brand Loyalty

Generally, brand loyalty is defined as “a deeply held commitment 
to rebuy or repatronize a preferred product/service consistently in 
the future, thereby causing repetitive same�brand or same brand�
set purchasing, despite situational influences and marketing ef�
forts having the potential to cause switching behavior” (Oliver 
1999: 34). While there may be a distinction in loyalty measures 
between attitudinal loyalty and behavioral loyalty, Olsen (2002) 
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points out that loyalty is commonly assessed by behavioral mea�
sures rather than attitudinal measures. Based on this reasoning, 
brand loyalty is conceptualized as behavioral response expressed 
by a composite measure with respect to a preferred product or ser�
vice in the future. 

Even though we can expect that two types of service quality have 
a positive impact on brand equity, we expect another possible 
structure in such a way that brand loyalty acts as a moderator 
between service quality and brand equity. Our hypothesis is that 
the strength of the moderating effect between service quality and 
brand equity will be greater in a situation where the link between 
the two constructs is somewhat limited. For example, Chinese con�
sumers perceive the importance of service quality (Tsang and Qu 
2000), but the standard of quality for services provided by depart�for services provided by depart� services provided by depart�
ment stores is still far below international standards. In that case, 
customers are likely governed by different process mechanisms 
that will require specially tailored marketing actions for their cul�
tivation and management over time (Fournier and Yao 1997). If so, 
the positive relationship between service quality and brand equity 
is the idea of an organization as an asset. A complete understand�
ing of the moderating effect of brand loyalty would be an essential 
concept for the development of more sophisticated brand equity 
process. Thus, the final hypotheses are arrived:

H7: The positive relationship between physical retailing service 
quality and brand equity is moderated by brand loyalty.

H8: The positive relationship between overall perceived service 
quality and brand equity is moderated by brand loyalty.

METHOD

Data Collection

Data was collected for the retailing service industry in depart� in depart� depart�
ment stores. The customers purchased their products during 
March to June of 2007 in two major cities of China. Department 
stores were chosen because customers’ evaluations were directly 
linked to these two types of services managed by the firms. The 
wide variety of service types in department stores allows for 
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variance on the relevant independent and dependent variable.
For data collection efforts, respondents were screened before 

the questionnaire was administered to make sure that they were 
familiar with the service context in question. For the research sur�the research sur�research sur�
vey, respondents were intercepted in the customer service lounge 
at targeted multiple stores. This method of sampling was chosen 
because it was easy to target respondents with previous service ex� it was easy to target respondents with previous service ex�
perience. The main criteria for selecting participants for the sample 
was a minimum of two years experience shopping at department 
stores with at least five purchases during that period. Trained in�
terviewers indicated the information would be used by university 
researchers and offered assurances of confidentiality. 

Self�administered surveys were distributed to 350 current cus�
tomers from the selected industries. After accounting for sample 
bias and missing data, this study used a total of 282 question�
naires, which represents a 80.5% response rate. Respondent 
demographic characteristics showed that approximately 53% of the 
group was female and 21% were older than 41 years of age. 

Following Armstrong and Overton’s suggestion (1977), we 
assessed non�response bias through a series of t�tests that 
compared early (responses to the initial survey) with late (responses 
to the follow�up survey) respondents in terms of all key constructs. 
The results suggested that there was no significant difference 
between early and late respondents on the key variables.

Measures

Six factors were measured using twenty�one questions (responses 
on five�point Likert scales) adapted from published scales (see 
Table 1 below). Three moderating constructs were measured as 
follows: customer satisfaction, with two items adapted from Ra�ustomer satisfaction, with two items adapted from Ra�satisfaction, with two items adapted from Ra� with two items adapted from Ra�two items adapted from Ra� items adapted from Ra�
gunathan and Irwin (2001); brand associations, with five items 
adapted from Yoo et al. (2000) and Low and Lamb (2000); brand 
loyalty, with three items adapted from Yoo and Donthu (2001). Two 
types of service quality were also measured as follows: physical 
retail service quality, with four items adapted from Dabholkar et al. 
(1996); overall perceived quality, with three items adapted from Yoo 
et al. (2000). Brand equity was measured with four items adapted 
from Lasser et al. (1995) and Yoo et al. (2000). 

All survey questions were originally written in English and trans�
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lated into the Chinese version. To make sure that the translation 
was accurate, the translation and back�translation method was 
utilized. As the translation should be written in the appropriate 
Chinese language spoken by a Chinese population at the specific 
time, two researchers were consulted on the wording and under�
standing of the Chinese language survey. Overall, there was an 
acceptable good fit between the back�translated versions and the 
original version, indicating that the Chinese survey had a high 
level of translation quality.

Control Variable

We controlled for gender as the characteristic has been shown to 
moderate the relationship service quality and loyalty. For example, 
Bell et al. (2005) and Babakus and Yavas (2008) found that for the 
same level of two types of service quality, customer loyalty is influ�
enced by gender difference. In this study, we asked respondents 
to indicate their gender as either male (1) or female (2). This study 
carries implications regarding the relevant importance of physical 
and perceived service quality as drivers of brand equity within and 
between sexes.  

RESULTS

Measurement Model

We first assessed the measurement model followed by hypotheses 
testing according to the guidelines suggested by Anderson and 
Gerbing (1988). We conducted exploratory and confirmatory 
factor analysis (CFA) to test for convergent validity. First, from a 
statistical perspective, the item�total correlation was considered, 
and values that were well below other item�total correlations 
were targeted for deletion. Next, based on initial CFA results, any 
item that loaded less than 0.50 on its intended construct were 
candidates for deletion. As a result of applying these guidelines, 
one item from the original brand equity scale was dropped from the 
original pool of items.

When the resulting pool of items for satisfaction, brand 
association, brand loyalty, physical retail service quality, 
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overall perceived quality, and brand loyalty were subjected to 
an exploratory factor analysis with the principal factor as the 
extracted method followed by a varimax rotation, six factors 
emerged that corresponded to how we had initially measured these 
constructs.

We further subjected the resultant pool of items to a CFA using 
AMOS 6.0 with the covariance matrix as input. The measurement 
model suggested good fit to the data, χ²(174) = 484.937, p < .01, 
Comparative Fit Index (CFI) = .983, Non�Normed Fit Index (NNFI) 
= .978 and root mean square error of approximation (RMSEA) = 
.071. The results of the CFA with factor loadings and t�values are 
summarized in Table 1.

All factor loadings were relatively high and significant, providing 
strong evidence for convergent validity (Bagozzi and Yi, 1988). Sup�
port for convergent validity is also demonstrated by the high aver�
age variance extracted (AVE) for all four constructs (Bagozzi and 
Yi 1988). All AVEs exceeded the recommended level of .50, rating 
from .59 (brand associations) to .80 (satisfaction).

Discriminant validity was assessed by calculating the shared 
variance between pairs of constructs and verifying that it was 
lower than the average variances extracted for the individual 
constructs (Fornell and Larcker 1981). As shown in Table 2, the 
shared variances between pairs of all possible scale combinations 
indicated that the variances extracted were higher than the 
associated shared variance in all cases.

Hypotheses Testing Results

We used hierarchical moderated regression analysis to test our 
hypotheses (Cohen 1988). In doing so, two models were developed. 
One is the “main�effects model” excluding interaction terms and 
the other is the “interaction model” including the interaction 
effects. All scales were averaged to form a composite. Once the 
composites were formed we mean centered the constructs to avoid 
any potential threat of multicollinearity when calculating the 
interaction terms (Aiken and West 1991).

In Table 3, Models 1 to 3 used brand equity as the dependent 
variable. We used Model 1 to test the effects of the control variable 
on brand equity, and then added the main effects of the antecedent 
variables (physical retailing service quality and overall perceived 
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service quality) in Model 2, which contributes 45% more variance 
explained than the control variable. Model 3 (R ² = 61.1%, ES = 
.41) included the control variable, main effects, and the hypoth�hypoth�
esized two�way interaction terms. We find that the value of ES in 
our model is 0.411, which is larger than the suggested threshold of 
0.15 (Cohen 1988), indicating that Model 3 is valid. In particular, 
Model 3 shows the results of our hypotheses testing. Two in 
six interaction effects were significant, adding an additional 16 
percent to the explanatory power of the model. No control variable 
approached significance.

Before discussing the findings for the specific hypotheses, we 
discuss the effects of covariates, main effects, and interaction 
tests. In terms of a control variable, gender had an insignificant 
relationship with brand equity. Either Model 1 or Model 2, 
however, was significantly related to brand equity. This indicates 
that its inclusion do not affect the sign of brand equity when con�con�
sidering the moderating effects.

For main effects, H1 and H2 stated that physical and overall 
perceived service equality would be positively related to brand 
equity. This is a test of the main effects of the different types of 
service quality on brand equity. H1 was supported in the effect of 
physical retailing service quality (b = .409, p < .05). Yet, overall 
perceived service quality (H2) did not affect brand equity. It is 
worth noting that the effect of physical retailing service quality is 
greater than the effect of overall perceived service quality on brand 
equity at least in the department store industry.

We now turn our attention to the moderating effects that 
satisfaction, brand associations, and brand loyalty have on the 
above main effects. H3 and H4 proposed that the positive relation�he positive relation�
ship between two types of service quality and brand equity was 
moderated by satisfaction. The moderating effect of satisfaction 
between physical retailing service quality and brand equity (H3) 
was significantly supported (b = .197, p < .01), while the same 
effect between overall perceived service quality and brand equity 
was not supported. H5 and H6 proposed that the positive rela�he positive rela�
tionship between two types of service quality and brand equity 
was moderated by brand associations. Contrary to expectations, 
however, both interaction effects between two types of service 
quality and brand equity did not approach significance.

H7 and H8 proposed that the positive relationship between two 
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types of service quality and brand equity was moderated by brand 
loyalty. As we expected, H7 was significantly supported at p < .05 
(b = .173). However, the moderating effect of brand loyalty between 
overall perceived service quality and brand equity (H8) did not 
approach significance. Overall, our moderating effects showed that 
satisfaction and brand loyalty were key moderators to facilitate the 
relationship between physical retailing service quality and brand 
equity.

DISCUSSION

The results of our study should add to the service literature 
on brand equity, indicating that service quality differentially 
affects brand equity. Although perceived service quality has been 
considered as one of dimensions on brand equity (Aaker 1996; 
Berry 2000; Keller 1993; Yoo et al. 2000), our findings provide a 
somewhat different perspective than does previous literature on 
how physical retailing service quality should be linked and how 
moderators should affect relationships between two different 
types of service quality and brand equity. Specifically, there are 
different results between two types of services quality on brand 
equity. Physical retailing service quality is significantly related to 
brand equity, while perceived service quality is not related to brand 
equity. Although two types of service quality are positively linked 
to brand equity, perceived service quality is somewhat problematic 
when considering the moderating effects. The findings suggest that 
combining physical retailing service quality with moderators such 
as satisfaction and brand loyalty may be a suitable strategy to 
reinforce brand equity.

Our results show a consistent pattern of findings for the 
moderating effects of satisfaction and brand equity. These two 
moderators only play a critical role in enhancing the relationship 
between physical retailing service quality and brand equity, while 
these moderating effects are limited to enhancing the relationship 
between perceived service quality and brand equity. As the physical 
aspects of department stores do influence customers’ service 
quality perceptions (Dabholkar et al. 1996; Wakefield and Blodgett 
1999), one explanation for this finding may be that perception of 
high physical service quality leads to brand equity because it is 
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the basis of satisfaction (Oliver 1997) and brand loyalty (Yoo and 
Donthu 2001).

Theoretical and empirical data from environmental psychology 
suggests that customer reactions may be more emotional than 
cognitive (Russell and Pratt 1980; Wakefield and Blodgett 1999). 
Given that the relationship between physical service quality and 
brand equity is moderated by the impact of satisfaction, our finding 
should contribute to the literature where customer response to 
physical service settings is enhanced by emotional factors such as 
satisfaction. This finding suggests that a key managerial objective 
in department store settings is to produce positive satisfaction, 
which in turn leads to patronage intentions and favorable actions.

In addition, both the insignificant main effect of perceived service 
quality on brand equity and the insignificant moderating effect of 
brand associations are interesting. Because both constructs are 
closely related to customer’s cognitive processes (e.g., perception 
and knowledge), their impacts are significantly limited to brand 
equity, at least in a Chinese context. As shown in Model 2, 
however, it is found that perceived service quality may influence 
brand equity in situations where customers are likely to engage in 
their repeat behavior on the basis of past performance.

Several managerial implications emerge from this study. First, 
department stores must pay attention to the physical element 
in their store design in order to enhance brand equity for their 
existing customers. However, it is important to note that marketers 
invest in their marketing budget to improve physical environments 
because organizations tend to be overlooked by marketers lured 
to the bright lights of Beijing or Shanghai (Willis 2008). Of course, 
the strategy is desirable, but marketers may also focus on other 
shoppers who live in a range of second�tier cities who may have 
different perceptions on service judgments.

Second, although overall perceived service quality is limited 
to influencing brand equity, it has often been pointed out that 
evidence about the profit consequences of perceived service 
quality stemming from other sources has been found (Zeithaml 
2000). Thus, at a more practical level, the implication of this 
study is simply that marketers could incorporate the positive 
effect of physical service quality into facilitating the synergy effect 
with overall service quality. As service quality has proved to be 
an essential ingredient to convince customers to take further 
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activity, the solution is to improve the experience�based cognitive 
service perceptions, and in turn, enhance the environment�based 
emotional service perceptions. Because most shoppers are repeat 
customers in the department store industry, the strategies are on 
the basis of the appraisal�emotion response�coping framework sug�the appraisal�emotion response�coping framework sug�
gested by Bagozzi (1992).

LIMITATONS AND DIRECTIONS FOR FURTHER RESEARCH

As with any empirical study, our study also has some limita�
tions, which may provide other promising avenues for further re�
search. The study’s focus on retailing services may limit the extent 
to which the findings can be generalized. It is plausible that the 
nature of the observed relationships would change with services 
that are higher or lower in credence properties (e.g., higher private 
hospital, top�quality hotel, and legal services, respectively) as the 
potential for customer building expertise is like to vary significantly 
across these industries (Bell, Auh, and Smalley 2005). This could 
provide insights on the possible generalization of physical service 
quality when researchers focus on the development of brand equity 
process. This would be an important extension of the current 
study.

The parsimony of the proposed model might suggest that we 
have omitted possible some interrelationships between two types 
of service quality and three moderating variables that could help 
explain brand equity. There may be some relationships beyond 
the moderating effects that will influence the creation of brand 
equity. Further research might consider possible relationships 
that determine brand equity to the organization, particularly in 
industries where the physical service quality is emphasized.
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