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ABSTRACT

Research examining the components of retail store image has focused on the most important
features to cusiomers. Merchandise return policy, an element of the Service dimension, has not
been well researched. In the past decade the Internet has created another means to market
products, and research relating to merchandise return policies for sales of Internet firms is virtually
non-existeni. This study compares the merchandise return policy in both “bricks and moriar” and
Iniernet firms. Merchandise return policy appears to be a fertile area for fture research.

INTRODUCTION

store such as merchandise, service, clientele, and atmosphere which then serve as the basis of the store’s

image” (Wu and Petroshius, 1987). Over time nearly every component of retail store image has been
meticulously studied, with much of the early research on retail store image dealing with identifying the components of
store image and the relative importance of each variable. One area that has not been extensively stndied is online store
image or its componenis. Few studies have identified return policies as a component of store image.

& tore image studies generally require subjects to express their beliefs and ratings of various attributes of a

In this paper, we will examine the components of store image and online store image, and report the results
of an experiment on the impact of merchandise return policy on retail store image.

BACKGROUND

Retail store image has been dissected component by component and analyzed in past studies. Yet, to this day
there is no one definitive answer to the question: “What component has the most impact on store image?” Marketers
are willing to concede that a store’s image is comprised of many components, not just one compenent, “Merchandise
quality; styling; price; assortment; location; sales clerk service; general service; store environment; and pleasantness
of shopping have been identified as components of store image” (Baker, Grewal, and Parasuraman, 1994; Mazursky
and Jacoby, 1986; Lindquist, 1974). However, as studies have shown in the past, some components have more impact
on store image than others, For example, Tames, Durand, and Dreves (1976) found that price and quality were more
important than service and atmosphere. Studies have investigated numerous variables that might impact retail image.
The most salient components of traditional bricks and mortar store image are: 1) atmosphere; 2) signage; 3)
merchandise; and 4) service.

As shown in Table 1, a few studies have examined the componenis of online store image (Jang and Burns
2004; Chen and Lee 2005; and Elliot and Speck 2005). The most salient components of online store image are: 1)
atmosphere; 2) merchandise; 3) service; and convenience.
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There are numerous articles that point out the growing interrelationships of bricks and mortar and online
stores (Nasella 2000) and the need for better understanding of online retailing.

Table 1: Store Image Components

Bricks and Mortar Store Image

Omnline Store Image

Item

W/P/N
2004

M/J L J/D/D
1986 1974/5 1976

cr
2005

J/B
2004

G
2005

E/S
2005

Atmosphere

Store Atmosphere

X

X X

Entertainment (atmosphere)

Is prestigious

X

Physical Facilities

Store

Merchandise

Merchandise

Merchandise quality

Merchandise pricing

Merchandise assortment

bR e

Assortment

Has well-known brand names

Price

Quality

Bt

Product Information (quantity and types of)

Information

Service

Service

Salesclerk service

Service, general

> i

Institutional factor

" Personnel

Store Activities

Post-Transaction factor

Trust (likeability and crediability)

Customer Support (guarantees)

R

Convenience

Locational convenience

Convenience

Ease of Use (layout/ navigation)

Currency (up-to-date)

P

Miscellaneous

Clientele

Promotion

Commodity

Atmosphere

“Store atmosphere is the combination of the store’s physical characteristics, such as architecture, layout,
signs and displays, colors, lighting, temperature, sonnds, and smells, which together create an image in the customer’s
mind” (Levy and Weitz, 1998). The store atmosphere includes certain ambient factors. “Ambient factors are non-
visual, background conditions in the environment, including elements such as temperature, lighting, music, end scent”
{Baker, Grewal, and Parasuraman, 1994; Yalch and Spangenberg, 1990; Milliman, 1986, 1982),
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“The store itself...can offer a unique atmosphere, or environment, that may influence the consumer’s
patronage decision” (Baker, Grewal, and Parasuraman, 1994; Kotler, 1973). Additionally, others have “...found that
consumer’s beliefs about the physical attractiveness of a store had a higher correlation with patronage intentions than
did merchandise quality, general price level, or selection” (Baker, Grewal, and Parasuraman, 1994},

However, not all studies have found that that attempts to enhance the atmosphere in a store will yield
benefits, Areni and Kim (1994) found that *.. lighting does not significantly affect the amount of time spent in the
store and the total purchases made.” *.., This result might be explained by the various goals that customers might have
had upon entering the {wine} cellar” (Areni and Kim, 1994).”

Furthermore, “despite a widespread belief that store atmosphere has important effects on consumer behavior,
there is very little systematic research on its effects (Areni and Kim, 1994).”

Signage

“Often retailers simply ask too much of a sign — more than any sign can deliver (Underhill, 1999).” Signs can
display too much information, or not enough, “Given that a shopper’s glance is flecting, messages must be
communicated clearly and quickly (Armata, 1996).” “Even as some opportunities for communication are being
missed, many are being cluttered with so many messages that none stands out (Underhill, 1999).” “Signs and
graphics...help customers find a department or merchandise, (Levy and Weitz, 1998).” “Graphics and Signage can
{falso} help maintain the customet’s interest throughout the store,” (“Enticing Shoppers,” 1994). Maintaining the
customet’s interest keeps the customer in the store longer. “The amount of time shoppers spend in a store is perhaps
the single-most important factor in determining how much they will buy,” (Underhili, 1999). In other words, the
longer the customer is in the store, the more he or she will purchase.

The “,..comprising {of} graphics, signs, and theatrical effects both in the store and in windows — help boost
sales by providing information on products and suggesting items or special purchases,” (Levy and Weitz, 1998).
“Signage, shelf position, display space and special fixtures all make it either likelier or less likely that a shopper will
buy a particular item (or any item at all),” (Underhill, 1999},

Merchandise

“The retail store environment has a major influence on consumers® inferences about merchandise quality,”
(Baker, Grewal, and Parasuraman, 1994). For example, Mazursky and Jacoby (1986) found that “...the most heavily
accessed cues for evaluating quality of merchandise were brand names, pictures of stores’ interior design,
merchandise material, and price ranges.” “...[Plictures of a store’s interior were second only to brand name in being
the most heavily accessed of several cues from which consumers could choose to evaluate merchandise quality,”
(Baker, Grewal, and Parasuraman, 1994; Mazursky and Jacoby, 1986). Additionally, others have “...suggested that
store image may serve as a cue to the quality of a brand and vice versa,” (Baker, Grewal, and Parasuraman, 1994).
However, if the merchandise is not good quality, then nothing else matfers.

“Today’s customers are looking for a good value in what they purchase,” (Levy and Weitz, 1998). ““T'o some
people, a good value means a low price,” (Levy and Weitz, 1998). “Many different types of consumers have become
much more price-sensitive,” (Levy and Weitz, 1998). “Others are willing to pay more as long as they believe they’re
getting their money’s worth in terms of product quality or service,” (Levy and Weitz, 1998).

“Retailers have responded to their customers’ needs with retail formats that emphasize low prices as a means
of creating a differential advantage,” (Levy and Weitz, 1998). “...[T]o compete with low prices, small retailers have
developed niche strategies by providing a broader assortinent of merchandise within a given product category and
better service,” (Levy and Weitz, 1998), However, “...many retailers.. have successfully maintained their market
appeal by offering customers high-quality merchandise and service without attempting to offer the lowest prices on a
particular product category,” (Levy and Weitz, 1998).
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Service

“There is ample evidence that the economic success of companies fluctuates with the quality of service that is
offered,” (Milbourn and Haight, 1998). “When service is poor, shoppers will find another store; bad service undoes
good merchandise, prices, and location almost every time,” (Underhill, 1999). “Research contained in a Harvard
Business Review article found that high quality service is a dominant cause of repeat customers across industriss,”
(Milbourn and Haight, 1998). Mazursky and Jacoby (1986) found that “the four most heavily accessed cues when
forming quality of service impressions were the number of salespersons per department, number of cashiers per
department, number of fitting rooms, and the merchandise return policy.”

Few studies have focused on merchandise return policies as a component of store image. Return policies are
a necessary evil that retail stores must brave. “Return policies are important because they insure customers against
defective products, and risk-averse consumers are often willing to pay more to get a warranty or a return policy
included as part of the terms of sale,” (Mixon, 1999). ...[N]o [return policy] or an incomplete [return policy] may be
a signal of low quality,” (Mixon, 1999), Additionally, “return policies can function as an early warning system,
alerting [companies] to problems within [its] organization,” (Barsky, 1995). However, consumers’ abuse of the return
policy is an important consideration on the part of the retailers. “According to Ernst & Young...a growing number of
shoplifters are taking advantage of liberal refurn policies to elicit refunds for stolen merchandise,” (Dacy, 1994),

Thirteen focus group sessions were conducted by the Reverse Logistics Executive Council and the University
of Nevada’s Center for Logistics Management, in which they found “...that companies with identical return pelicies
can be viewed quite differendy by consumers,” (“Study of Store Returns,” 2000), “This [finding led them] to believe
what Matter[ed] more is the interface between the consumer and the retailer, not the actual return policy...” (“Study of
Store Returns,” 2000).

As a result of these and other studies, most marketers would agree that the consumer’s image of a retail
business is based on a variety of factors. A return policy alone will not enhance a store’s image. In fact, the offering of
certain services is an expected part of the retail mix in today’s competitive retail environment, Most researchers would
agree that these types of services are necessary, but not sufficient (also known as hygiene factors} to create a positive
retail image. In other words, offering these services does not enhance a store’s image, but failure to do so may cause
damage.

“Today’s consumer...uses the store’s satisfaction guarantee as the best indicator of store reputation,”
{Beemer, 1997). However, “...many stores are.,.seeking ways to reduce the mumber of refurns by limiting the store’s
satisfaction guarantee,” (Beemer, 1997). According to a survey conducted by the Illinois Retail Merchants Association
(IRMA) and Arthur Anderson & Co., it was found that “...more than 95% of retailers interviewed allow some form of
returns,” (Che, 1996; Hamilton, 1994). However, many of the return policies had limitations. For example, some
offered cash refimds with a receipt, others only offered merchandise credit with a receipt, while others limited the
return period (Che, 1996; Hamilton, 1994). When developing a return policy, “retailers are extremely challenged to
find a [middle ground] between a return policy that the customer can live with and one the retailer can afford,”
(Hamilton, 1994),

“A too rigid return policy could cause a larger loss than it prevents...” (Parmley, 1988). For example, in
today’s market, customers expect a return policy, and if they don’t get it they will shop somewhere else. “CEMA
research found that nearly seven out of ten people say that a store’s retumn policy is very important in their decision to
shop there,” (Pinkerton, 1997). A rigid return policy or no return policy could prove detrimental to the store’s
existence. Returns “...is a process that is generally considered to be an essential element of customer service and
satisfaction,” (“Return to Sender,” 2000). “customer service is one of the biggest differentiators in business, and it is
even more important on the Web,” (Schultz, 2001). “Customer service is the most important factor — ahead of both
price and on-time delivery — in determining whether a potential buyer returns to a particular merchant on the Web,”
{(Bartholomew, 2001).
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Shopping online can provide limitless selection, convenience, speed, and information, perquisites that
physical retail stores cannot offer (Underhill, 1999). Additionally, “m]any online businesses have more lenient return
policies than do regular retaiters, (Powell, 1998}, “E-businesses should be cognizant of the fact [that] consumers are
shopping for products they cannot touch or feel,” {Savin and Silberg, 2000). “...[Thus, consumers] will seek insurance
against an inappropriate fit, color, ot pattern,” (Padmanabhan and Prig, 1995}, The bottom line is in order for online
businesses to prosper, they need to be more flexible when it comes to returns.

“Today, about 58% of online retailers let customers return their purchases to brick-and-mortar stores
according to a study...by Accenture, formerly Andersen Consulting” (Rosen, 2001). “Companies that create an
effective Web presence can streamline operations, shorten response time to cusfomer requests, gather more market
data, increase their geographic reach, and ideally, sell more,” (Savin and Silberg, 2000). However, “[i]t’s...going to be
tough for retailers to maintain a healthy store brand image while at the same time developing a healthy Internet brand
image... While the former can help the latter, it could also work against them: if a retailer’s Internet brand isn’t well
established, it could take away from a successful store image,” (Kruger, 1999).

OBJECTIVES

The first objective of the study was to determine if the general components of store image were similar for
bricks and mortar, and online stores. This objective could be accomplished by comparing factor analysis resuits of
store image between online, and bricks and mortar stores.

Given the fact that few studies have focused on the component of return policies in the past, the second
objective of this study attempts to analyze the impact of return policies on retail store image. Specifically, the
following hypotheses were examined:

1) The stores exhibiting “satisfaction guaranteed” will receive higher ratings than the stores exhibiting “no
merchandise returns” or than the stores exhibiting no stated return policy.

2) The online stores exhibiting “satisfaction guaranteed” will receive higher ratings than the stores exhibiting
“no merchandise returns’ or than the stores exhibiting no stated return policy.

3) The online stores will receive lower ratings than the retail stores.

METHODOLGY

The survey was developed after reviewing relevant literature revealing store image survey questions. The
final survey instrument has 20 store image questions, one overall store rating question, and two demographic
questions.

The experimental procedure involved three merchandise return policy treatments. One treatment displayed
“satisfaction guaranteed,” a second treatment displayed “no merchandise returns,” and a third treatment, the control
group, displayed no stated policy. The procedure also included two store type treatments, bricks and mortar, and
online store, Subsequently, there are gix experimental cells (three merchandise return policy’s by two store types).

Subjects were 360 students from a small mid-western university. Each class was assigned to one of the six
experimental cells and was shown 10 slides of either a bricks and mortar store or an online store. After the slide
presentation, the subjects were given a questionnaire, comprised of twenty store image questions, and asked to fill it
out regarding their attitudes about the store. To angwer each store image question, subjects were given the following
five options: 1) strongly agree, 2) agree, 3) neither agree nor disagree, 4) strongly disagree, and 5) disagree.

DATA ANALYSIS

Initial data analysis focused on determining the number of factors underiying store image. After determining
store image dimensions, we continued by testing our hypotheses, and completed the data analysis step by using store
image dimensions to explain overall store ratings.
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Determining Store Image Dimensions

Combined data from bricks and mortar, and online stores were examined using exploratory factor analysis.
Factor Analysis results were tested for consistency by then separately examining store image dimensions for the two
store types. Factor analysis using Principal Components and Maximum Likelihood extraction metheds, Varimax,
Quartimax, and Oblique rotations were used to examine the consistency of the factor analysis results. Factors
loadings less than .33 are not listed in the facior analysis results,

Resulis of the combined survey data showed remarkable consistency across extraction methods and rotation
techniques as shown in Table 2.

Table 2: Exploratory Factor Analysis Results by Extraction Method and Rotation Technique

Principal Maximum
Compaonents Likelilood
Lxtraction Extraction
Item Varimax Quartimx Obligue Varimax | Quartimx Oblique
Rotation Rotation Rotation Rotation Rotation Rotation
I feel comfortable shopping in this store .806a 692a
This store has a pleasant atmosphere 555¢ 7184 .616a
This store is well organized 555¢ Sh6a 663a 562a
This store is convenient .670b .061b .703¢c 468a 436a 515a
This store is not confusing .645b .630b .038¢c 450a 534a 502a
‘This store is clean .043b .652b 648 453a 466a 483a
This store would be a pleasant piace to shop 352¢ 413a .553a J77a
This store is appealing .817a
This store is atiractive .781a
Thils .store provides knowledgeable sales 8074 820a 83la 879 926k
assistance
The store has good service 759 1778 .760a 673k
The store provides helpful sales assistance 717a .7128a .135a .662b .666b
The store’s refurn policy is acceptable .602a .606a .625a 403b 419a 366b
This store has informative advertising .611a 6408 .585a .622a
This store offers excellent value .572a S576a .585a 495a
The store attracts upper-class customers 7% J784dc .814b 780c 183¢
The store is prestigious J44b Tlle 692¢
The store has high quality products 553¢ .546¢ 5690 436 376b A420¢
The store has a limited selection of £50¢ 443D 310c
products
Variance BExplained 53.3% 452%

The first factor is labeled Atmosphere. Atmoesphere includes items such as “I feel comfortable shopping in
this store,” *“This store has a pleasant atmosphere,” “This store is well organized,” and “This store is convenient.” The
second factor, Service includes the items “This store provides knowledgeable sales assistance,” “The store has good
service,” “The store provides helpful sales assistance,” and “The store’s return policy is acceptable.” The third factor
Store Prestige is comprised of “The store attract supper-class customers,” “The store is prestigious,” and “The store
has high quality producis,” Coefficient Alpha scores for the three factors are .801, 780, and .716 respectively, all
higher than Nunnally’s (1978) threshold of .700 for construet dimensions (Table 3).
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Table 3: Reliability Results

Factor Items Coefficient Alpha
Service The store provides knowledgeable sales assistance 780

The store has good service

The store’s return policy is aceeptable

The store does provide helpful sales assistance.
Store Prestige The store attracts upper-class customers 16
The store is prestigious

The store has high-quality products
Atmogphere I feel comfortable shopning in this store 801
This store has a pleasant atmosphere
This store is well-organized

This store is convenient

This store is not confusing

This store is clean

Separate factor analyses for the Bricks and Mortar, and the Online stores were conducted to see if the results

are similar to the combined survey data exploratory factor analysis. Results from the separate factor analyses are
shown in Table 4.

Table 4: Exploratory Factor Analysis Results by Store Type, Extraction Method, and Rotation Technique

Bricks' Bricks [Bricks [Bricks Online [Online [Online Online
Hem PCYV [PCO MLV MLO PCV PCO MLY MLO
I feel comfortable shopping in this store .67a 1638 728 . 72a 6l .63b 662
This store has a pleasant atinosphere [59a 61z 77 L80c .52b | 553
This store is well organized 662 65a .60a .60a .63b | 62¢ | 480 48a
This store is convenient 71a .73a .62a 658 LS7¢ | 560 43¢ 141c
This store is not confusing | 68a .60a .6la | 63a L40b 140e
Thig store is clean | 68a . 73a 1495 [ 53a .69b | 77c 48¢ 40c
This store would be a pleasant place to shop 462 4la 48a 450 .56¢ 50b .58¢ 53¢
This store is appealing 48b .66c L78b .83a
This store is atiractive 51b | 68b 65¢ L67b 744
This store provides knowledgeable sales assistance |.86c 90c | 96¢ 1.0lec  |76a 744 782 .80b
The store has good service 78¢ | 76¢ G8c L1758 | 73a 71a .71b
The store provides helpful sales assistance . 76c | 78¢ [ 50¢ .58¢ .50a .58a L5092 63D
The store’s return policy is acceptable 8la 87a .66a L 68h
This store has informative advertising 59¢ .56¢ 56a |48a
This store offers excellent value 488 | 54%
The store atiracts upper-class customers .85b .85b .85b [ 87h |52¢ 148b L45¢ 142¢
The store is prestigious 77b .75b L70b L68b 6lc L57b 53¢ 145¢
The store has high quality products | 63b .63b 149b 481 .65¢ L66h 142¢ 43¢
The store hag a limited selection of products |42a 42a
This store has well-known brand names .6%h 70D | 60b .63b L 60a .G62a 478 43b
Variance Explained 56.2% 19.3% 51.4% 12.9%

Bricks = Bricks and Mortar store, PC V is Principal Components Extraction with Variamax Rotation, PC O is Principal
Components Exiraction with Oblique Rotation, ML V is Maximum Likelihcod Extraction with Variamax Rotation, and ML O is
Maximum Likelihood Extraction with Oblique Rotation.

For the bricks and mortar stores, the results are equivalent to the combined exploratory factor analysis results
with the three factors of Atmosphere, Service, and Store Prestige. For the Online data, one of the three factors,
Service is the same as the combined Service, and another factor (Store Quality) is similar to the combined survey data
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dimension of Store Prestige. The third factor, Atmosphere consists of items such as “This store is appealing,” “This
store is attractive,” and “I feel comfortable shopping in this store.”

Results from the three exploratory factor analyses show the factors underlying store image are Atmosphere,
Service, and Store Prestige. These results are consistent with the literature on Store Image over the last 30 years,
Data analysis will continue by testing the research hypotheses.

Testing the Research Hypotheses

The research hypotheses suggested that merchandise return policy and store type influence consumers’ store
image perceptions. This section will examine the influence of store return policy first and then the effect of store type
on consumer perceptions.

One-Way Analysis of Variance for edch of the 20 store image items tested the first research hypothesis. The
first hypothesis stated that satisfaction guaranteed return policy stores will be more positively evaluated than no stated
retirn policy stores which will be more positively rated than stores with no merchandise return policy.

Results are show in Table 3, and the hypotheses suggest that Satisfaction Guaranteed stores would be rated

A, No Stated Policy stores would be rated B, and No Merchandise Return Policy stores would be rated C.

Table 3; Stere Image Item Statistically Significant Hypothesis 1 Tests

Item Satisfaction Guaranteed No Stated Policy No Merchandise Return Policy
This store has a pleasant atmosphere B A B :
The store 15 afiractive B A
This store has well-known brand names B B A
The store’s return policy is accepiable A A B
This store offers excellent value B A A

For the item, “This store has a pleasant atmosphere,” stores not stating their return policy are viewed as
having a more pleasant atmosphere than no return and satisfaction guaranteed siores. For the item ““The store is
atiraciive,” stores not stating their return policy are viewed as being more attractive than satisfaction guaranteed
stores. Tor the item “The store has well-known brand names,” stores having a ne return policy are seen as having
more well-known brand names than no stated policy and satisfaction guaranteed stores.

For the item “The store’s return policy is acceptable,” stores not stating their return policy and satisfaction
guaranteed stores are perceived as having more acceptable return policies than stores having a ne return policy. For
the item “This store offers excellent value,” stores having a no return policy and not stating a return policy are seen ag
offering a better value than stores offering a satisfaction guaranieed pelicy. Satisfaction Guarantsed store respondents
are about four vears older than respondents evaluating the no stated policy and no return pelicy stores. The statistical
tests do not offer support for the first hypothesis,

One-Way Analysis of Variance for each of the 20 store image items tested the second research hypothesis.
The second hypothesis stated that bricks and mortar stores will be more positively evaluated than Internet stores.
Results are show in Table 6.

For the item, “This siore is clean,” B&M stores are seen as being cleaner than Internet stores. For the item,
“The store is aftractive,” Internet stores are perceived as more attractive than B&M stores, For the item, “The store
has good service,” Internet stores are seen as offering better service than B&M stores,

For the item, “The store hasg informative advertising,” Iniemet stores are seen as having more informative
advertising than B&M stores, For the item, “The store is convenient,” B&M stores are seen as less convenient than
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Internet stores. For the item, “This store offers excellent value,” Internet stores are perceived as offering better value
than B&M stores, For the item, “This store is confusing,” B&M stores are seen as more confiising than Internet
stores.

Table 6: Store Type Statistically Significant Hypothesis 2 Tests

Item Bricks and Mortar Online
This store is clean
The store is atiractive
The store has good service
The store has informative advertising
'The store is convenient
This store offers excellent value
This store is confusing

o || o o [
g g i b e e

Only one statistical test supports the second hypothesis, the test for the perception of cleanliness between the
two store types.

The last statistical technique in the data analysis step is to determine if store image factors can explain overall
store rating, Using multiple regression we are able to explain 44.8% of the variation in overall store ratings with the
three store image dimensions. Every one of the store image dimensions is a statistically significant predictor of
overall store ratings (Table 7).

Even though the research hypotheses were not supported by the survey data, overall store image is explained
by the three store image dimensions of Shopping Comfort, Sales Assistance, and Store Prestige.

Table 7: Multiple Regression Results

Dimension Unstandardrzeq Regression Standard Error T - Statistic Significance
Coefficient
Constant 034 213 0.160 873
Shopping Comfort A07 .053 7.737 00¢
Sales Assistance 167 049 3.410 .00t
Store Prestige 196 046 4.268 .000
CONCLUSIONS

The study farther confirmed that the dimensions of retail store image are fundamentally the dame for “Bricks
and Mortar” and Online retail stores. On the other hand, the study was inconclusive as to the impact of return policy
on store image for both “Bricks and Mortar” and Online retailers.
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