
Insurance is of great importance to a modern soci-
ety since it makes an important contribution to GDP 
and economy (Chen et al., 2011; Kramarić and Galetic, 
2013), with the Slovenian insurance market having ac-
counted for 5.6% of GDP in 2014 (SIA, 2014). The finan-
cial crisis did not have any significant negative impact 
on the insurance market, as compared with its impact 
on the banking market (Eling and Schmeiserb, 2010), 
but the decline in demand for insurance products was 
observed in international markets, which was also de-
tected by Slovenian insurance companies. “Increasing 
illiquidity, numerous corporate bankruptcies and ris-
ing unemployment have led to lower demand for sev-
eral years. Insurance is a service that consumers forgo 
relatively quickly” (SIA, 2014, 9), so it is necessary to 
continuously monitor the insurance market and to ex-
plore the behavior of the users of insurance services.

The high levels of the Slovenian market’s openness 

for foreign insurance companies enable flexible insur-
ance penetration. Many insurance companies strive 
for a competitive advantage, and this is particularly 
the case in the area of sales promotion, which is espe-
cially important to the users of insurance services due 
to the combination of financial turmoil and economic 
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Abstract

The objective of this study was to examine the conceptual model and to study the relationships between cus-
tomer perceptions of the benefits of sales promotion, quality, adequacy of premium, and adequacy of informa-
tion about the coverage of insurance services. The research model was tested with structural equation modeling 
(SEM) with a sample of 200 Slovenian users of insurance services. The results indicated that higher perceived 
benefits of sales promotion were associated with higher perceived quality of insurance services. In addition, 
higher perceived quality was associated with higher perceived adequacy of information about the coverage 
and the premium for insurance services. The study also found that higher perceived adequacy of premium was 
associated with higher perceived adequacy of information about the coverage of insurance services.
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uncertainty at present. In this way, differentiated com-
petitive relationships between insurers, whose objec-
tive is to promote sales and to maintain and increase 
their market share, are created in the market. With this 
aggressive and innovative approach, the insurance 
companies work to achieve the greatest benefit per-
ceived by their customers in terms of sales promotion 
(price discounts, prize competitions, promotional ma-
terials, etc.).

Promotional activity has become increasingly com-
mon in the service industry (Tsao and Sheen, 2012) 
and has constituted an increasing proportion of pro-
motional budgets (Laroche et al., 2001). Sales promo-
tion has one of the strongest impacts on the short-
term consumption behavior of customers (Laroche 
et al., 2003). Researchers of sales promotion put their 
main focus on individual tools (Kumar et al., 2004; 
Darke and Chung, 2005; Harmon and Hill, 2003) and 
tend to neglect the perception of sales promotion as 
a whole. This is because organizations do not consider 
and apply sales promotion tools in an integrated and 
comprehensive way. In studies of sales promotion, 
researchers often tend to restrict themselves to price 
discounts, which are perceived as negatively associ-
ated with the perception of the quality of brands and 
products (DelVecchio and Puligadda, 2012). Despite 
the widespread use of promotions in marketing prac-
tice and equivocal research findings, there has been 
no research on determining the nature of the relation-
ship between sales promotion and quality of service. 
In the intense competition of insurance companies 
and related insurance service offers, many users ex-
pect benefits from insurance companies, which they 
connect to higher perceived quality of insurance ser-
vices. In the field of health insurance it was established 
that the perceived quality of insurance service and 
coverage were important factors for users’ decisions 
to change their health insurance company (Šebjan 
and Bastič, 2013).

Selecting an insurance company involves the pro-
vision of adequate insurance coverage and social/
financial security by paying insurance premiums. 
Increasing numbers of demanding users expect a 
higher quality of insurance services when selecting 
insurance coverage and paying premiums. Because 
insurance coverage is complex, customers need ad-
equate and detailed information (Eckardt and Rathke-
Döppner, 2010). Walker and Baker (2000) came to the 
conclusion that one crucial element of insurance qual-
ity is insight into the customers’ expectations because 
they are standards for the measurement of service 
performance. Therefore, high quality in the process of 
services delivery, including adequate and detailed in-
formation for customers in the process of purchasing 

insurance services, has become an indispensable fac-
tor for success and survival in today’s competitive in-
surance environment (Kumar and Singh, 2010).

A fourth component included in this research (be-
sides perceived quality of insurance service, benefits 
from sales promotion and adequacy of information re-
garding insurance coverage) was perceived adequacy 
of the premium (price) of the insurance service. Most 
researchers have focused on studying the impact of rel-
ative price and quality on customer value and willing-
ness to buy (Beneke et al., 2013), and only a few have 
studied the impact of quality on price (Bezenić, 2006).

Incorporating all of these components, the objec-
tives of the research were to analyze (1) the impact of 
perceived benefits of sales promotion on perceived 
quality of insurance services; (2) the impact of per-
ceived quality of insurance services on perceived ad-
equacy of insurance services premiums; (3) the impact 
of perceived quality of insurance services on per-
ceived adequacy of information about the coverage of 
insurance services; and (4) the impact of perceived ad-
equacy of insurance services premiums on perceived 
adequacy of information about the coverage of insur-
ance services. Additionally, the measurement scales 
for multidimensional variables for perceived benefits 
of sales promotion and perceived adequacy of infor-
mation about the coverage of insurance services were 
developed.

2.  THEORETICAL BACKGROUND

The purpose of the conceptual model is to reveal 
relationships between the perceived benefits of sales 
promotion, perceived quality, perceived adequacy 
of premium and perceived adequacy of information 
about the coverage of insurance services (see Figure 1).

Sales promotions can offer many customer ben-
efits, the most obvious being monetary savings, al-
though customers may also be motivated by the desire 
for quality, convenience, value expression, exploration 
and entertainment (Babin et al., 1994; Hirschman and 
Holbrook, 1982). Sales promotions provide utilitarian 
benefits such as monetary savings, added value, con-
venience and increase of quality (Weng and de Run, 
2013). This is because they help customers increase 
the acquisition utility of their purchase and enhance 
the efficiency of the shopping experience (Chandon 
et al., 2000). Quality benefits derived from customer 
value can be understood as promotions relaxing bud-
getary constraints so that customers can afford to up-
grade to higher quality products, which are otherwise 
too expensive to buy (Jamal et al., 2012). Because re-
searchers have different views about the relationship 
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between sales promotion tools and perceived quality, 
one can hypothesize that:

H1. The higher the perceived benefits of sales promotion 
of insurance services, the higher on average is the cus-
tomer’s perceived quality of insurance services.

Price is closely linked to the quality of service. If 
users receive the expected service compared to the 
money spent, they are content and feel loyal to the 
organization (Nusair et al., 2010; Ganguli and Roy, 
2010). Price can significantly affect the perceived qual-
ity of the product/service (Zeithaml and Bitner, 2000; 
Chapman and Wahlers, 1999; Sanjeev and Kenneth, 
2002). The perceived quality of the product/service 
can also have an effect on customer perceived price 
(Alhabeeb, 2002). Users often understand higher pric-
es as higher quality and low prices as a result of low 
quality (Rao and Monroe, 1988). Since services are in-
tangible, their price is a signal of their quality. Price be-
comes an important substitute for quality of service. 
Therefore, inexpensive services are perceived as poor 
in quality, while expensive services are considered as 
higher in quality (Verma, 2012). Benazić (2006) found 
that improvements in the service quality features that 
are subjectively evaluated as important should lead 
to the client’s acceptance of a higher life insurance 
premium. Perception of the relationship between price 
and quality has a direct impact on perception of price 
and, consequently, satisfaction with price (Matzler 
et al., 2006). Insurance industry researchers often as-
sociate the insurance premium with the insurance 
coverage or insurance risk. An insurance premium is 
the total price of the coverage (Williams et al., 1998). 
Changes in insurance premium may also be reflected 
in changes of insurance coverage. For the custom-
ers to understand and perceive the insurance cover-
age appropriately, they expect quality performance 
from employees in terms of their physical appearance, 
professionalism and skill, clear explanation regarding 
the whole scope of insurance services, their ability to 
perform the promised insurance service correctly and 
accurately, their availability and promptness to help 
customers, transparent implementation and benefi-
cial coverage from insurance services. Many of these 
characteristics are derived from the SERVQUAL service 
quality framework (Parasuraman et al., 1988), which 
has necessary components in the customer’s percep-
tion of insurance coverage. Based on the theoretical 
principles, the following hypothesis is offered:

H2. The higher the perceived quality of insurance ser-
vices, the higher on average is the customer’s perceived 
adequacy of the premium of insurance service.

Perception of service quality is unders tood as a 
comparison between consumers’ expectations and 
their perceptions of the services they actually receive 
(Grönroos, 1984; Parasuraman et al., 1985). Perceived 
service quality results from customers’ comparison 
of the service they perceive that they have received 
against what they had expected to receive (Lovelock 
and Wright, 2002). The researchers focused on con-
sumers’ perceived quality of life insurance services 
(Siddiqui and Sharma, 2010), which was validated by 
a six-dimension instrument involving assurance, per-
sonalized financial planning, competence, corporate 
image, tangibles and technology. Sandhu and Bala 
(2011) developed a seven-factor construct of con-
sumers’ perceived quality of life insurance services 
representing proficiency: media and presentations, 
physical and ethical excellence, service delivery pro-
cess and purpose, security and dynamic operations, 
credibility and functionality. Insurance service quality 
depends to a large extent on the information gather-
ing and processing activities of the individual inter-
mediaries, independent of the respective distribution 
channel (Eckardt and Räthke-Döppner, 2010). Gera 
(2011) discovered that agents selling insurance ser-
vices must have in-depth knowledge and information 
about insurance services (besides other key attributes 
such as empathy, reliability and trust) that also have 
a significant effect on recommendation intentions. 
Therefore, it could be expected that customers’ per-
ception of insurance service quality are associated 
with a customer’s satisfaction with the quality of in-
formation that he/she received in the purchasing pro-
cess. Based on this discussion, we developed the fol-
lowed hypotheses.

H3. The higher the perceived quality of insurance servic-
es, the higher on average is the customer’s perceived ad-
equacy of information about the coverage of insurance 
service.

The price of insurance coverage is denoted as the 
insurance premium. The premium is the money paid 
by the insured to the insurer for the insurance granted 
under a policy (Gulati, 2007). The premium is a pay-
ment made to the insurance company received from 
a customer in exchange for a promise to pay dam-
ages or the sum insured, the price at which the insur-
ance company assumes the burden of risk (Flis, 1999). 
These premiums create a pool of money that the in-
surer invests to earn more money, which is used to 
compensate the insured for their losses (Crews, 2010). 
But the premium must not be equated with the price 
of insurance because the premium includes expect-
ed losses, which are distributed back to the insured 



Conceptual model of relationships among customer perceptions of components of insurance service

35South East European Journal of Economics and Business,  Volume 10 (1) 2015

(Zweifel and Eisen, 2012). There are two differences 
between insurance pricing and the pricing function in 
other industries. First, the price for insurance is based 
on a prediction. Second, insurance rates are subject 
to government regulations (Vaughan and Vaughan, 
2008). Researchers have found that insurance premi-
um is important as the determinant of demand for pri-
vate health insurance (Costa and Garcia, 2003; Šebjan 
and Bastič, 2013). The research on the evaluation of 
experts’ opinions has indicated that when consumers 
are already inclined to purchase insurance services, 
the impact of the price and the quality of insurance 
services on the final decision making are unequal: 
consumers give a relatively higher importance to the 
insurance service price (Ulbinaite and Kucinskiene, 
2013).

Insurance markets are characterized by incomplete 
and asymmetric information between insurance com-
panies and consumers (Cummins and Doherty, 2006). 
Because insurance coverage is complex, consumers 
need information about their risks, insurance products 
and contract designs (Eckardt and Räthke-Döppner, 
2010). Thus, we hypothesize:

H4. The higher the perceived adequacy of premium of in-
surance service, the higher on average is the customer’s 
perceived adequacy of information about the coverage 
of insurance service.

The conceptual model which integrates the hy-
pothesized relationships appears in Figure 1.
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Notes:  SP1-SP4: indicators of perceived benefits of sales promotion; Q1-Q3: indicators of perceived quality; P1-P3: indicators of 
perceived adequacy of premium; C1-C3: indicators of perceived adequacy of information about the coverage; ξ: exogenous 
variables; η: endogenous variables; δ: errors for indicators of exogenous variables; ε: errors for indicators of endogenous 
variables; ζ: errors in equations; λ: factor loading; γ: relationship between exogenous and endogenous latent variables; β: 
relationship between endogenous latent variables and corresponding subscripts; H1-H4: hypotheses.

Figure 1:  Conceptual model
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3.  METHODOLOGY

3.1  Survey instrument

The survey measurement instrument was developed 
in three steps. In the first step, the questionnaire used 
in this study was designed according to related litera-
ture, and users’ and experts’ opinions. In the second 
step, the questionnaire was pre-tested and revised 
to ensure content validity. The questionnaire was re-
viewed by ten employees in the management of one 
of the Slovenian insurance companies. In this way, the 
questionnaire was redefined and improved. In the 
third step, the questionnaire was tested on a sample 
of five users. The questionnaire was composed of two 
sections. The first section intended to gain insight on 
each respondent’s basic personal data and usage of 
insurance services. The second section measured the 
respondent’s perception of each construct in the re-
search model. The questionnaire examined the per-
ceived benefits of sales promotion of insurance ser-
vices (4 items), perceived quality of insurance services 
(27 items), perceived adequacy of premium of insur-
ance services (3 items) and perceived adequacy of 
information about the coverage of insurance services 
(3 items). Perceived quality of insurance services was 
measured using the modified questionnaire items of 
Chen et al. (2012), Yoo and Park (2007) and Harris and 
Goode (2004). To measure the perceived adequacy of 
premium of insurance services, the Walsh et al. (2013), 
Chi and Kilduff (2011) scales were used. Since there 
are no scales developed for measuring the perceived 
benefits of sales promotion and perceived adequacy 
of information about the coverage, the measurement 
scales were developed by the authors. The final ques-
tionnaire included 37 items. All items were assessed 
using a five-point Likert scale from 1 = ‘‘strongly disa-
gree” to 5 = ‘‘strongly agree”.

3.2  Data collection

The target population represented random users who 
were legally able to buy insurance services in Slovenia, 
aged 18 years and older. All returned online ques-
tionnaires were correctly completed. For hypothesis 
testing, data was collected based on a convenience 
non-random sample of 200 customers of insurance 
services from Slovenia. At the time of the implementa-
tion of this research, a total of 23 Slovenian and for-
eign insurance companies operated in Slovenia (SIA, 
2009). In terms of demographics, 46 % were male (n = 
92) and 54 % female (n = 108).

The largest group of respondents were from 36 to 

45 years old (40%), followed by those who were from 
26 to 35 years old (24%) and respondents who were 
from 46 to 55 years old (18%). The smallest group of 
respondents was 66 years and older (2%). The charac-
teristics of the sample respondents are seen in Table 1. 

3.3  Methods of analysis
Statistical Package for the Social Sciences (SPSS) and 
Analysis of Moment Structures (AMOS) software were 
used to analyze the reliability and validity of the data 
and to conduct structural equation modeling (SEM). 
The analysis of the data set was based on exploratory 
factor analysis (EFA) and confirmatory factor analysis 
(CFA). Results within EFA were assessed based on the 
following rules: factor loadings of each item must ex-
ceed 0.5; and item-total correlation coefficients (CITC) 
for each item must exceed 0.5 to guarantee the relia-
bility and validity of the questionnaire scale (Nunnally, 
1978). EFA was also used to establish a scale dimen-
sionality by checking the factorial structure of items 
(indicators). The Bartlett’s Test of Sphericity (BTS) and 
the Kaiser-Meyer-Olkin statistics (KMO) were calculat-
ed. The independence of the factors and simpler factor 

Table 1. Sample characteristics

Characteristics Frequency Ratio (%)

Gender

Male
Female

92
108

45.9
54.1

Education

Grade school or below
Vocational school
Secondary school
College and over

15
48
80
57

7.6
24.2
40.1
28.0

Age

18 to 25
26 to 35
36 to 45
46 to 55
56 to 65
66 and over 

18
48
80
37
13

4

8.9
24.2
40.1
18.5

6.4
1.9

Monthly financial income

Below 300 EUR
301 to 700 EUR
701 to 1.100 EUR
1.001 to 1400 EUR
1.401 EUR and over

22
64
66
41

7

10.8
31.8
33.1
20.4

3.8

Source:  Authors’ calculations
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structure were obtained with the analysis of principal 
component analysis and the varimax method.

CFA was used to ascertain the efficiency of the 
measurement models, and SEM was used to test the 
conceptual framework and assumptions. To test the 
model, the following rules were applied. First, the 
goodness of fit index (GFI), normed fit index (NFI), 
comparative fit index (CFI) and Tucker-Lewis index 
(TLI) should exceed 0.9 (Jöreskog and Sörbom, 2002; 
Bentler, 1990; Schumacker and Lomax, 2004). Second, 
the root mean residual (RMR) and the root mean 
square error of approximation (RMSEA) should be less 
than 0.05 (Jöreskog and Sörbom, 2002; Bentler, 1990) 
or the limit value should be less than 0.08 (Byrne, 
2001). Finally, the ratio of chi-square values to free-
dom degrees (2/df ) should be less than 3.0 (Hoxmeier 
et al., 2000).

The scale reliability was assessed by item reliability 
measured by the individual reliability coefficient R2. 
R2 values above 0.5 provide evidence of acceptable 
reliability (Bollen, 1989). Measure reliabilities were 
assessed by calculating Cronbach’s alpha (Cronbach, 
1951) and item total correlation analysis. The majority 
of measures employed in this study exhibited reliabil-
ity scores over 0.7, which is above the acceptable level 
(Nunnally, 1978; de Vaus, 1995). Scale validity was ana-
lyzed by focusing on convergent validity, discriminant 
validity and nomological validity. Convergent validity 
is the extent to which the individual items of a con-
struct share variance between them and was assessed 
in two ways (Hair et al., 2010). It was tested by check-
ing the values of composite reliability coefficients (CR) 
and average variance extracted (AVE). CR should be 
greater than 0.7, and AVE should be greater than 0.5 
(Hair et al., 2010). Discriminant validity, which exam-
ines whether the constructs are uni-dimensional, was 
assessed by comparing the maximum shared variance 
(MSV) and average shared variance (ASV). Both should 
be less than the average variance extracted (AVE) to 
establish the discriminant validity (Hair et al., 2010). 
Nomological validity is established when the correla-
tions between the construct in question and theoreti-
cally related constructs are significantly greater than 
zero (Campbell, 1960).

4.  RESULTS

4.1 Validity and reliability analysis

In the first step, exploratory factor analysis (EFA) was 
employed. The CITC analyses were performed for the 
scale of 37 items. All cut-off values of 37 items were 

higher than 0.5. EFA showed that tree constructs 
were one-dimensional and one construct was three-
dimensional (perceived quality of insurance service). 
The principle axing factoring extraction method was 
applied with varimax rotation (Anderson and Gerbing, 
1988). Following the recommendation of Hair et al. 
(2010), all items had standardized factor loadings 
higher than 0.5. The Kaiser-Meyer-Olkin (KMO) value 
was 0.944, which was more than the recommended 
value of 0.5 for sample adequacy. Bartlett’s test of 
sphericity (BTS = 5327.684) was also significant (p < 
0.001). Factors with Eigenvalues greater than 1 and 
factor loading greater than 0.50 were retained for fur-
ther analysis. A four-factor solution (perceived sales 
promotion, perceived premium, perceived quality 
and perceived coverage of insurance service) with 37 
items was chosen.

In the next step, the scale’s psychometric proper-
ties were evaluated using confirmatory factor analy-
sis (CFA). Four factors were created and used as latent 
variables. Convergent validity was assessed by exam-
ining the loadings and their statistical significance 
through t-values (Dunn et al., 1994). Item factor load-
ings were very high, ranging from 0.719 to 0.922; all 
were significant at the 0.001 level. The R2 values were 
used to estimate the reliability of particular observed 
items. An examination of their values reveals that all 
items did meet the 0.5 criterion. The items of the fi-
nal scales with their loadings, item-total correlations, 
percentages of explained variance, item reliability, 
means and standard deviations are presented in Table 
2. The “perceived benefits of sales promotion of insur-
ance services” factor explained 59.7 % of total vari-
ance; “perceived adequacy of premium of insurance 
services” explained 10.2 %; “perceived adequacy of 
information about the coverage of insurance service” 
explained 6.1 %; and “perceived quality of insurance 
service” explained 5.3 %. These four factors accounted 
for 81.2 % of the total variance.

Construct reliability means that a set of construct 
items is consistent in its measurement. For the con-
structs, the composite reliability (CR) and the aver-
age variance extracted (AVE) were computed. Table 3 
shows the construct reliability for all four constructs: 
perceived benefits from sales promotion of insurance 
services (ρc

CR = 0.916, ρc
AVE = 0.732); perceived qual-

ity of insurance company (ρc
CR = 0.900, ρc

AVE = 0.750); 
perceived adequacy of premium of insurance services 
(ρc

CR = 0.874, ρc
AVE = 0.698); and perceived adequacy 

of information about the coverage of insurance ser-
vice (ρc

CR = 0.840, ρc
AVE = 0.637). The CR and AVE for all 

four constructs surpassed the threshold values of 0.7 
and 0.5, respectively (Hair et al., 1998). The internal 
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consistency of the items in relation to the single trait 
within the instrumental was tested using Cronbach’s 
α, ranging from 0.861 to 0.913. 

All values were above the generally agreed-upon 
lower limit of 0.7, indicating high internal consisten-
cy among the variables within each factor (Nunnally, 
1978). The convergent validity of the measure-
ment model was completely confirmed. Following 
Fornell and Locker’s (1981) approach for evaluating 

discriminant validity, the average variance extracted 
(AVE) and squared correlation for every possible pair 
of factors were compared. The discriminant validity of 
the measurement model was partially confirmed. Two 
values of maximum shared variance (MSV) are less 
than AVE (perceived benefits of sales promotion and 
perceived quality of insurance services). All values of 
average shared variance (ASV) are less than AVE (see 
Table 3). The results indicate that the model partially 

Table 2. Factors and items, factors loading, variance explained, item reliabiliwwty, mean and standard deviation

Constructs Items Item-total 
correlation

Factors 
loadinga

Variance 
explained

R2 (item 
reliability) Meanb Standard 

deviation

Perceived 
benefits of 
sales pro-
motion of 
insurance 
services

SP1 – The insurance company 
always delivers me promotional 
material when buying the insur-
ance policy.

0.809 0.827

59.731

0.685 3.31  1.254

SP2 – Additional promotion 
benefits are beneficial and 
useful.

0.776 0.802 0.643 3.54 0.957

SP3 – The insurance company 
offers different educational 
events and presentations.

0.819 0.881 0.775 3.23 1.176

SP4 – The insurance company 
offers participation in sweep-
stakes and other prize games.

0.829 0.890 0.792 3.11 1.207

Perceived 
adequacy 
of premium 
of insurance 
services

P1 – The insurance coverage is 
clearly evident from the premi-
um paid.

0.796 0.865

10.169

0.749 3.64 0.817

P2 – Insurance company offers 
different ways of payment. 0.742 0.818 0.669 3.73 0.812

P3 – Premium of insurance ser-
vice is justified by the service 
provided.

0.716 0.822 0.675 3.62 0.996

Perceived 
adequacy 
of informa-
tion about 
coverage of 
insurance 
services

C1 – The insurance coverage is 
clearly and exactly evident from 
the insurance policy.

0.714 0.719

6.056

0.517 3.75 0.933

C2 – The insurance company 
provides me with detailed in-
formation about the insurance 
coverage.

0.782 0.797 0.635 3.69 0.965

C3 – The insurance company 
has made available a lot of ad-
equate coverage that meet my 
needs.

0.713 0.871 0.759 3.64 0.914

Perceived 
quality of 
insurance 
servicesc

Q1 – Quality of offer 0.829 0.922
5.265

0.850 3.86
 

 0.737
Q2 – Quality of employees 0.836 0.896 0.802 3.76  0.760
Q3 – Quality of implementation 
services

0.736 0.760 0.577 3.95  0.669

Source: Authors’ calculations
Notes: a All factors loadings are significant at 0.001 level, b Measured on a five-point scale, ranging from 1 = strongly disagree 
to 5= strongly agree, c Composite indicator.
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supported discriminant validity (AVE > ASV and AVE > 
MSV). The inter-construct correlations are all positive 
and significant. The values are as expected relative to 
direction and size, and they make sense from a theo-
retical point of view. The results indicate that the mod-
el has complete nomological validity.

4.2 Competing model analysis

This study utilized three types of overall model fit 
measures: absolute, incremental and parsimonious. 
In the first step, the index of fit was evaluated for the 
one-factor model and the tree-factor model of per-
ceived quality insurance services. The construct of 
perceived quality of insurance services was measured 
with a large number of variables. With the help of the 
CFA method, a three-factor model of perceived qual-
ity insurance services was developed. The one factor 
model and the free-factor model of perceived qual-
ity insurance services were compared to check which 
model was more consistent with the data. The χ2(17) = 
32.461 of the measurement model was significant (p < 
0.05). The Root Mean Square Error of Approximation 
(RMSEA) and the Root Mean Square Residual (RMR) 
values were 0.076 and 0.020, indicating a good model 
fit. The goodness-of-fit index (GFI) and the normed Fit 
Index (NFI), which were equal to 0.952 and 0.966, were 
above the threshold value of 0.9. The Relative Fit Index 
(RFI) reached a value of 0.943 and the Incremental 
Fit Index (IFI = 0.983). Both indices were above the 
threshold value of 0.9. The other fit indices achieved 

the recommended value of 0.9 (the Comparative Fit 
Index CFI = 0.983 and the Tucker-Lewis Index TLI = 
0.972). A significant chi-square value (χ2/df = 1.909) in-
dicated that the model did not fit the data perfectly. 
The results indicated that the three-factor model of 
perceived quality insurance services was much more 
valid than the one-factor model (see Table 4).

Table 3.  Convergent and discriminant validity of measurement models

Construct Cronbach’s  
α

CR a AVE b MSV c ASV d

Results of 
convergent 

validity
CR > AVE  
AVE > 0.5

Results of 
discriminant 

validity
MSV < AVE
ASV < AVE

Perceived benefits of sales promo-
tion of insurance company 0.913 0.916 0.732 0.531 0.474 yes yes

Perceived quality of insurance 
company 0.897 0.900 0.750 0.686 0.611 yes yes

Perceived adequacy of premium 
of insurance service 0.865 0.874 0.698 0.712 0.573 yes partially

Perceived adequacy of informa-
tion about the coverage of insur-
ance service

0.861 0.840 0.637 0.712 0.632 yes partially

Source:  Authors’ calculations

Notes: a CR refers to the composite reliability (ρc=(Σλi)2var(ξ)/[(Σλi)2var(ξ)+Σθii]; (Bagozzi and Yi, 1998)), b AVE refers to the av-
erage variance extracted (ρc=(Σλi

2var(ξ))/[Σλi
2var(ξ)+Σθii]; (Fornell and Larcker, 1981)), c MSV refers to the maximum shared 

variance, d ASV refers to the average shared variance.

Table 4.  Summary statistics for one-factor and multi-factor 
models for perceived quality of insurance services

Construct One-factor 
model

Multi-factor 
model

Perceived 
quality of 
insurance 
services

1 factor
χ2(20) = 53.446
χ2/df = 2.672
p = 0.000
RMSEA = 0.104
RMR = 0.029
GFI = 0.921
TLI = 0.949
CFI = 0.963
NFI = 0.943
RFI = 0.921
IFI = 0.964

3 factors*
χ2(17) = 32.461
χ2/df = 1.909
p = 0.013
RMSEA = 0.076
RMR = 0.020
GFI = 0.952
TLI = 0.972
CFI = 0.983
NFI = 0.966
RFI = 0.943
IFI = 0.983

Source:  Authors’ calculations
Notes:  *Multifactorial model: quality of offer, quality of em-
ployees and quality of implementation services.



Conceptual model of relationships among customer perceptions of components of insurance service

40 South East European Journal of Economics and Business,  Volume 10 (1) 2015

In the second step, the fit indices were evaluated 
for the one-factor and four-factor models of complete 
conceptual model. The one-factor model and four-fac-
tor models of the complete conceptual model were 
compared to evaluate the consistency of each of the 
models with the data. The four-factor model was de-
veloped with the CFA method. The results of the index 
of fit indicated that the four-factor model was much 
more valid than the one-factor model (see Table 5). 
The χ2(58) = 101.579 (p = 0.000) of the measurement 
models was significant (p < 0.001). The goodness-of-
fit index (GFI) and the Normed Fit Index (NFI), which 
were equal to 0.912 and 0.939, were above the thresh-
old value of 0.9. The Relative Fit Index (RFI) and the 
Incremental Fit Index (IFI) were assessed, with val-
ues of 0.918 and 0.973. Both indices were above the 
threshold value of 0.9. The Comparative Fit Index 
(CFI) and the Tucker-Lewis Index (TLI) were also as-
sessed, with values of 0.972 and 0.963, respectively, 
both above the recommended level of 0.9, indicat-
ing support for the proposed model. The RMSEA, the 
RMR and the normed χ2 were calculated to test par-
simonious fit. The RMSEA and RMR values were 0.069 
and 0.035, indicating a good model fit. Moreover, the 
normed χ2 (χ2/df = 1.751) fell between 1 and 2, further 
indicating a parsimonious fit. Hence, the suggested 
factorial structure fit properly.

4.3  Hypothesis testing
The conceptual model was examined with structural 
equation modeling. The overall fit measures of the full 
model in the SEM indicated that the fit of the model 
was acceptable. The indices of fit for the first develop-
ment conceptual model were: χ2(61) = 115.000 (p = 
0.000), GFI = 0.901, CFI = 0.966, TLI = 0.956, RFI = 0.911, 
IFI = 0.966, NFI = 0.931, RMR = 0.042, RMSEA = 0.075, 
χ2/df = 1.885. Then an improved final conceptual 
model was developed that allowed statistically signifi-
cant correlation between errors for indicators of one 
construct: perceived adequacy of information about 
the coverage of insurance services (between C1- the 
insurance coverage was clearly and exactly evident 
from the insurance policy; and C2- the insurance com-
pany provided detailed information about the insur-
ance coverage.). The fit indices for the improved final 
conceptual model were: χ2(60) = 106.392 (p = 0.000), 
GFI = 0.909, CFI = 0.971, TLI = 0.962, RFI = 0.917, IFI = 
0.971, NFI = 0.936, RMR = 0.042, RMSEA = 0.070, χ2/df 
= 1.773. The improved final conceptual model is pre-
sented in Figure 2.

As predicted by H1, the perceived benefits of sales 
promotion was a significant and positive predictor of 
perceived quality of insurance services (γ1 = 0.745; t = 
10.093; p < 0.001). Perceived benefits of sales promo-
tion had a positive and strong influence on perceived 
quality of insurance services.

Hypothesis H2 predicted that perceived quality of 
insurance services was positively related to perceived 
adequacy of premium of insurance services. The re-
sults show that the perceived quality of insurance ser-
vices was indeed significantly positive and strongly 
related to perceived adequacy of the premium (β1 
= 0.790; t = 10.599; p < 0.001) of insurance services. 
The findings supported hypothesis H2. As hypothesis 
H3 predicted, perceived quality of insurance services 
is significantly related to perceived adequacy of in-
formation about the coverage of insurance services. 
Perceived quality of insurance services had a positive 
and significant influence on perceived adequacy of 
information about the coverage of insurance services 
(β2 = 0.469; t = 4.217; p < 0.001). 

The findings therefore supported hypothesis H3. 
The findings of the model testing also supported H4 
(β3 = 0.473; t = 3.943; p < 0.001) and therefore con-
firmed that perceived adequacy of premium of insur-
ance services had a positive and significant influence 
on perceived adequacy of information about the cov-
erage of insurance services. Therefore, H1, H2, H3 and 
H4 were all supported in this study. Table 6 shows the 
results of the structural model in this study.

Table 5.  Summary statistics for one-factor and multi-factor 
of conceptual models

One-factor 
model

Multi-factor 
Model

1 factor
χ2 (64) = 373.363
χ2/df = 5.834
p = 0.000
RMSEA = 0.176
RMR = 0.088
GFI = 0.804
TLI = 0.762
CFI = 0.804
NFI = 0.775
RFI = 0.726
IFI = 0.806

4 factors*
χ2(58) = 101.579
χ2/df = 1.751
p = 0.000
RMSEA = 0.069
RMR = 0.035
GFI = 0.912
TLI = 0.963
CFI = 0.972
NFI = 0.939
RFI = 0.918
IFI = 0.973

Source:  Authors’ calculations

Notes: *Multifactorial model: perceived quality, perceived 
benefits of sales promotion, perceived adequacy of pre-
mium and perceived adequacy of information about the 
coverage.
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Source:  Author’s illustrations
Notes:  Q1-Q3: indicators of perceived quality; P1-P3: indicators of perceived adequacy of premium; C1-C3: indicators of per-
ceived adequacy of information about the coverage. Fit indices: χ2(60) = 106.392 (p = 0.000), GFI = 0.909, CFI = 0.971, TLI = 
0.962, RFI = 0.917, IFI = 0.971, NFI = 0.936, RMR = 0.042, RMSEA = 0.070, χ2/df = 1.773.

Figure 2.  Improved final conceptual model

Table 6.  Estimated effects within the causal model

Structural relationship
Standardized 

regression 
coefficient

Standard 
error  t-value Significance Results

H1: Perceived benefits of sales promotion  
→ perceived quality of insurance services γ1 = 0.745 0.047 10.093 p < 0.001 H1 is 

supported

H2: Perceived quality of insurance services  
→ perceived adequacy of premium of insur-
ance service

β1 = 0.790 0.078 10.599 p < 0.001 H2 is 
supported

H3: Perceived quality of insurance services  
→ perceived adequacy of information about 
the coverage of insurance service

β2 = 0.469 0.131 4.217 p < 0.001 H3 is 
supported

H4: Perceived adequacy of premium of insur-
ance service → perceived adequacy of informa-
tion about the coverage of insurance service

β3 = 0.473 0.135 3.943 p < 0.001 H4 is 
supported

Source:  Authors’ calculations
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5.  CONCLUSION
To sum up, the results of this study show that there 

is a connection between components of insurance 
services (perceived benefits of sales promotion, per-
ceived quality, perceived adequacy of premium and 
perceived adequacy of information about the insur-
ance coverage) and that the perception of one com-
ponent is reflected in the perception of other compo-
nents. The results of this research also show that the 
perception of the components of sales promotion by 
Slovenian customers is relatively low. From this, one 
can conclude that there is an increase in customer 
expectations, and that insurance companies do not 
invest enough in creating innovative approaches to 
promote sales with perceived benefits. It is important 
to see insurance services as a whole. For that reason, 
these research results should provide incentives for 
managers of insurance companies to consider invest-
ing their efforts and resources into the development 
of specific components of insurance services.

Generalization from the study results requires cau-
tion, as this study was limited to customers of insur-
ance services in Slovenia. The study was also limited 
in regard to the items measuring the perceived com-
ponents of insurance service (i.e. perceived benefits 
of sales promotion, perceived quality, perceived ad-
equacy of the premium and perceived adequacy of 
information about the insurance coverage). The final 
limitation relates to the development of the concep-
tual model with components of insurance service 
and the relationship between them. Future research 
could include: (1) other components of insurance ser-
vices (e.g. perceived innovation, perceived social re-
sponsibility and perceived image); (2) the difference 
between the conceptual models according to cus-
tomers from different countries (e.g. Slovenes, Croats 
Austrians); (3) development of fair components of in-
surance and design of the conceptual model; (4) the 
difference between the conceptual models according 
to customers’ demographic characteristics (e.g. edu-
cation, gender, income and status); (5) the difference 
between the conceptual models according to custom-
ers’ domestic and foreign insurance companies; (6) the 
difference between the conceptual models according 
to the scope of insurance coverage; and (7) the differ-
ence between the conceptual models according to 
the type of insurance (e.g. life, non-life, health and ac-
cident insurance services).

In the Slovenian insurance industry, an increase in 
competition was identified, especially with the emer-
gence of new foreign insurance companies. Time 
based competition, quality, product range and service 
created a more competitive environment, but the de-
cisive test is how competitive advantages are used by 

the companies to differentiate themselves (Gayathri 
et al., 2006). Insurance companies are actively devel-
oping components of insurance services to satisfy 
customer expectations. Furthermore, the develop-
ing components are most likely to create a competi-
tive advantage for a company in insurance markets. If 
insurance companies are acquainted with the role of 
the components of insurance services, they can more 
easily develop insurance services. Development of in-
surance services components tends to be perceived 
as very high if the insurance staff perceives the role 
of components of insurance services as customers. It 
is important that insurance staff understand how the 
components of insurance services are related. For that 
purpose, the management of insurance companies 
should provide enough information for their employ-
ees (through seminars, trainings, simulations, etc.) 
about the implementation of different tools that con-
tribute to higher customer perceptions of the benefits 
of sales promotion and other components of insur-
ance service. It is not enough just to know about the 
characteristics of components of insurance services; it 
is also important to use such knowledge about them. 
How the insurance company integrates and repre-
sents these components to (prospective) customers is 
also important. Not only do customers prefer a large 
number of discounts and advantages, but they also 
seek discounts and advantages that are tailored for 
them. 

Insurance companies should invest more energy 
in raising awareness of customers’ preventive insur-
ance and spreading information about insurance ser-
vices in the form of events, brochures, websites with 
useful advice, and via mobile applications. Insurance 
companies should invest more in activities, in sustain-
ing development of the relationship with customers 
in the form of personal visits by salespeople and in 
organizing different events and maintaining contact 
with their customers by email. The expectations of 
Slovenian customers are rather high, so an insurance 
company focusing on components of insurance ser-
vices will definitely help increase perceived value from 
its customers.
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