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ABSTRACT 

Majority of brick-and-mortar retailers in India assume that;(a) price/product/brand assortment 
must be differentiated among stores located in different type of cities, (b) consumers cannot afford 
to purchase high-priced products/brands in tier-2 and tier-3 cities, (c) it is easier to sell high-priced 
products/brands to consumers in tier-1 cities. Such assumptions and misconception shave resulted 
in increasing challenges with respect to maintaining retailer’s original and principal price-
positioning across different cities in India which could possibly put consumers into a quandary. 
Brick-and-mortar retailers need to understand the importance of overall store image, overall store 
price image, target consumer group and its implications on the overall store profitability and 
consumer perceptions. In this research, we have analysed twelve months actual sales data by 
twenty price bands across tier-1, tier-2 and tier-3 city stores of a select retailer and drawn insights 
to recommend ideal price/product/brand assortment strategies for brick-and-mortar retailers in 
India across their stores present in tier-1, tier-2 and tier-3 cities. 

Keywords: Brick-and-mortar store; Offline store; Physical store; Store Image; Price Image; Price-
Positioning; Tier-1 City; Tier-2 City; Tier-3 City; Consumer Affordability. 

1. INTRODUCTION : 

India is one of the most sought-after countries for retailing opportunities globally, mainly because of (i) 
higher population consisting of relatively younger population, and (ii) higher penetration of internet users. 
India is witnessing rapid expansion of national and international brands/companies in to tier-2 and tier-3 
cities such as Housing, Automobiles, IT, Banking and most importantly Retail Stores owing to; (i) 
exponential growth in urbanization of tier-2 and tier-3 cities post-economic liberation, (ii) government’s 
interest and plans for improving basic infrastructure at tier-2 and tier-3 cities, (iii) relatively cheaper real 
estate and most importantly, (iv) steadily increasing disposable income level of consumers in tier-2 and 
tier-3 cities. In India cities that are part of tier-1 are Delhi and NCR, Kolkata, Mumbai, Chennai, Bengaluru 
and Hyderabad; key cities that are part of tier-2 are like Agra, Ajmer, Aligarh, Amritsar, Asansol, 
Aurangabad, Bareilly, Bhavnagar, Bhiwandi, Bhopal, Bhubaneswar, Bikaner, Salem, Tiruchirappalli, 
Chandigarh, Coimbatore, Cuttack, Dehradun, Dhanbad, Erode, Gwalior, Durgapur, Faridabad, Firozabad, 
Ghaziabad, Gulbarga, Guntur, Guwahati‚ Hubli-Dharwad, Indore, Jabalpur, Jaipur, Jalandhar, Jammu, 
Jamnagar, Jamshedpur, Jhansi, Jodhpur, Kannur, Kakinada, Kochi, Kota, Kozhikode, Kurnool, Lucknow, 
Ludhiana, Madurai, Malappuram, Mathura, Mangalore, Meerut, Moradabad, Mysore, Nagpur, Nanded, 
Nashik, Nellore, Pune, Palakkad, Patna, Pondicherry, Raipur, Rajkot, Siliguri, Rajahmundry, Ranchi, 
Rourkela, Srinagar, Thrissur, Tirunelveli, Tirupur, Tiruvannamalai, Ujjain, Vadodara, Varanasi, Vellore, 
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Vijayawada, Visakhapatnam, Vasai-Virar City, Warangal and New Mumbai; all other cities are part of tier-
3. As per McKinsey Global Institute study [1], by year 2030, urban agglomerations in India could possibly 
lead to increase in the middle-class consumer segment by 3 times compared to year 2010 which was at 22 
million; people living in urban cities is expected to increase to 590 million and most importantly cities with 
more than one million population will increase to 68.  
Store location/city type is one of the most important determinants for retailers as far as retail expansion is 
concerned. It is also important for national retailers to have store presence in as many cities as possible to 
have competitive advantage over competitors and unorganized local favourites. But, all the stores, all the 
locations and all the cities in a particular country behave differently in terms of revenue and profits they 
generate for the retailer. One could argue that a brick-and-mortar retailer must open stores in cities which 
have enough consumer population and can afford the price/product/brand assortment of a particular retailer, 
but unfortunately it is not that simple, it is truly complex in nature as one could only get market intelligence 
reports on general consumer population and would not be possible for retailer to get consumer affordability 
patterns who are their potential target group consumers. Retailer’s national store image and overall store 
price image determines the cities they select for expansion in relation to market reports they have on general 
population of consumer and due to this what is usually happening is that most of the price/product/brand 
assortment of retailers if differentiated in tier-2 and tier-3 cities compared to tier-1 cities. 

2. LITERATURE REVIEW : 

Lindquist (1974) [2], was the first to list the key components of store image construct. Based on past studies 
Lindquist listed eight component of store image construct viz., (i) merchandise, (ii) clientele, (iii) physical 
facilities, (iv) convenience, (v) promotion, (vi) store atmosphere, (vii) institutional factors, and (viii) post-
transactional satisfaction. Hirschman et, al. (1978) [3] have later confirmed that the basic attributes of store 
image construct as listed by Lindquist in 1974 remain unchanged. Ghosh (1994) [4], through his studies 
was able add few more attributes to store image construct such as (ix) customer service, (x) personal selling, 
and (xi) sales incentive programs. Omar (1999) [5], argues that these factors together influence the overall 
store image in consumers mind only when the consumers have experienced these factors through actual 
shopping. There have been many studies confirming positive correlation between store layout and 
consumer loyalty (Mazursky and Jacoby (1986) [6], Osman (1993) [7] and Lassk (2000) [8]. As per 
Newman and Cullen (2002) [9], consumers perception of store image varies with store layout. Consumers 
shopping at different store formats having different store layouts create their own perception of store image 
in their mind. Newman (2003) [10], extends this study and recommends bricks-and-mortar retailers to align 
their store layout design keeping their target consumers in mind rather adopting standard layout designs. 
Lilien et al. (1995) [11], argues that retailers need to consider various location specific factors while 
planning for expansion such as (a) attractiveness of the market, (b) number of stores to be opened per 
market, (c) store locations, and (d) ideal store size for each of these stores. In this study they clearly indicate 
that, every store needs to have size optimal for the location and market it is present rather a standard size 
being adopted across all the stores of a particular retailing format. In all these studies nowhere, researchers 
recommend retailers to adopt different price level of merchandise for different locations of stores. 
Rosenbloom (1983) [12], argues that a retailer having a unique store image and using this unique store 
image as one of the key promotional and marketing/advertising propositions can possibly yield a 
competitive advantage and it is important to note that copying a store image which is complex in its nature 
is a difficult task for competitors. Supporting Rosenbloom’s study, Amirani and Gates (1993) [13] in their 
research have concluded that one of the most important determinants of retailer success is store image. 
Backer et al. (1992) [14] recommend retailers to clearly understand various environmental factors relating 
to store image influencing their target consumers. It is very important to design strategies relating to store 
image in a specific location in relation to retailers target consumers in that particular environment. As per 
Sinha and Banerjee (2004) [15], majority of retailers design strategies relating to specific locations based 
on the consumer behaviour pattern and knowledge available in the general market in the specific location 
which is also based on general consumer population. These strategies lead retailers to align most of the 
store image attributes to general consumer population and hence they might possibly fail to maintain their 
principal brand/store image standard across various locations or geographies. Retailer’s store success and 
consumer loyalty is majorly influenced by store image along with store positioning and product-price 
differentiation in relation to market. Retailers could possibly use such store image attributes to promote 
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and advertise their positioning in the consumers mind (Day and Wensley (1988) [16], Ellis and Kelly (1992) 
[17]). 
Nystrom (1970) [18] was the earliest to define price image as “buyer attitude towards price on the 
assortment level”. Hoch et, al. (1995) [19] finds that, the zone-level pricing among stores at different 
location belonging to a same retailer is mainly motivated by price discrimination. As per Desai and 
Talukdar (2003) [20], overall store price image is developed in consumers mind by combining general 
price perceptions in relation to individual product/brand available in a retail store. As per Stole (2007) [21], 
multi-location retailers can continue to have differential pricing strategies for different locations and 
geographies but at the same time they need to clearly understand that this differential pricing strategy has 
an impact on both overall store profitability and consumer welfare. 
Despite empirical, theoretical and descriptive literature available on overall store image and overall price 
store image, we were not able to find literature connecting these two constructs and we could not find a 
theory/framework with which we can answer our research questions such as (a) should we believe that the 
existing price/product/brand assortment differentiation among stores spread across different city types is 
an appropriate retailing strategy?, (b) should we believe that the existing price/product/brand  assortment 
differentiation strategy is delivering optimal store revenue and profit?, (c) should we believe that this 
differentiation strategy is aligned to retailer’s target consumers? Or, (d) is it a misconception among 
retailers that consumers affordability varies by city type and does that apply to retailer or it is based on 
general consumer population behaviour pattern in a specific city?. Thus, we decided to understand select 
retailer’s existing price/product/brand assortment strategy among their stores spread across different type 
of cities in a country, empirically evaluate the actual sales data in relation to city type and different price 
bands thereby drawing insights to recommend brick-and-mortar retailers the right strategy for 
price/product/brand assortment among their stores located in different type of cities in a particular country. 

3. OBJECTIVES : 

Key objectives of this research were to; 
(a) understand the variance in bills and revenue contribution by each price band among tier-1, tier-2 

and tier-3 cities for a select retailer across different types of cities, 
(b) draw insights from the analysis. 

4. METHODOLOGY : 

Stage I: One of the organized brick-and-mortar retailers in India was selected who is having stores all over 
India across,(a) mall stores, (b) high-street stores,(c) neighbourhood stores,(d) tier 1, 2 and 3 cities, (e) 
offering multiple-categories and multiple-brands serving different consumer life-stage needs at mid to high 
price positioning catering to pregnant women, new moms, babies, infants and kids up to 8 years. 
Stage II: SKU wise, store wise and city type wise actual sales data of twelve months was collected.  
Stage III: Exploratory open-ended direct interview was conducted with randomly selected (convenience 
sampling) employees belonging to select retailer representing all the departments and functions to 
understand their perspective and attitude towards variance in contribution to bills and revenue of each price 
bands among their stores spread across tier-1, tier-2 and tier-3 cities. 
Stage IV: Secondary data collected from previous sales records was analysed using appropriate statistical 
methods. 
Stage V: In this stage, insights and inferences from the research findings were used to propose way forward 
for brick-and-mortar retailers to enable them to decide on the ideal strategy for retailers on 
price/product/brand assortment among all their stores spread across different tier cities. 

5. KEY FINDINGS AND INSIGHTS : 

Prior to the empirical study, we were able to collect qualitative insights through mystery shopping and 
conduct open-ended direct interviews with employees representing all the departments and functions of the 
select retailer. Key insights from the qualitative survey indicate that, the retailer strongly believe; (a) 
consumers in smaller cities cannot afford to buy high-priced products/brands, (b) stores cannot afford to 
increase the stock level of high-priced products/brands for tier3 cities, (c) high-priced products/brands 
move faster in tier1 city stores, (d) sales personnel are trained to showcase lower-priced product/brands to 
consumers in tier3 city stores, (e) stores other than tier1 city generate lesser revenue, (f) consumer 
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awareness with respect to premium brands/products is poor, (g) selling high-priced products/brands in tier1 
cities is easier, (h) few consumers in tier-2 and tier-3 cities even if they intent to buy high-priced 
products/brands they usually expect higher discount level and most importantly,(i) it requires lot of efforts 
to pitch a high-priced product/brand to consumers in tier-2 and tier-3 city stores. 
Table 1, 2, 3, and 4 indicate that the percentage variance in contribution of twenty different price bands 
among tier-1, tier-2, and tier-3 cities across (a) bills/invoices being generated by stores, (b) quantity sold 
by stores, (c) revenue by stores, and (d) earnings generated by stores is not consistently distributed. For 
instance, the price band INR 1,000 to INR 1,499 which contributes highest to overall store revenue and 
earnings does not vary significantly among different tier cities. Significant variance is found only in price 
band INR 10,000 to INR 14,999 wherein tier-3 city stores contribution to overall store revenue is 57.16 
percent lesser than tier1 and 42.27 percent lesser than tier2 city stores, but it is also important to note that 
the revenue contribution from this price band is just 1.71 percentage points lesser than tier-1 cities and 1.26 
percentage points lesser than tier-2 cities which is not a significant as far as the price band’s revenue 
contribution to overall store’s revenue is concerned. Interestingly over 80 percent revenue contribution and 
over 95 percent bills contribution across tier-1, tier-2, tier-3 cities is found in below INR 3999 price bands 
without significant variance among cities. 

Table 1: Percentage variance in contribution of each price band to overall store bills among different 
type of cities. 

 

Based on statistical significance t-test across sixty different pairs on twenty price band’s contribution to 
overall bills being generated by tier-1, tier-2 and tier-3 city stores as shown in tables 5 to 24; (i) pair 1 – 
tier-1 city stores and tier-2 city stores has shown significant sig. 2-tailed value (95 percent confidence level) 
for price bands INR 10,000 to INR 14,999 and INR 15,000 to INR 19,999; (ii) pair 2 – tier1 city stores and 
tier3 city stores has shown significant sig. 2-tailed value (95 percent confidence level) for price bands INR 
1,000 to INR 1,499, INR 3,000 to INR 3,999 and INR 4,000 to INR 4,999; (iii) pair 3 – tier2 city stores 
and tier-3 city stores has shown significant sig. 2-tailed value (95 percent confidence level) for price bands 
INR Up to 100, INR 500 to INR 599, INR 600 to 699 and INR 5,000 to INR 7,499. These findings indicate 
that over 90 percent of pairs have shown significant correlation without any significant sig. 2-tailed values 
as far as invoices/bills are concerned. 
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Table 2: Percentage variance in contribution of each price band to overall store quantity sale among 
different type of cities. 

 

Table 3: Percentage variance in contribution of each price band to overall store revenue among different 
type of cities. 

 

Table 4: Percentage variance in contribution of each price band to overall store earnings among different 
type of cities. 
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Based on statistical significance t-test across sixty different pairs on twenty price band’s contribution to 
overall revenue being generated by tier1, tier2 and tier3 city stores as shown in tables 5 to 24; (i) pair 1 – 
tier-1 city stores and tier-2 city stores has shown significant sig. 2-tailed value (95 percent confidence level) 
for price bands INR 100, INR 300 to INR 399, INR 5,000 to INR 7499 and INR 15,000 to INR 19,999; (ii) 
pair 2 – tier1 city stores and tier3 city stores has shown significant sig. 2-tailed value (95 percent confidence 
level) for price bands INR 100 to INR 199, INR 300 to INR 399, INR 1,000 to INR 1,499, INR 2,000 to 
INR 2,999 and INR above 20,000; (iii) pair 3 – tier2 city stores and tier3 city stores has shown significant 
sig. 2-tailed value (95 percent confidence level) for price bands INR 300 to 399, INR 400 to INR 599, INR 
800 to 899, INR 1,500 to INR 2,099, INR 3,000 to 3,999 and INR 4,000 to INR 4,999.These findings 
indicate that over 75 percent of pairs have shown significant correlation without any significant sig. 2-tailed 
values as far as revenue is concerned. 

Table 5: Correlation and significance level for price band up to INR 100 across stores from tier-1, tier-2 
and tier-3 cities. 

 

Table 6: Correlation and significance level for price band INR 100 to INR 199 across stores from tier-1, 
tier-2 and tier-3cities. 
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Table 7: Correlation and significance level for price band INR 200 to INR 299 across stores from tier-1, 
tier-2 and tier-3 cities. 

 

Table 8: Correlation and significance level for price band INR 300 to INR 399 across stores from tier-1, 
tier-2 and tier-3 cities. 

 

Table 9: Correlation and significance level for price band INR 400 to INR 499 across stores from tier-1, 
tier-2 and tier-3 cities. 
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Table 10: Correlation and significance level for price band INR 500 to INR 599 across stores from tier-1, 
tier-2 and tier-3 cities. 

 

Table 11: Correlation and significance level for price band INR 600 to INR 699 across stores from tier-1, 
tier-2 and tier-3 cities. 

 

Table 12: Correlation and significance level for price band INR 700 to INR 799 across stores from tier-1, 
tier-2 and tier-3 cities. 
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Table 13: Correlation and significance level for price band INR 800 to INR 899 across stores from tier-1, 
tier-2 and tier-3 cities. 

 

Table 14: Correlation and significance level for price band INR 900 to INR 999 across stores from tier-1, 
tier-2 and tier-3 cities. 

 

Table 15: Correlation and significance level for price band INR 1000 to INR 1499 across stores from 
tier-1, tier-2 and tier-3 cities. 
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Table 16: Correlation and significance level for price band INR 1500 to INR 1999 across stores from 
tier-1, tier-2 and tier-3 cities. 

 

Table 17: Correlation and significance level for price band INR 2000 to INR 2999 across stores from 
tier-1, tier-2 and tier-3 cities. 

 

Table 18: Correlation and significance level for price band INR 3000 to INR 3999 across stores from 
tier-1, tier-2 and tier-3 cities. 
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Table 19: Correlation and significance level for price band INR 4000 to INR 4999 across stores from 
tier-1, tier-2 and tier-3 cities. 

 

Table 20: Correlation and significance level for price band INR 5000 to INR 7499 across stores from 
tier-1, tier-2 and tier-3 cities. 

 

Table 21: Correlation and significance level for price band INR 7500 to INR 9999 across stores from 
tier-1, tier-2 and tier-3 cities. 
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Table 22: Correlation and significance level for price band INR 10000 to INR 14999 across stores from 
tier-1, tier-2 and tier-3 cities. 

 

Table 23: Correlation and significance level for price band INR 15000 to INR 19999 across stores from 
tier-1, tier-2 and tier-3 cities. 

 

Table 24: Correlation and significance level for price band above INR 20000 across stores from tier-1, 
tier-2 and tier-3 cities. 
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6. CONCLUSION : 

Results of this empirical study does not support the belief of brick-and-mortar retailers which is, larger the 
city higher the affordability of consumers towards higher priced products and smaller the city lesser the 
affordability of consumers towards higher priced products. Consumers evaluate multi-
location/national/international retailers on their principal price positioning and they walk-in to the store 
belonging to such retailer in their city irrespective of city type in which they live only if the price positioning 
of retail store matches with their affordability. Consumer do not expect a multi-
location/national/international retailer to adjust their price/product/brand assortment in relation to city type 
and price, consumers in fact expect such multi-location/national/international retailers to offer 
price/products/brands/categories assortment evenly across tier1, tier2 and tier3 cities. Most of the retailers 
fail to meet such expectations of consumers especially in tier2 and tier3 cities owing to their strong and 
personal belief that consumers in smaller cities cannot afford to buy higher priced 
products/brands/categories. Results have clearly indicated that there is no significant variance in 
contribution of different price bands to overall bills/invoices and revenue being generated by stores across 
tier-1, tier-2 and tier-3 cities for a retailer who runs all these stores under a single store brand name. Results 
show that the stores in tier2 and tier3 cities generate lesser revenue compared to tier1 city stores and this 
must not be mistaken as consumers in cities other than tier1 cities face affordability issue. 

7. SUGGESTIONS TO BRICK-AND-MORTAR RETAILERS : 

Based on this research outcome, we would like to suggest Brick-and-mortar retailers not to decide on the 
price/product/brand assortment for their stores based on type/size of cities. Retailers need to have a 
principal and standard price positioning for their store across all the cities in a particular country. They can 
surely play around the level of inventory they carry across different price bands, it is not recommended to 
avoid offering higher priced products/brands in their stores at smaller cities. First of all, avoid opening 
stores in cities which do not match the retailer price positioning. In case you strongly believe and market 
research supports that the market size is larger in smaller cities then it is better to come up with different 
versions of your store brand or even create a new retail brand wherein the price/product/brand assortment 
is offered at lower original/objective prices compared to your existing higher price positioned retail brand. 

8. LIMITATIONS OF RESEARCH : 

The main limitation of this research work is the coverage of various stakeholders viz., cities, consumers 
and retailer in this empirical study. This might limit the generalizability of the research findings to other 
set of cities, retailers and consumers. The second limitation would be the empirical validation is restricted 
to one retail format i.e., multi brand and multi category baby care store in India and hence the 
generalizability of the findings and suggestions to other retail formats. The third limitation would be our 
ability to carry an experiment, at best we were able to carry out mystery shopping and open-ended direct 
interviews. However, it provides significant input regarding the ways to utilise these findings as all the 
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findings have been derived from actual secondary data spread over a period of twelve months. 

9. SCOPE FOR FURTHER RESEARCH : 

It is recommended that multiple experiments to be carried out by researchers and come up with insights if 
required for different retailing formats and verticals. Based on the key business objectives for a specific 
period and specific context, brick-and-mortar retailers can try adopting the insights from this research to 
experiment at their select stores and finetune the same based on real-time findings which can then be 
implemented across the entire chain of their stores. 
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