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Abstract 

Acquiring an upward brand extension in a luxury market creates a dilemma for a 

functional-oriented parent company to express this ownership due to the renowned brand 

image of the luxury hotel.  The purpose of this study is to identify the moderating effects 

of consumers’ awareness of a functional parent company’s ownership of a luxury hotel 

brand on brand reputation, prestige, and consumer overall attitude towards the functional 

parent company and the luxury extension.  Previous studies have demonstrated the 

transferability of consumers’ attitudes towards the parent company to its horizontal or 

downward extensions.  This study hypothesized the potential, reverse effect and 

investigated consumer attitude transferability from an upward luxury extension to its 

parent company by comparing different path relationships across the aware and unaware 

consumers within the model.   

This study surveyed 106 conventioneers attending a national conference in one of 

the largest convention cities in the United States.  The people who have stayed in a hotel 

over the past 12 months participated in the survey.  This study conducted a confirmatory 

factor analysis and path analysis followed by testing consumers’ awareness of a 

functional parent lodging company’s ownership of a luxury hotel brand as a moderator.   

The study found that when consumers were unaware of the ownership, reputation 

and prestige had a significantly positive effect on consumers’ overall attitude towards the 

luxury extension.  Reputation had a significantly positive effect on the overall attitude 

towards the functional parent company but prestige had no significant effect.  When 

consumers were aware of the ownership, reputation had an increased significant effect on 

the overall attitude towards the luxury extension but prestige is no longer significant 
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while reputation and prestige had a significantly positive effect on consumers’ overall 

attitude towards the functional parent company.  Consumers’ overall attitude towards the 

luxury extension had a significantly positive effect on the overall attitude towards the 

functional parent company only when consumers were aware of the ownership.   

While testing for moderation across groups, this study found two significant 

differences related to the parent company among the aware consumers: 1) a significantly 

reduced positive effect of reputation and 2) a significantly improved positive effect of 

consumers’ overall attitude towards the luxury extension on consumers’ overall attitude 

towards the parent company.  These findings indicated that the parent company must 

decide whether to publicly declare its ownership of the luxury extension.  The awareness 

of the ownership does provide increased prestige to the parent company, but it also 

reduces the parent company’s reputation and the luxury extension’s prestige.  This 

decision is not a simple choice.  In this case, the functional parent company has 

thousands of hotels while the number of the luxury extension is less than 100.  Is it worth 

increasing the prestige of the parent company by actively acknowledging the ownership 

even though it may reduce the parent company’s reputation and damage the luxury 

extension’s prestige? 
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CHAPTER I 

Introduction 

Background 

The majority of large lodging companies, such as Hilton Hotels Corporation, 

Marriott International, Inc., and Starwood Hotels and Resorts Worldwide, have 

developed multiple brand extensions in different market segments (O'Neill & Mattila, 

2010).  These extensions, through ownerships or brand creations, are typically horizontal 

or vertical extensions (Riley, Pina, & Bravo, 2015; O'Neill & Mattila, 2010).  Substantial 

extension research has focused on how brand extension affects the brand image of the 

parent company (e.g. Diamantopoulos, Smith, & Grime, 2005; Mahasuweerachai & Qu, 

2015; Shahrokh, Sedghiani, & Ghasemi, 2012; Sullivan, 1990).  Limited research is 

available on how a functional-oriented parent company is affected by a prestige-oriented 

luxury extension (Boisvert, 2012; Keller & Sood, 2003).  

Brand extension has long been adopted as the most preferable business expansion 

strategy with its advantages of lowering marketing cost, leveraging favorable brand 

equity, and reducing failure rates (Hem, De Chernatony, & Iversen, 2003; 

Mahasuweerachai & Qu, 2015; Martínez & Pina, 2010; Salinas & Pérez, 2009).  Two 

primary categories in brand extension are horizontal and vertical extensions (Kim, 

Lavack, & Smith, 2001; Vukasovic, 2012).  A horizontal extension refers to using the 

existing brand name to introduce a new product or service in a similar product or service 

category (Kim et al., 2001; Arslan & Altuna, 2010).  A vertical extension is defined as 

the introduction of a new brand or service in the same category but at different quality 

and price levels (Aaker & Keller, 1990; Kim et al., 2001; Sullivan, 1990).  In the context 
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of lodging industry, vertical extension is a more widely-adopted approach (Jiang, Dev, & 

Rao, 2002; Kim et al., 2001; Lei, de Ruyter, & Wetzels, 2008).  The use of well-

established brand names may induce consumers to connect salient parent company 

attributes to the new extension and thereby increase its likelihood of succeeding 

(Boisvert, 2012). 

Although brand extension has numerous benefits, the risk associated with this 

strategy has its drawbacks and may result in disastrous effects in overall brand image 

(John, Loken, & Joiner, 1998; C. K. Kim, A. M. Lavack, & M. Smith, 2001; Milberg, 

Park, & McCarthy, 1997; Ng, 2010; Pullig, Simmons, & Netemeyer, 2006).  Researchers 

identified that the dilution effect may occur even if no negative information relates to the 

new extension (e.g. Ahluwalia & Gürhan‐Canli, 2000; Martínez & Pina, 2010; Morrin, 

1999).  Consumers tended to evaluate the extension undesirably when they perceived a 

low fit between the extension and parent company (Bottomley & Holden, 2001; Völckner 

& Sattler, 2007).  It is critical to examine how consumers evaluate brand extensions and 

monitor how consumers’ attitudes change when new extensions are introduced.  Brand 

extension literature has focused on how perceived brand fit moderates consumers’ 

evaluations of brand extensions (e.g. Ashton & Scott, 2011; Kwun, 2004; Lin, 2013).  

The moderating effect of consumers’ awareness of a functional parent company’s 

ownership of a luxury hotel brand has not been studied within the lodging context.   

In the United States, major lodging companies own multiple brands in various 

classes. For instance, Hyatt possesses 8 brands; Starwood possesses 9 brands; Hilton 

possesses 13 brands; Marriott International, Inc. possesses 24 different brands.  Besides 
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some extremely well-received brands, many consumers have difficulties in identifying 

other brand names under these parent companies due to the variety of the extensions.   

The rational to own so many brands is to capture more price-sensitive consumers 

and sustain parent company’s profitability (Heath, McCarthy, & Chatterjee, 2006; 

Magnoni & Roux, 2008).  Current extension literature focuses on studying consumers’ 

attitude on downward vertical extensions (Goetz, Fassnacht, & Rumpf, 2014; Liu, Ng, & 

Lim, 2014; O’Neill, 2014).  No literature, known to the researchers, has studied how 

consumers’ attitudes are affected when a functional-oriented parent company owns a 

prestige-oriented luxury extension. The purpose of this study is to explore how 

consumers’ awareness of a functional parent company’s ownership of a luxury hotel 

brand moderates the effects of brand reputation and prestige on consumers’ overall 

attitude towards a luxury extension and its functional parent company.  
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CHAPTER II 

Literature Review  

This study examined how brand reputation and prestige affect consumers’ overall 

attitude towards the functional parent company (parent company) and the luxury 

extension (extension). In this study, a prestige-oriented luxury brand is defined as a 

premium-priced high standard hotel brand that consumers purchase the service and 

product for satisfying their psychological needs of increasing sociability and manifesting 

their ego (Bourne, 1957; Arghavan & Zaichkowsky, 2000; Vigneron & Johnson, 1999). 

A functional-oriented parent company is defined as a moderate-priced hotel company that 

consumers purchase for satisfying their economical and functional needs (Nueno & 

Quelch, 1998). Figure 1 presents the theoretical model.  

Figure 1 

Theoretical Model 

 

 

Figure 1. LUXRep = Luxury Extension Reputation; LUXPre = Luxury Extension 

Prestige; LUXATT = Consumers’ Overall Attitude towards the Luxury Extension; 

PARRep = Parent Company Reputation; PARPre = Parent Company Prestige; PARATT 

= Consumers’ Overall Attitude towards the Parent Company. Two identical models for 

unaware and aware groups. 
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Consumers’ Overall Attitude 

Consumers’ overall attitude links to the success of a brand extension (Aaker & 

Keller, 1990; Boush & Loken, 1991; Mahasuweerachai & Qu, 2015).  Keller and Aaker 

(1992) asserted that consumers’ overall attitude is an important construct in brand 

extension research due to its significant impact on consumers’ behaviors. In this study, 

consumers’ overall attitude is defined as the overall favorability or likeability of a hotel 

brand. Extension research relies on “categorization theory” as the underspending 

theoretical rational behind its investigations (Kwun, 2004; Park, Jaworski, & Maclnnis, 

1986; Park, McCarthy, & Milberg, 1993).  When extending a brand name, the 

transferability of consumers’ overall attitude from the parent company to its extensions is 

based on the suitability of the extensions within a product class (Park, Milberg, & 

Lawson, 1991) and the perceived ability of the parent company to launch an extension 

into an upper product class (Mitchell & Chaudhury, 2014; Völckner & Sattler, 2006).  

These categorization judgements and the transferability of attitude from a parent 

company to its extension are affected by consumers’ perception of fit (Aaker & Keller, 

1990; Völckner & Sattler, 2006).   

In the case of a brand ownership, the issue becomes how consumers’ previous 

attitudes towards the parent company and the acquired extension affects consumers’ 

attitudes after the acquisition (Mahasuweerachai & Qu, 2015; McLelland, Goldsmith, & 

McMahon, 2014).  Categorization theory suggests that consumers’ overall attitude of the 

parent company and acquired extension is affected by consumers’ perception of fit (Çifci 

& Koçak, 2012).  Most hotel ownership cases involve consumers’ attitude transfer 

(Dwivedi & Merrilees, 2013) when a parent company purchases an extension in an equal 
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or lower product class (Wang & Chung, 2015). Consumers expect that if a parent 

company purchases a lower quality brand, then the extension will reflect the higher 

quality values of the parent company.  The ownership of a brand in a higher product 

class, especially in the case of a luxury brand ownership, represents a contrary scenario 

where consumers’ overall attitude towards the luxury extension may reflect positively on 

consumers’ overall attitude towards the functional parent company (Brännström & 

Staffansson, 2013).  Balachander and Ghose (2003) indicated that consumers’ favorable 

attitudes towards a successful brand extension lead to their favorable attitudes towards 

the parent company. Kim and Canina (2013) also found that the functional parent 

company benefits more than the acquired luxury extension from the acquisition, which 

suggests that consumers’ overall attitude towards the luxury extension positively affects 

consumers’ overall attitude towards the functional parent company. Therefore, 

H1: Consumers’ overall attitude towards the luxury extension (LUXATT) 

positively affects consumers’ overall attitude towards the functional parent company 

(PARATT).   

Brand Reputation 

Brand reputation is a key determinant of a brand’s overall equity (Berry, 2000; 

Kwun & Oh, 2007) and an important construct to evaluate consumers’ behaviors (Kwun, 

2010).  Kotler, Saliba, and Wrenn (1991) defined brand reputation as consumers’ beliefs 

about a specific brand.  Keller and Aaker (1992) described reputation as a series of 

associations organized in meaningful ways.  Dahlén, Granlund, and Grenros (2009, p. 

156) valued brand reputation as “a backward-looking asset for a company with forward-

looking benefits.”  In brand extension literature, brand equity, brand strength, and brand 
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image are the interchangeably-used terms to represent brand reputation.  In this study, 

brand reputation is defined as consumers’ overall impression and evaluation of a hotel 

brand (Kwun, 2010).   

Reputation is a critical factor to consumers’ overall attitude towards a brand.  It is 

the consumers’ assessments of the value that a brand provides to them (Chaudhuri, 2002; 

Dahlén et al., 2009).  A positive reputation is the goodwill consumers accredit to a brand 

based on their previous positive experiences (Dahlén et al., 2009; Herbig & Milewicz, 

1997).  Sustaining a brand’s reputation requires a company to provide consistent high-

standard service and high-quality product over the life of a brand (Milewicz & Herbig, 

1994).  Research findings have confirmed that consumers hold high expectations towards 

the product and service offered by reputable brands (Brodie, Whittome, & Brush, 2009; 

Roggeveen, Bharadwaj, & Hoyer, 2007; Sengupta, Balaji, & Krishnan, 2015).  Higher 

perceived reputation provides consumers a relief on perceived purchase risk and is more 

likely to generate favorable and desirable word-of-month (Chaudhuri, 2002; Dahlén et 

al., 2009; Hem et al., 2003).  When consumers have no experience with a newly-

introduced product or service, their attitude and purchase decision heavily depend on the 

parent company’s reputation (Hem et al., 2003; Wernerfelt, 1988; Zeithaml, Berry, & 

Parasuraman, 1996).   

The advertisement of a reputable brand receives greater consumer feedback and is 

interpreted more positively (Chaudhuri, 2002; Dahlén et al., 2009).  Aaker (1990) 

asserted that a favorable brand reputation not only enables a brand differentiate itself 

from its competitors but also leads to positive consumers’ evaluation and perceptions 

(Kwun, 2010).  Favorable reputation generates a positive consumer attitude and 
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stimulates purchase intentions (Gebhart, 1996).  Consumers are likely to integrate brand 

reputation information into their decision-making process when making purchases 

(Lafferty & Goldsmith, 1999).  Oh (2002) indicated that a higher reputation increases 

repurchase rates and thereby improves product’s market retention because consumers 

develop a sense of trust and confidence to a reputable brand.  Brand reputation plays a 

significant role in consumers’ lodging decision-making process (Dubé & Renaghan, 

2000).  Consumers are more willing to stay in a higher reputable hotel than in a lower 

one.  Oh (2000) found that brand reputation is an important antecedent of consumers’ 

attitude and behavioral intentions.  A favorable reputation generates a positive consumer 

evaluations and stimulates purchase intentions (Gebhart, 1996). The higher a brand’s 

reputation, the better the consumers’ overall attitude towards the brand. Therefore,  

H2: Luxury brand reputation (LUXRep) positively affects consumers’ overall 

attitude towards the luxury extension (LUXATT).  

H3: Parent company reputation (PARRep) positively affects consumers’ overall 

attitude towards the functional parent company (PARATT).  

Brand Prestige  

Brand prestige is a unique and inherent attribute of a product or a service and also 

an important factor for consumers to evaluate the overall performance and expertise of a 

brand compared to its competitors in an industry (Dubois & Czellar, 2002; Hwang & 

Han, 2014; McCarthy & Perreault, 1993; Steenkamp, Batra, & Alden, 2003).  Prestige 

represents a brand’s relatively high status and specialty in manufacturing a product or 

providing a service (Hwang & Han, 2014).  Acquiring a prestigious product enhances 

consumers’ social status in their mind, and thereby they are more willing to pay a 
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premium price (Alden, Steenkamp, & Batra, 1999; Hwang & Han, 2014; Sweeney & 

Soutar, 2001; Wiedmann, Hennigs, & Siebels, 2009).  Consumers purchase a prestigious 

brand to manifest their ego because the prestigious image of a brand provides them with a 

psychological feeling of belonging to the upper class (Hwang & Han, 2014; Steenkamp et 

al., 2003).   

Vigneron and Johnson (1999) argued that luxury today is defined in a much 

broader context, and prestige is “the extreme end of a luxury-brand category” 

(Stegemann, 2011, p. 61).  Consumers perceive luxurious brands with various degrees of 

luxury and different levels of prestige (Stegemann, 2011).  They make relatively few 

purchases of luxury brands with less prestige but are more likely to become loyal 

consumers of the luxury brands with high prestige (Hwang & Han, 2014; Stegemann, 

2011).  Luxury brands need to establish and improve their prestige to constantly attract 

upper class consumers (Hwang & Han, 2014; Steenkamp et al., 2003).   

Brand prestige not only provides differentiation and salience for a product or a 

service but also creates unsubstitutable values for consumers (Baek, Kim, & Yu, 2010).  

Purchasing prestigious brands decrease consumers’ risk of experiencing undesirable 

performance generated by inferior products (Vigneron & Johnson, 1999).  A prestigious 

brand provides consumers with the reliability of a product’s or a service’s performance 

and reduces consumers’ psychological concerns in making purchase decisions (Baek et 

al., 2010).  Wong and Zhou (2005) found that consumers are more likely to develop a 

favorable attitude towards the brands with highly-perceived prestige.  Steenkamp et al. 

(2003) indicated that prestige has a significantly positive effect on consumers’ purchase 

intention because of the unique attributes associated with prestigious brands.  Baek et al. 
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(2010) also found a positive correlation between brand prestige and consumers’ overall 

attitude. Therefore,  

H4: Luxury brand prestige (LUXPre) positively affects consumers’ overall 

attitude towards the luxury extension (LUXATT).   

H5: Parent company prestige (PARPre) positively affects consumers’ overall 

attitude towards the functional parent company (PARATT).  

The Moderating Effect of Consumers’ Awareness of the Ownership  

Brand awareness refers to brand recognition and is described as potential buyers’ 

abilities to recognize and recall a brand as an element in a special product’s category 

(Aaker, 1990; Kwun, 2010; Laurent, Kapferer, & Roussel, 1995).  In this study, brand 

awareness is defined as consumers’ awareness of a functional parent company’s 

ownership of a luxury hotel brand.  Consumers are likely to purchase the brands with 

stronger image and presence in their minds.  Kwun (2010) confirmed that the brands with 

high awareness have a higher probability of being purchased (Huang & Sarigöllü, 2012; 

Macdonald & Sharp, 2000).  Yoo, Donthu, and Lee (2000) asserted that brand awareness 

facilitates consumers’ choice of products or services in decision making.  Consumers’ 

high awareness indicates a stronger relationship and a public acknowledgement of the 

ownership between the parent company and its extension. Awareness provides consumers 

with a guidance of an extension’s belongings and thereby influences their purchase 

decisions based on its association with the parent company (Farquhar, 1990).  

Consumers’ awareness of the ownership has a significant effect on their overall 

attitude and evaluation towards a brand and thereby influences their purchase decisions 

(Brown & Stayman, 1992). Keller (1993) suggested that consumers considered a 
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product’s brand category and association with its parent company when making a 

purchase decision.  When consumers are aware of the ownership between the extension 

and parent company, they are more likely to associate the parent company’s favorable 

attributes in its extension, and vice versa.  Montgomery and Wernerfelt (1992) suggested 

that the transferability of brand extensions’ favorable attributes affects consumers’ 

overall attitude and evaluation towards its parent company.  When consumers are aware 

of the ownership, a negative evaluation of an extension may damage the parent 

company’s overall brand image, and vice versa (Kwun, 2004).  When consumers are 

unaware of the ownership, the reciprocal transferability of brand attributes between the 

extension and its parent company never exists (Kwun & Oh, 2007; Stayman, Alden, & 

Smith, 1992). Therefore, 

H6: The path from consumers’ overall attitude towards the luxury extension 

(LUXATT) to consumers’ overall attitude towards the functional parent company 

(PARATT) is stronger for aware consumers than for unaware consumers.   

Consumers’ awareness of the ownership also affects their evaluation of a brand’s 

reputation. In the context of brand extension, a brand’s high reputation becomes a 

double-edged sword. Dahlén et al. (2009) argued that the brand that gained from its high 

reputation is more likely to lose this favorable attribute after consumers are aware that it 

is owned by a low reputable parent company.  Herbig and Milewicz (1997) also 

confirmed that a brand’s high reputation is proportional to its fragility because consumers 

expect a high reputable brand to maintain high standards and high quality (Dahlén et al., 

2009).  What consumers have seen in the past, they expect to see it in the future (Dahlén 

et al., 2009; Herbig & Milewicz, 1997).  Therefore, when consumers are aware of a high 
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reputable luxury brand being acquired by a relatively lower reputable functional parent 

company, they may doubt the luxury extension’s capability of keeping up its luxury 

quality and standards after the acquisition (Dahlén et al., 2009).  The luxury extension’s 

high reputation will be diluted or eroded by the functional-oriented parent company, but 

the functional parent company’s reputation is more likely to increase because consumers 

may unconsciously transfer the luxury extension’s high reputation to the parent company 

(Keller & Sood, 2003; Ng, 2010; Pullig et al., 2006). When consumers are unaware of the 

ownership, their evaluation of one brand’s reputation will not affect that of the other’s. 

Therefore,  

H7: The path from luxury brand reputation (LUXRep) to consumers’ overall 

attitude towards the luxury extension (LUXATT) is weaker for aware consumers than for 

unaware consumers.  

H8: The path from parent company reputation (PARRep) to consumers’ overall 

attitude towards the functional parent company (PARATT) is stronger for aware 

consumers than for unware consumers.  

Lye, Venkateswarlu, and Barrett (2001) stated that consumers have two different 

memory storing and information processing systems for prestigious and functional 

brands.  This difference influences consumers’ overall attitude and evaluation towards the 

functional parent company and luxury extension.  Park et al. (1991) found that 

consumers’ attitude is more sensitive and rigorous to the performance of prestige brands.  

When the prestigious brand image of a luxury extension cannot be found in the functional 

parent company, the luxury extension experiences more brand attribute dilution than the 

functional parent company (Park et al., 1991).  Consumers may no longer consider the 
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luxury brand as prestigious when they are aware that it is owned by a more functional 

parent company.  The luxury extensions’ prestigious image is more likely to be 

transferred to the functional parent company (Nakamoto, MacInnis, & Jung, 1993). If 

consumers are unaware of the ownership, they will evaluate each brand’s prestige 

independently. Therefore,  

H9: The path from luxury brand prestige (LUXPre) to consumers’ overall attitude 

towards the luxury extension (LUXATT) is weaker for aware consumers than for 

unaware consumers.  

H10: The path from parent company prestige (PARPre) to consumers’ overall 

attitude towards the functional parent company (PARATT) is stronger for aware 

consumers than for unaware consumers.  
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CHAPTER III 

Methodology 

Sample and Data Collection 

Respondents were randomly selected from a national convention of business 

executives who attended a global conference in a metropolitan city with over 3,000 

attendees and provided the luxury and functional-oriented lodging options.  This 

convenient sample was selected because of the lodging options of luxury and functional 

hotel brands on the housing list, which increased their probability of staying in these 

hotels since the majority of attendees were out-of-town travelers.  Only the attendees who 

stated that they had stayed in a hotel over the past 12 months were qualified to participate 

in the study.  The data was collected between July 25th and July 28th, 2015. The survey 

was electronically distributed to 300 convention attendees, and 106 conventioneers 

responded with complete questionnaires, with a response rate of 35.33%. 35.85% 

respondents are male and 64.15% respondents are female. The average age are 37.00 

years (SD=14.93). Demographic characteristics were similar between unaware and aware 

consumers. 30.65% respondents were male and 69.35% respondents were female in the 

Unaware Group compared with 43.18% male and 56.82% female in the Aware Group. 

The average age of the respondents was 31.79 years (SD=12.63) in the Unaware Group 

vs. 31.89 years (SD=12.38) in Aware Group.   

Partial Least Squares (PLS) method is used to analyze the data in this study. 

Contrary to covariance-based structural equation models, which attempt to reproduce the 

observed covariance matrix using a maximum-likelihood function, PLS method 

understands the latent variables as weighted sums of their respective indicators (Chin & 
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Newsted, 1999; Fornell & Cha, 1994) and predicts values for the latent variables using 

multiple regressions (Chin, 1998; Chin & Newsted, 1999; Fornell & Bookstein, 1982; 

Fornell & Cha, 1994).  The model estimation was performed by using SmartPLS 3.0 in 

this study.  As the item scales are comparable, a standardization of the data is not 

necessary. Model estimation was performed using the original data (Chatelin, Vinzi, 

Tenenhaus, & Groupe, 2002).  To test whether path coefficients differ significantly from 

zero, t-values were calculated using bootstrapping procedure (Chatelin et al., 2002; Chin, 

1998).  One advantage of PLS method is that it requires a smaller sample size to 

accurately estimate loadings. In PLS, the required minimum sample size equals ten times 

the number of measured indicators for the most predicted construct plus ten times the 

largest number of latent indicators for any construct  (Chin, 1998); however, a smaller 

sample size may prevent finding significant path differences due to the lack of power 

(Goodhue, Lewis, & Thompson, 2006).  

Measurement  

Multiple-dimension measurement scales were adopted to better capture the 

attributes of each construct and reduce the high measurement errors caused by a single 

item (Churchill Jr, 1979). All indicators were measured on 5-point Likert-type scales 

ranging from 1 = strongly agree to 5 = strongly disagree.  Brand reputation and prestige 

were the exogenous (independent) variables, and consumers’ overall attitude was the 

endogenous (dependent) variable in the model.  Brand reputation was captured by using 

three-item scale (e.g., “All together, I am very positive to HOTEL X.”), consistent with 

previous studies (Aaker & Keller, 1990; Keller & Aaker, 1992; Loken & John, 1993; 

Smith & Park, 1992; Sunde & Brodie, 1993).  Adopted from the empirical study of Baek 



16 

 

et al. (2010), brand prestige was measured with three items (e.g., “HOTEL X is very 

prestigious.”).  Consumers’ attitude towards the luxury extension and functional parent 

company were measured respectively using five-scale items (e.g., “HOTEL X is very 

pleasing.”), developed from previous studies (Kwun & Oh, 2007; Laroche, Kim, & Zhou, 

1996; M. S. McCarthy & Norris, 1999; Simonin & Ruth, 1998).  Brand awareness was 

treated as a moderator and measured with one single question, “I am aware that HOTEL 

X is owned by the Functional Parent company Y” (Kwun & Oh, 2007), which was asked 

nearly the end of the survey.  In the questionnaire, actual names of the luxury extension 

and the functional parent company were used.  

Procedure 

This study used a three-step procedure: 1) Confirmatory Factor Analysis (CFA), 

2) path analysis and hypotheses testing, and 3) moderation testing with corresponding 

hypotheses.  CFA is performed to assess and validate the measurement model of 

consumers’ overall attitude and the foci variables of reputation and prestige.  The 

secondary purpose is to generate a dis-attenuated correlation matrix of the explanatory 

factors and overall attitudes of the luxury extension and functional parent company. CFA 

was performed on the sample with communalities placed on the diagonal of the 

correlation matrix. The resultant correlation estimates among factors and consumers’ 

overall attitude have been corrected for attenuation (Hunter, Gerbing, & Boster, 1982). 

Partial Least Squares (PLS) requires the assumption that the model is theoretically solid, 

so the pathways were tested but fit was not because fit indices are not generated in PLS 

(Chin, 1998).  
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The final procedure is to examine the moderating effects of consumers’ awareness 

of the ownership on the overall attitudinal model. This study compared two groups, 

consumers who were unaware and aware the functional parent company’s ownership of 

the luxury hotel brand.  Byrne (2013) argued that when comparing across groups, it is 

critical that the proposed measurement model is applicable across both samples. A 

measurement invariance test was conducted across the two groups using confirmatory 

factor analysis to make this assessment. Measurement invariance represents whether 

measurement operations yield measures of the same attribute or not (Horn & McArdle, 

1992). If a lack of evidence supports measurement invariance, findings based on the 

measurement are at best uncertain and at worst mistaken (Baumgartner & Steenkamp, 

1998). This study used the Soper (2010) approach to test for invariance across groups, 

and no significant difference was found between the unaware and Aware Groups, which 

proved the invariance of the theoretical model.  
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CHAPTER IV 

Data Analysis and Results 

Data Analysis  

This study used SmartPLS 3.0 software, which utilizes Partial Least Squares 

Structural Equation Modeling (PLS-SEM) method to test the proposed hypotheses.  PLS 

method is used for several reasons.  PLS allows us to test the multiple causal 

relationships (Chin, 1998) and is appropriate for testing attitudinal models in vertical 

brand extensions with small data sample size (Johnson & Gustafsson, 2006; Völckner, 

Sattler, Hennig-Thurau, & Ringle, 2010).  Cassel, Hackl, and Westlund (2000) argued 

that PLS method eliminated the multicollinearity issues in the model and reduced 

potential bias in statistical results estimation (Chin, 1998).  Three reflective (reputation, 

prestige, and consumers’ overall attitude) constructs were evaluated by PLS-SEM 

method in this study (Henseler, Ringle, & Sinkovics, 2009; Henseler, Wilson, & 

Westberg, 2011).  

Reliability and Validity 

A reliability test was used to assess the consistency of the result measurements.  

The Cronbach’s alpha is the most widely-used measure of construct reliability for a 

multi-measurement scale (Sekaran, 1992).  Internal homogeneity was assessed in the 

items scale.  Table 1 detailed that all constructs’ Cronbach’s alpha values were above the 

cut-off point of 0.70 (Nunnally, Bernstein, & Berge, 1967), indicating an acceptable level 

of reliability for each construct.  
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Content and construct validity were tested to examine the extent a measure free of 

systematic error (Han & Back, 2007).  Content validity refers to the extent of 

adequateness and representativeness that the measurement items can describe a concept 

(Back, 2001; Han & Back, 2007).  The measurements used in this study for reputation, 

prestige, and consumers’ attitudes constructs were adopted from previous research, and 

the validity for these constructs was tested.  As shown in Table 2, factor loadings were 

used to measure the content validity, and all the items loaded had a value of 0.5 or above 

on their respective construct, which ensured an adequate level of content validity 

(Anderson & Gerbing, 1988).  
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TABLE 2 

 

Results of CFA 
 

Constructs and Items  
Factor  

Loadings 
t-value 

Luxury Extension Reputation (LUXRep)   

All together, I am very positive to Hotel X.  0.993 86.550 

All together, I am very satisfied with Hotel X.  0.889 33.965 

All together, I associate positive things with Hotel X.  0.849 21.053 

Luxury Extension Prestige (LUXPre)   

Hotel X is very prestigious.  0.918 27.607 

Hotel X possesses very high status.  0.963 117.701 

Hotel X is very upscale.  0.924 44.039 

Consumers' Overall Attitudes towards the Luxury Extension (LUXATT)   

Hotel X is very pleasing.  0.888 31.111 

Hotel X is very likable.  0.928 57.944 

Hotel X is very enjoyable.  0.869 35.265 

Hotel X is very attractive.  0.839 23.000 

Parent Company Reputation (PARRep)   

All together, I am very positive to Parent Company Y.  0.896 18.981 

All together, I am very satisfied with Parent Company Y.  0.872 29.563 

All together, I associate positive things with Parent Company Y.  0.877 32.999 

Parent Company Prestige (PARPre)   

Parent Company Y is very prestigious.  0.882 23.948 

Parent Company Y possesses very high status.  0.922 42.136 

Parent Company Y is very upscale.  0.912 39.950 

Consumers' Overall Attitudes towards the Parent Company (PARATT)   

Parent Company Y is very pleasing.  0.906 43.888 

Parent Company Y is very likable.  0.893 38.990 

Parent Company Y is very enjoyable.  0.849 23.830 

Parent Company Y is very attractive.  0.806 24.806 

 

Note. All factor loadings are significant at p < 0.000. 
 

 

 

Construct validity evaluates the degree to which the items appropriately measures 

their respective intended constructs as the underlying theory indicates (McDaniel & 

Gates, 2004).  Convergent and discriminant validity, as subcategories of construct 

validity, were tested in this study by using average variance extracted (AVE), which 
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represents the overall amount of shared variance in the indicators accounted for by the 

latent construct (Hair, Black, Babin, Anderson, & Tatham, 2006; Han & Back, 2007).  

The AVE value of .50 is suggested as the threshold, and a higher value reveals indicators’ 

greater representativeness of the latent construct (Hair et al., 2006).  In this study, all 

constructs’ AVE values were above 0.7, indicating a high level of convergent validity.  

Discriminant validity refers to the degree to which a set of items of one construct are 

different from the items of other construct (Fornell & Larcker, 1981).  Fornell and 

Larcker (1981) set the criteria that if the square root of AVE for each construct exceeds 

the correlation coefficients for corresponding inter-constructs, then the discriminant 

validity is confirmed.  However, the correlations between luxury brand reputation 

(LUXRep) and parent company reputation (PARRep) on their respective consumers’ 

overall reputation (LUXATT and PARATT) exceeded the recommended cut-off point of 

0.70. The two comparatively high correlations were caused by the high reputation of the 

luxury extension and parent company within their respective product classes. Table 1 

presents the correlation matrix in which the diagonal elements represent the square root 

of the average variance extracted (AVE) of the latent constructs.  The results of 

confirmatory factor analysis shown in Table 2 provided further support for the 

convergent validity of these measurement items because all factor loadings were 

significant at p < 0.000 (Anderson & Gerbing, 1988).   

Testing Structural Models and Hypotheses  

This study estimated the path model by using R square of the endogenous 

constructs, t-statistics, and the significant levels of the path coefficients (β).  The t-values 
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were obtained by running the bootstrapping procedure in SmartPLS 3.0.  Table 3 detailed 

the results of tested hypothesized relationships in the theoretical model.  

TABLE 3  

 
   

Tests of the Research Model and Hypotheses 

 

Hypothesized Relationships  
Beta 

Coefficients 
    t-value               Test Results 

Baseline Model    

H1 LUXATT → PARATT 0.082 1.717 Not Supported 
H2 LUXRep → LUXATT  0.704 ***10.514 Supported  
H3 PARRep → PARATT 0.791 ***12.964 Supported  
H4 LUXPre → LUXATT 0.222 ***2.88 Supported  
H5 PARPre → PARATT 0.072 1.104 Not Supported 
Unaware Group    

H1 LUXATT → PARATT 0.019 0.286 Not Supported 
H2 LUXRep → LUXATT  0.658 ***7.374 Supported  
H3 PARRep → PARATT 0.856 ***13.305 Supported  
H4 LUXPre  → LUXATT 0.258 ***2.714 Supported  
H5 PARPre → PARATT 0.002 0.023 Not Supported 
Aware Group    

H1 LUXATT → PARATT 0.220 ***3.494 Supported  
H2 LUXRep → LUXATT  0.730 ***4.162 Supported  
H3 PARRep → PARATT 0.649 ***6.069 Supported  
H4 LUXPre  → LUXATT 0.168 0.872 Not Supported 
H5 PARPre  → PARATT 0.213 *1.911 Supported  

Note. *** indicates p < 0.001; ** indicates p < 0.05; * indicates p < 0.10. 

LUXRep = Luxury Extension Reputation; LUXPre = Luxury Extension 

Prestige; LUXATT = Consumers’ Overall Attitude towards the Luxury 

Extension; PARRep = Parent Company Reputation; PARPre = Parent 

Company Prestige; PARATT = Consumers’ Overall Attitude towards the 

Parent Company.  
 

Figure 2(a) shows the Baseline Model in which the explained variances of 

endogenous constructs were 76.2% (LUXATT) and 74.3% (PARATT).  Hypotheses 1 

and 5 were not supported. LUXATT (β = 0.082, t = 1.717) and PARPre (β = 0.072, t = 

1.104) did not show significant positive effects on PARATT.  Hypotheses 2, 3, 4 were 

supported. Both LUXRep (β =  0.704, t = 10.514) and LUXPre (β = 0.222, t = 2.880) 
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had a significant positive effect on LUXATT. PARRep was also found a significant 

positive effect on PARATT (β =  0.791, t = 12.964). 

The explained variances by endogenous constructs were 72.7% (LUXATT) and 

74.1% (PARATT) for Unaware Group (Figure 2(b)) vs. 74.9% (LUXATT) and explained 

76.8% (PARATT) for Aware Group (Figure 2(c)). The finding results did not support 

Hypothesis 1 in Unaware Group but did show support in Aware Group. LUXATT has no 

significant effect on PARATT (β = 0.019, t = 0.286) in Unaware Group, but LUXATT 

has a significantly positive effect on PARATT (β = 0.220, t = 3.494) in Aware Group. 

Hypotheses 2 and 3 were confirmed and supported in both Unaware and Aware Groups. 

The results revealed that LUXRep had a significantly positive effect on LUXATT for 

both the unaware and aware customers (βunaware =  0.658, tunaware =

7.374 vs. βaware =  0.730, taware = 4.162). PARRep had a significantly positive effect 

on PARATT in Unaware and Aware Groups (βunaware =  0.856, tunaware =

13.305 vs. βaware =  0.649, taware = 6.069).  Hypothesis 4 was confirmed in Unaware 

Group but not in Aware Group.  LUXPre had a significantly positive effect on LUXATT 

(β = 0.258, t = 2.714) in Unaware Group but showed no significant effect (β = 0.168, t = 

0.872) in Aware Group.  Hypothesis 5 was not supported in Unaware Group but was 

supported in Aware Group.  PARPre was not a significant predictor of PARATT (β = 

0.002, t = 0.023) in Unaware Group but became a significant predictor of PARATT (β = 

0.213, t = 1.911) in Aware Group.  

Testing Moderation 

A t-test was performed to test the group differences between the Unware and 

Aware Groups.  Table 4 presented the path coefficient on each path. The finding results 
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confirmed the moderating effects of consumers’ awareness of the ownership on two paths 

across the Unaware and Aware Groups. The path from consumers’ overall attitude 

towards the luxury brand to consumers’ overall attitude towards the parent company 

(LUXATT---PARATT) was significantly stronger for the Aware Group than the 

Unaware Group (βaware =  0.220, taware = 3.494 vs. βunaware =  0.019, tunaware =

0.29, p < 0.05); therefore, Hypothesis 6 was supported. The unexpected moderating 

effect was found on the path from the parent company reputation to consumers’ overall 

attitude towards the parent company (PARRep---PARATT).  Even though this 

relationship was hypothesized in the opposite direction, which caused Hypothesis 8 not to 

be supported, the moderating effect of consumers’ awareness of the ownership was 

confirmed on this path at the significant level of 0.10. The relationship between parent 

company reputation and consumers’ overall attitude towards the parent company 

(PARRep---PARATT) was significantly weaker for the aware consumers than for the 

unaware consumers (βaware =  0.649, taware = 6.069 vs. βunaware =  0.856, tunaware =

13.305, p < 0.10).  

Hypotheses 7, 9, and 10 were not supported because the moderating effect of 

consumers’ awareness of the ownership was not proved on these three paths.  In 

Hypothesis 7, even though the relationship between the luxury brand reputation and 

consumers’ overall attitude towards the luxury extension (LUXRep---LUXATT) was 

stronger for the aware consumers than for the unaware consumers but with no significant 

statistical difference (βaware =  0.730, taware = 4.162 vs. βunaware =  0.658, tunaware =

7.374, p > 0.10).  Hypothesis 9 proposed that the path from luxury brand prestige to 

consumers’ overall attitude towards the luxury extension (LUXPre---LUXATT) was 
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stronger for the aware consumers than for the unaware consumers, but the moderating 

effect did not exist because no significant statistical difference was found across the two 

groups (βaware =  0.168, taware = 0.870 vs. βunaware =  0.258, tunaware = 2.714, p >

0.10).  The results also revealed that the path from the parent company prestige on 

consumers’ overall attitude towards the parent company (PARPre---PARATT) was 

stronger for the aware consumers than for the unaware consumers, but no significant 

statistical difference was found (βaware =  0.213, taware = 1.911 vs. βunaware =

 0.002, tunaware = 0.020, p > 0.10); therefore, Hypothesis 10 was not supported.  
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(a) Baseline Model  

 

 

 

 
 

                  

                   

                      (b) Unaware Group                                         (c) Aware Group 

 

 

Figure 2. The Moderating Effect of Ownership Awareness on Luxury Extension and 

Parent Company Consumer Attitude Model 
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CHAPTER V 

Conclusion 

Discussion 

This study enriched brand extension research by adding functional parent 

company’s ownership of an upward luxury extension within the lodging industry, which 

is different than a functional parent company’s typical horizontal or downward 

extensions (Keller & Aaker, 1992; Sullivan, 1990).  Most researchers have studied how 

customers’ overall attitude towards the functional parent company affects customers’ 

overall attitude towards the extensions (e.g. Aaker & Keller, 1990; Mahasuweerachai & 

Qu, 2015; McLelland et al., 2014; Sullivan, 1990), but the effects of consumers’ overall 

attitude towards the extensions on consumers’ overall attitude towards the function parent 

company has not been extensively studied.  A horizontal or downward extension captures 

the functional parent company’s equity and built up within their well-known names 

(Broniarczyk & Alba, 1994).  Dacin and Smith (1994) argued that these extensions 

always have a negative impact on consumers’ perceptions towards the functional parent 

company.  However, this study is focusing on the reverse relationship.  In other words, 

the brand equity of the luxury extension is higher than the functional parent company.  

Our research examines the effects of functional parent company acquiring an upward 

luxury brand, with pre-existing brand equity, on the reputation, prestige, and overall 

consumer attitudes on the upward luxury extension and functional parent company.   

The baseline model is what this study expected from prior research and 

knowledge of the brands. Brand reputation was strong for the luxury extension and 

functional parent company while prestige was a significant factor only for the luxury 
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extension.  The luxury extension and functional parent company are highly rated in their 

respective product classes, which may account for these brands having significant brand 

reputations that may affect the consumers’ overall attitude towards the upward luxury 

extension and functional parent company.  The literature supports our conclusions, which 

states that prestige is typically found with luxury brands but not functional parent 

companies (Stegemann, 2011) but reputation can be found in both (Kwun, 2010).  At first 

glance, it seems that the acquisition of the upward luxury extension has no effect on the 

functional parent company.  However, previous studies found that the acquisition of a 

luxury extension by a functional parent company may damage and dilute the reputation 

and prestige of the luxury extension (e.g. Ahluwalia & Gürhan, 2000; Martínez & Pina, 

2010; Morrin, 1999).   

The functional parent company being examined does not actively promote its 

ownership of the luxury extension as it does for other horizontal and downward 

extensions. Therefore, this study divided the participants into two groups. One group is 

the customers who was unaware of the ownership relationship, and the other group is the 

customers who was aware.  The finding results of the Unaware Group was very similar to 

that of the Baseline Model.  The Aware Group shows several interesting findings: a) 

Luxury brand prestige was no longer significant for consumers’ attitude towards the 

luxury extension while parent company prestige became significant for customers’ 

attitude towards the functional parent company.  This result is consistent with previous 

literature that the acquisition of a luxury extension by a functional parent company may 

damage the overall prestige of the luxury extension (Baek et al., 2010; Dubois & Czellar, 

2002; Lye et al., 2001).  Conversely, parent company prestige had a significant positive 
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effect on consumers’ overall attitude towards the functional parent company, which 

indicated that customers’ awareness of the ownership had a positive effect on consumers’ 

perceptions of the functional parent company being prestigious, which is also supported 

by the literature (Montgomery & Wernerfelt, 1992); b) Since consumers’ overall attitude 

towards the luxury extension positively affects consumers’ overall attitude towards the 

functional parent company, it shows that the acquisition enhances consumers’ overall 

attitude towards the functional parent company.  This creates a dilemma for the 

functional parent company by knowing that consumers’ awareness of the acquisition is 

positive for parent company prestige and consumers’ overall attitude towards the parent 

company while it also damages the prestige of the upward luxury extension.   

This study found two significant differences based on comparing across the 

Unaware and Aware Groups.  The first significant difference is when consumers were 

unaware of the ownership, consumers’ overall attitude towards the luxury extension had 

no effect on consumers’ overall attitude towards the functional parent company but had a 

significant positive effect when they were aware of the ownership.  This finding is 

supported by previous literature that states that when consumers are unaware of the 

ownership, no effect can be expected on brand attitude transferability from the extension 

to the parent company (Kwun & Oh, 2007; Stayman, Alden, & Smith, 1992).  The second 

significant difference is that when consumers were aware of the ownership, a significant 

decrease occurs in the reputation of the functional parent company.  This may indicate 

that consumers are comparing the luxury extension with the functional parent company 

across product and service classes.  In other words, they are comparing apple to oranges 

because consumers are comparing brands of two product classes against each other; 



30 

 

therefore, the functional parent company would have a lower reputation compared to the 

luxury extension when consumers are aware of the ownership relationship.  This 

conclusion is supported by the literature that consumers may evaluate products both 

within their own product class and across product classes (Lastovicka, 1979). 

Another possibility is that consumers may view the function parent company not 

having the ability to manage the luxury extension, which may damage the reputation of 

the functional parent company (Dahlén et al., 2009).  Previous research used fit as a 

mediator to answer this question (Bottomley & Holden, 2001; Völckner & Sattler, 2007).  

Brand fit will be incorporated into our future national study to examine the mediating 

effects of brand fit on the reputation and prestige on consumers’ overall attitude towards 

the upward luxury extension and the functional parent company.  In addition, the 

questionnaire suggested the respondents to think about the reputation and prestige of the 

upward luxury extension and functional parent company in their respective product 

classes when responding to the survey.  This study attempted to explore a parsimonious 

model that tends to be more useful than examine the effects of multitude of variables and 

their relationships since a parsimonious model provides clarity, usefulness and may 

bridge the gap between theoretical research and practical application (Venkatesh, Speier, 

& Morris, 2002).   

Limitation and Implications 

The first limitation of this study is the use of a convenient sample of business 

travelers who attended a national conference in a metropolitan city.  The second 

limitation is a small sample size that limits our findings of significant path differences 

since t-values are influenced by power (Goodhue, Lewis, & Thompson, 2006).  However, 
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the use of Partial Least Square approach allows us to test with smaller sample sizes 

(Chin, 1998), which allow us to explore our findings prior to launching a national study.  

The prestige-oriented luxury extension and functional-oriented parent company are 

considered high in their respective product classes, which also limits our findings to the 

luxury extensions and functional parent companies that are considered low in their 

respective product classes. 

Lodging is a mature industry, which leads the major parent hotel companies to 

continue expanding their portfolios through mergers and acquisitions, so more research is 

needed in this area.  The strategic decision of whether to publicly declare a functional 

parent company’s ownership of an acquired luxury extension to consumers is a delicate 

decision to make.  The findings revealed that consumers’ awareness of the ownership 

does damage the prestige of the luxury extension but increase the prestige of the 

functional parent company and positively affect consumers’ overall attitude toward the 

functional parent company.  Since the number of luxury brand properties is small 

compared to the holdings of the functional parent company, strategically, it may be worth 

actively marketing the ownership to increase the prestige of the functional parent 

company even though the luxury extension’s prestige may decrease.  The study also 

found that consumers’ awareness of the ownership did significantly decrease the 

reputation of the functional parent company.  Kim and Lavack (1996) found that in the 

case of an upward extension, it is better to acquire a brand that is much higher than the 

functional parent company, so the parent company will benefit from the acquisition. 

However, the question is why the parent company reputation decreased while its prestige 

increased?  This creates an opportunity for our future research. By controlling for class 
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differences and including fit as a mediator in the model, our next national study should 

answer these important questions.  
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Appendix  

Questionnaire Design  

Measurement scales (1 = strongly agree, 5 = strongly disagree) 

Brand Reputation (Hem, 2001) 

All together, I am very positive to Hotel X / Parent Company Y.  

All together, I am very satisfied with Hotel X / Parent Company Y.  

All together, I associate positive things with Hotel X / Parent Company Y.  

Brand Prestige (Hwang & Han, 2014) 

Hotel X / Parent Company Y is very prestigious.  

Hotel X / Parent Company Y possesses very high status.  

Hotel X / Parent Company Y is very upscale.  

Customers' Overall Attitude (Kwun & Oh, 2007) 

Hotel X / Parent Company Y is very pleasing.  

Hotel X / Parent Company Y is very likable.  

Hotel X / Parent Company Y is very enjoyable.  

Hotel X / Parent Company Y is very attractive.  

Consumers’ Awareness of the Ownership (Kwun & Oh, 2007) 

I am aware that Hotel X is owned by the Parent Company Y.  

 

 

 

 

 

 

 

 


