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Abstract

Brands are successful because people prefer them to ordinary products. In addition to the
psychological factors already mentioned, brands give consumers the means whereby they
can make choices and judgments. The secret to successful branding is to influence the
decisions the way in which consumers perceive the company or product, and brands can
affect the minds of customers by appealing to the information acquired and analyzed.
This paper attempts to emphasize the relationship between empirical and theoretical
considerations in the information analysis of brand extensions on consumer behavior.
Broadly the study focuses on analysis at the individual or micro-level and tries to draw
implications towards buying decisions on the extended brands analyzing the aggregate
relationships. The discussion analyzes categorical similarity as a determinant of
diagnostic behaviour and explore the premise that high accessibility of extension
information in some of the past studies may have left little room to observe the effects of

diagnostic behaviour.



Brands are not just names, terms, symbols, designs or combinations of these, although it
is true to say that such things can differentiate certain products and companies from
others. The additional constituents that makes a successful brand is personality. Today's
leading brands are personalities in their own right and are well known in all societies and
cultures as film heroes, cartoon characters, sports stars or great leaders. Brand extension
categories are often chosen based on shared attributes with the family brand. Therefore,
the extension's performance on these shared dimensions is likely to be at least moderately
diagnostic or informative for the family brand, regardless of category similarity.
Similarly, the extension information is likely to be at least somewhat accessible for the
family brand evaluation, given our focus on situations where the extension has the family
brand name. While some factors (e.g., large time gap) may make the extension
information inaccessible, focus is not laid on the latter scenario because its implications
are fairly intuitive inaccessible information will not be used in the judgment. Therefore,
our research examines at least moderate levels of both accessibility and diagnosticity,
which are not only realistic but also have important implications for the branding area. It
can be concluded that the previous studies on feedback effects of brand extensions has
ignored the role of accessibility and oversimplified the notion of diagnosticity. By
addressing the effects of accessibility and diagnosticity, the research framework accounts
for some of the mixed findings in the literature and addresses when and why feedback

effects are likely to vary across different extension categories.



It has been argued in some studies that agreements to exchange information affect the
value of information and the decision making on the brands. With unknown cost, a
learning-by-doing like effect also arises in the process of decision making. These effects
affect consumer welfare, the incentive to receive information, and the incentive to enter
information sharing agreements. Information sharing contracts may have negative future
effects on firms through decreased information production. However, the decreased
information production has the current benefit of softening competition, which induces
information sharing agreements under conditions contrary to previous results and vice
versa. A Consumer review article features this new line of products of a company owning
reputed brand as unreliable. Will this negative information about the extension dilute the
family brand image? What happens if the negative information is about a new line of
video cameras instead of a personal computers? In other words, will dilution effects vary
as a function of extension category? Some research studies suggests that dilution effects
are more likely for close brand extensions, whereas other school of research suggests
that dilution occurs regardless of extension category or does not occur at all (Keller 1998,
Aaker 1992; Lane and Jacobson 1997; Loken and John 1993; Milberg, Park, and
McCarthy 1997; Romeo 1991). Consider another variation of this scenario. A Consumer
review article features this new line as one of the most technologically advanced and
reliable products in the marketplace. Will such positive information enhance the family
brand image? It is difficult to answer this question based on the limited amount of
research that has addressed the effects of positive extension information on the family

brand name.



This paper attempts to analyze categorical similarity as a determinant of diagnostic
behaviour and explore the premise that high accessibility of extension information in
some of the past studies may have left little room to observe the effects of diagnostic
behaviour. Therefore, an important goal of the current research is to understand the
nature and extent of feedback effects from the brand extension to the family brand when
information about the extension is not highly accessible. This study discusses the
information interactions with categorical similarity that influence the diagnosticity of

extension information and helps the consumers to make decisions on the brands.

Review of Literature

The new emphasis on relationships in marketing has spurred a resurgence of interest in
brand loyalty and the positive effect of brand loyalty on company profitability and long-
term survival have been well-documented in recent years. Recent research has begun to
identify new types and sources of subject that might comprise and distinguish loyalty
responses, especially from a phenomenological perspective. This article focuses on
exploratory consumer behavior, an often-neglected influence on brand loyalty that has
received almost no attention in the brand loyalty literature. Risk-taking in product and
retail outlet choice innovative shopping behavior, variety and novelty-seeking, browsing
and recreational shopping and curiosity-motivated information processing are among the
many consumer behaviors thought to have strong exploratory components (Burgess and
Harris, 1998). The brand stretching or extension of a successful brand label from an

initial home market to a different product line--using a model that assumes that brand



identity is a complementary feature that enhances consumer willingness to pay. The
pattern of brand-stretching implies an entry in which (1) firms with strong brand
identities may prefer to extend their brands to markets that are "far" from their original
product line, and (2) fragmented or un-concentrated markets with no strong incumbent
brands are attractive entry targets for brand extension ( Lynne and Daniel, 2002).
Competition with product rivalry has greater implications where products are
differentiated by both quality and brand name. With no commitment, firms produce a full
product line. When firms can commit to restrict their product offerings, firms specialize if
the degree of brand-specific differentiation is small and they produce a full product line if
brand-specific differentiation is large relative to intra-firm differentiation. Firms may
crowd a product space when all competitors would be better-off with specialization.
Brand proliferation is a credible entry-deterring strategy if the degree of brand-specific
differentiation is not too large (Gilbert and Matuets, 1993). The marketing literature
refers to the concept of brand capital and provides empirical evidence that firms with a
large stock of well-established brands have an advantage in introducing new products.
One of the theories of brand extension as a mechanism for informational leverage in
which a firm leverages off a good's reputation in one market to alleviate the problem of
informational asymmetry encountered in other markets. It is observed that brand
extension helps a multi-product monopolist introduce a new experience good with less

price distortion (Jay, 1998).

The accessibility-diagnosticity model explains any factor that increases the accessibility

of an input is also expected to increase the likelihood with which that input will be used



for the judgment. Therefore, in the brand extension context, temporal proximity between
information about brand extension and family brand evaluation is likely to result in a
disproportionate influence of the activated or accessible cognition (i.e., extension
information) on the judgment (i.e., family brand evaluation) made shortly after its
activation. The review of previous literature on brand extension effects indicates that
dilution/enhancement effects generally emerge in the presence of highly accessible
extension information (Lane and Jacobson 1997; Loken and John 1993; Milberg et al.
1997). Milberg et al. (1997) examined in his study the negative feedback effects,
subjects rated the family brand immediately after exposure to information about the
extension, making extension information highly accessible at the time when family brand
evaluations were assessed. Buyers select from among that subset of available brands of
which they are aware. When this subset grows, there are social surplus gains, but the
distribution of these gains between firms and consumers is shown to be sensitive to the
structure of the market. It is possible for either the sellers or the buyers to be worse off in
the better -informed environment (Ross, 1988). However, dilution effects were found in
the context of both close and far extensions. Lane and Jacobson (1997), also focused on
negative feedback effects, found dilution effects in a study where extension evaluations
took place immediately prior to brand evaluations, making the extension information
more accessible. Loken and John (1993) in one of his research studies raised issues
about comprehension of target attributes after reading negative information about the
extension. They found a dilution effect for both moderately typical and atypical
extensions when the extension information was salient (i.e., when consumers rated their

beliefs about the family brand name immediately after the comprehension task). The



negative information analysis often leads to the strategic non-participation with the
brands. Willingness to pay, which can be computed only in equilibrium, will reflect,
besides private valuations, preemptive incentives stemming from the desire to minimize
the negative externalities. We find that the best strategy of some agents is simply not to
participate in the market, although they cannot in this way avoid the negative external

effects (Philippe and Benny,1996).

Consumers observe the performance of the firm's products, and product performance is
positively related to the firm's quality level. If a firm is to launch a new product, should it
use the same name as its base product that may be stretching the brand reputation, or
should it create a new name and start afresh the reputation chronology? It has been
observed that for a given level of past performance (reputation), firms stretch if and only
if quality is sufficiently high (Luis, 2000). Stretching thus signals high quality. However,
when subjects rated the typicality of the extension before assessing beliefs about the
family brand name, which is likely to have increased the attributes of typicality
judgments while decreasing the attributes of the extension information, dilution did not
occur for the atypical brand extensions. The respondents might have perceived

information about atypical extensions as less diagnostic for evaluating the family brand.

Similarly, Romeo (1991) found dilution effects when the extension was closely
associated to the family brand, although these effects were only marginally significant.
Subjects were told that they would evaluate a case study and were asked questions about

the case before they expressed their evaluations of the family brand name. This procedure
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may have decreased the accessibility of the extension information and reduced its impact
on family brand evaluations. Keller and Aaker (1992) examined both dilution and
enhancement but found evidence only for enhancement. Further, enhancement effects
were observed regardless of extension category. In their study, subjects were exposed to
extension information and then evaluated the family brand, which may have led to high
accessibility of extension information. Interestingly, dilution effects did not emerge in
Keller and Aaker's (1992) research. One possible explanation is that subjects might have
discounted the negative information since they were told that unsuccessful extensions
were discontinued. Skowronski and Carlston (1987) argue that the greater the shared
associations between two targets, the more diagnostic information about one is for
making judgments about the other. In the context of brand extension, this finding implies
that as the shared associations between the family brand and the extension increase so
does the diagnosticity of information about brand extension for making judgments about
the family brand name. That is, one may expect a positive relationship between extension
category similarity and feedback effects. However, there exists the scope of future
research in understanding the asymmetries in the impact of positive versus negative

extension information on family brand evaluations.

Framework of Research

The review of previous researches reveal that the negative information is more

diagnostic than positive information in forming product judgments because negative

information helps assign the target to a lower quality category more easily than positive
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information helps assign the target to a higher quality category (Herr et al. 1991). Most
brands are expected to perform well in manufacturing products that are close to their
current product offerings. Hence, not only high quality brands are expected to perform
well most of the time, also low or mediocre quality brands perform well at times.
Consequently, positive information about a close extension is not very indicative of the
family brand quality. However, negative information about a close extension clearly

signals a low quality brand. Therefore,

H1:  Inthe domain of close extensions, negative information is likely to be
rated as more diagnostic than positive information.
H2: Inthe domain of far extensions, positive information is likely to be rated

as more diagnostic than negative information

Generally the brands are expected to have a low level of ability in manufacturing and/or
marketing a product leading the far brand extensions with a lower probability of success
and higher risk than are close extensions (Aaker 1997). It is more difficult to successfully
extend the brands into a far category. The successful far extensions may indicate a high
quality brand. However, failure in this domain would be more ambiguous because both

high and low quality brands could fail.

The study was conducted in an empirical design with the sample of 145 consumers in
Mexico city addressing to over 40 consumer brands available in different categories of

markets. The respondents belonged to the processed food products category and
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cosmetics. Respondents were organized into small groups and were randomly assigned
to conditions in a 2 (extension category: close, far) x 2 (information : positive, negative)
between-subjects design. The questionnaire contained a scenario describing the

experience of a company with a new product extension.

Findings and Discussion

Brand choice models implicitly assume that consumers incorporate all relevant marketing
information such as price, display, and feature for key brands on each purchase occasion.
In the context of brand extensions, information about the extension will be highly
accessible when consumers are asked to report their evaluation of the family brand
immediately after reading the extension information. Under such conditions, a highly
accessible negative (positive) extension is expected to lead to a dilution (enhancement)
effect regardless of product category as observed by past studies in this area (Loken and
John 1993; Milberg et al. 1997). This is because highly accessible information about a
new extension is likely to be sufficient for making a judgment about the family brand. It
is also possible that the accessibility of the information may influence its perceived
diagnosticity. That is, consumers may perceive the extension information to be more
diagnostic if it is highly accessible. In any case, extension information is likely to affect
family brand evaluations, regardless of extension category, when it is highly accessible.
The information about the extension will not be highly accessible or dominant when

consumers report their evaluation of the family brand, at a later point in time. In such a
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situation, extension information will be used in the brand evaluation based on its

diagnosticity.

The ANOVA on the diagnosticity index for the process food sector brands revealed a
significant interaction between information and extension category {F(1, 86) = 24.07, p
<.001}. Consistent with Hypothesis 1, the simple-effects test revealed that negative (vs.
positive) information was rated as more diagnostic for close extensions {M's = 0.63 vs.
0.57; F(1, 86) = 7.61 p < .01}. In contrast, as predicted by Hypothesis 2, positive (vs.
negative) information was rated as more diagnostic for far extensions {M's = 0.69 vs.
0.57; F(1, 86) = 17.42, p < .001}. Similar findings were obtained with the cosmetics
products brands. Specifically, an ANOV A on the diagnosticity index yielded a significant
information X extension category interaction {F(1, 124) =20.03, p <.001}. As expected,
the simple-effects test indicated that negative (vs. positive) information was rated as more
diagnostic for close extensions {M's = 0.63 vs. 0.59; F(1, 124) = 6.36, p < .05}, while
subjects rated positive (vs. negative) information as more diagnostic for far extensions
{M's = 0.63 vs. 0.57; F(1, 124) = 13.13, p < .001}. The data was analyzed using a 2
(extension category: close vs. far) x 2 (information : positive vs. negative) between-
subjects ANOVA. The coefficient of correlations for the close brand extensions and
positive information lead to higher degree as compared to any other relationships. The
Figure 1 exhibits the consumer perceptions matrix in reference to the brand extension and

information diagnosis parameters.

// Figure 1 about here//



14

It was expected that, consistent with past research on the negativity effect, negative (vs.
positive) information would be perceived as more diagnostic in the domain of close
extensions (H1); however, positivistic effect (positive perceived as more diagnostic than
negative) would be obtained for far extensions (H2). This pattern of results calls for an
interaction between extension category and information. There is a likelihood that an
information used as a basis of response to a subsequently measured construct and may
be determined by (i) the accessibility of the input in memory, (ii) the perceived
diagnosticity of the input for the judgment, and (iii) the accessibility of other inputs in
memory. An input is considered diagnostic if it helps to assign the target to one particular
category - high or low quality (Herr, Kardes, and Kim 1991). Therefore, in the context of
information feedback effects, the extension information would be diagnostic to the
extent that it indicates the quality of the family brand. The extension information is
highly accessible, it will influence family brand evaluations, irrespective of the brand
extension's diagnosticity. This is because in this condition, the extension information is
highly featured and sufficient for making a judgment about the family brand name
(Feldman and Lynch 1988). The trend diagnosis of information for the processed food
products and cosmetics in the specific market locations- retails stores and super stores has
been exhibited in Table 1. The analysis reveals that the correlation of brand extension
variables - positive close, positive far, negative close and negative far with buying
decisions on the extended brands showed lower degree of association. It may be stated

in view of the results that the ambience of market outlet does not have a strong
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influencing factor over the information diagnostics for the consumers to make decisions

on buying the extended brands.

//Table 1 about here//

The increasing availability of customer-level data on brand information and the
willingness of marketers to customize the products offered through the brand extensions

makes the segment-level description of household purchase decisions a compelling issue.

The respondents were provided with the brand profiles and either positive or negative
attribute information about the new brand extension. The brand profiles contained the
relative ranking of the competing brands in each sector. Reliability was chosen as the
target attribute because a pretest indicated that it was an important attribute for both
categories of the products. The comparison brands were chosen on the basis of pretests
and actual consumer reviews indicating their perceptions about the brands in their
respective categories. For example in the positive-information condition, the new
extension introduced by some the brands like Jumex was portrayed as being clearly
superior to the moderate brands and as having the same level of reliability as the high
quality brand (Jugo del Valle or Great Value). In the negative-information condition, the
extension was portrayed as clearly inferior to all the competing brands in reliability. All
the moderate brands (including Jumex) were assigned similar ratings on ease of use,
slightly lower than those of the leading brands (Jugo del Valle and Great Value). The

respondents rated the extent to which processed food products and cosmetics are reliable
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on three scales anchored by "strongly disagree" and "strongly agree," "extremely

nn

unlikely" and "extremely likely," "not at all probable" and "very probable." The mean of

the belief parameters constituted the belief index ( = 0.92). Brand evaluations were
measured via three scales anchored by "very unfavorable" and "very favorable," "very
negative" and "very positive," and "very bad" and "very good." These items were
averaged to form an evaluation index ( = 0.84). The perception on beliefs about the brand
extensions in the conditions of normal accessibility of both the categories of products, in
terms of reliability were enhanced in response to positive information (M close = 5.31, t
= -2.05; M far = 5.46, t = -2.64; p's < .05), and were diluted in response to negative

information (M close = 3.44, t = 3.21; M far = 3.90, t = 2.77; p's < .01) regardless of the

extension category.

The impact of the positive extension information can be enhanced such as providing
information about extension on the packages of other products of the same family brand
name by making it more accessible in the decision situation. Similarly, diagnosticity of
the extension information can be influenced by communication strategies that
enhance/diminish the relevance of attribute beliefs in evaluating the family brand. The

findings of the study in general establishes the hypotheses framed in the paper.

Research Implications

This study on one hand endorses the Keller's (1998) conceptualization and also extends

it by demonstrating an interaction between fit and the brand extension information.
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However the best fit of the model (Figure 1) can be subject to implementation through
similarity between the family brand and the extension on the basis of product-related
attributes or non-product related attributes such as brand image (Keller 1998). The
underlying construct is similarity between the family brand and the extension, which is
likely to influence the perceived diagnosticity of the extension information for the family
brand evaluation. Another interesting issue is whether the type of positive/negative
information interacts therewith. However, future studies may tend to examine the
ambiguities associated with consumer expectations in the context of brand extensions
and provide extension information on a reliability attribute that is likely to be easily
interpretable at the brand performance level, and hence diagnostic for the brand

evaluation.

Brand information (positive or negative) can have an important function in markets with
consumption externalities apart from its persuasive and informative roles. Information
inflow on brands and outflow through inter-personal communication may act as a device
to coordinate consumer expectations of the purchasing decisions of other consumers in
markets with consumption externalities. The implications of positive and negative
communications on the brands as a coordinating device may be analyzed by the
companies to help their decisions strategically on brand extensions. However, there may
be some of the forces that can lead to herd behavior in diagnosing the brand
communication. Under certain circumstances, consumers may simply mimic the fellow

buyers’ decisions ignoring substantive private information. Although this behavior is
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inefficient from a social standpoint, it can be rational from the perspective of brand

managers who are concerned about their reputations in the product or service market.

It is observed that a group of individuals can learn and influence decision without
substantial information base on its positive or negative versions and with only a small
amount of rationality. The degree of such influence may be so intensive that the decisions
are repeated many times by different players. Each player chooses an optimal reply,
based on incomplete information about what other players have done in the past.
Occasionally they make mistakes. When the likelihood of mistakes is very small,
typically one coordination equilibrium will be played almost all of the time over the long
run. Such situations towards the diagnosticity of the information on brand extensions are
not many but at the same time can not be ignored by the brand managers. Future
researches may address these complexities also in terms of brand relationship and
consumer decision making towards brand extensions. However, strategically a company
may empower the consumers to add value to their mother brand by migrating an extended
brand to the public communication networks like television, internet etc. The
organization needs to recognize that any promised experience hinges on buyers’
knowledge of the brand’s history. Nike tried to make its promise of winning become
personalized, by allowing consumers to add their own word on the back of its trainers.
However, the company need to monitor the information analysis patterns in the close and

far brand extensions as it plays the key role in making purchase decisions.
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Figures and Tables

Figure 1 Consumer Perception Matrix on Brand Extension
and Information Diagnosis

# Respondents 103 in both the product category brands
Results refer to responses analyzed in different sales outlets

Far
Build Consumer Abandon Feelings

Demand on Brands

rp; = 0.5215 rp;=0.1912

rpy = 0.5364 rp; = 0.1434

Brand
Extension
Quick Adoption Discrete
Adoption

rp; = 0.9163 rp; = 0.2431

rp, = 0.7348 rp=0.3169
Close

Positive Information Negative
Diagnosis

rp; = Coefficient of correlation for processed food products category brands
rp, = Coefficient of correlation for cosmetics products category brands

Table I Trend Diagnosis of Information on Extended Brands in Retail Sales Outlets
(# Outlets = 33, # Respondents =119)

Analysis in reference to the variable : buying
. . decision
infrmation Vsl |Gt ;
Processed | Cosmetics | Processed | Cosmetics
Food Food
Positive Close 0.39 0.44° 13.51 18.83
Positive Far 0.51° 0.59° 21.16 13.85
Negative Close 0.40 0.37 42.27 16.94
Negative Far 0.34 0.41 4791 13.62

a : significant at 5% level
b : significant at 10% level



