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Background and Purpose: An increasing number of insurance companies and the intensity of competition in this field 
require research on customer perceptions of the components of insurance services and insurance company. The objec-
tive of this study was to examine the conceptual model and to study the relationships between customer perceptions of 
the innovation, reputation, adequacy of premium, and adequacy of information about the coverage of insurance services.
Design/Methodology/Approach: The research model was tested with structural equation modelling (SEM) with a sample 
of 200 Slovenian users of insurance services.
Results: The results indicated that higher perceived innovation of insurance company was associated with higher per-
ceived reputation of insurance company. In addition, higher perceived reputation of insurance company 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. 
Conclusion: The original contribution of this article is also the highlighting of relationship between perceived reputation 
of insurance company, perceived adequacy of information about the insurance premium and perceived adequacy of infor-
mation about the coverage of insurance services.
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1   Introduction

In the insurance services market the quality of service is treat-
ed comprehensively due to high level of competition, both 
in terms of organization and of insurance service itself. The 
motivation for the matter in question therefore arises from 
the organization and quality of insurance services. Quality 
of service analysis is an extremely broad scientific field and 
has been discussed by a great number of researchers (Lorin 
Purcărea et al., 2013). They associate the concept of quali-
ty of service with the various business components such as 
price, reputation, innovation, etc. (Alhabeeb, 2002; Rahman 
et al., 2012; Yaşlıoğlu et al., 2013).  Researchers often in-
clude these organizational components, as well as their us-
ers’ perception of product quality, in their research concepts 
(Chang, 2012; Bontis et al., 2007). Researchers associate 
the reputation of the organization with the perceived quality 

of products and purchase intention (Gatti et al., 2012), and 
less with the perceived adequacy of the information about 
the core product, such as insurance coverage in insurance 
services. Researchers include the perceived adequacy of in-
formation as a component of quality of service in terms of 
informational control, either in terms of the organization’s 
activities (Ladhar and Morales, 2008), or of the provision of 
information about the service (Sureshchandar et al., 2002).

The present research deals with the basic research ques-
tion of how innovation through the organization’s reputation 
reflects on the perception of quality of service components, 
by which we mean the adequacy of insurance coverage and 
the premium for services provided. At the same time, we ex-
plore the relationship between the components of organiza-
tion and those of services, in particular how users perceive 
the components of insurance services (adequacy of insurance
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services premiums and adequacy of information about the 
coverage of insurance services), if the insurance company 
is investing in reputation through innovation. Such a treat-
ment is important because many organizations show lack of 
response to an increasingly demanding market, as well as to 
stakeholders, due to globalization, technological advances, 
and innovative approaches. To be competitive the quality 
has to be systematic, which is impossible without innovation 
(Mulej, 2013).

Incorporating all these components, the objectives of 
the present research are (1) to evaluate the conceptual re-
search model, which is based on analysis: (2) to examine the 
impact of perceived innovation on the perceived reputation 
of the insurance company; (3) to analyze the impact of the 
company’s perceived reputation on the perception of the ad-
equacy of insurance services premiums; (4) to ascertain the 
impact of the insurance company’s perceived reputation on 
the perceived adequacy of information about insurance cov-
erage; and (5) to assess the impact of perceived adequacy of 
premiums on the perceived adequacy of information about 
coverage. 

2. Literature review and hypothesis

2.1   Perceived innovation 

The resource-based view within the strategy literature has 
argued that sustainable competitive advantage is created pri-
marily from notable innovation and reputation (Kay, 1995). 
Innovation is an important corporate strategy, one of the op-
tions a corporation has in confronting market competition 
and achieving sustainable management through the process 
of materializing a brand new idea, different from past ones, 
by way of production or by making it become tangible (Wu 
and Lin, 2011). Damanpour and Gopalakrishnan (1998), on 
the other hand, take a further step and define innovation as, 
“The process of coming up with new concepts, methods, 
equipment or products”. The positive effect of innovation 
on performance has been proven true in a large number of 
empirical studies (Khan and Manopichetwattana, 1989). Ev-
ery organization, whether it is for-profit, not-for-profit, gov-
ernment-sponsored, or nongovernment-sponsored, constant-
ly tries to demonstrate to stakeholders and the public what 
makes it different and better than other, perhaps competing 
organizations. In this way innovation comprises a rhetorical 
situation (i.e. an attempt to shape the environment, not just 
respond to it) and a response to an exigence (i.e. something 
is provided for the market to meet what is lacking in it). 
In other words, innovation is both communicated and per-
ceived (Courtright and Smudde, 2009). 

2.2   Perceived reputation 

Several conceptualizations of corporate reputation and var-
ious terms describe the relative standing of organizations. 

Prestige, image, reputation, and good will are terms that 
can all be found in the literature (Henard and Dacin, 2010). 
Corporate reputation is one of the principal intangible assets 
a firm possesses (Vicente, 2009). Walsh and Beatty (2007) 
designate the organizational reputation in the new frame-
work with two kinds of understandings, “first, reputation as 
a collective phenomenon, and second, as the idea of organi-
zational reputation which has not been conceptualized as a 
result of consumer reaction perceived from direct and indi-
rect experiential interaction”. Corporate reputation is the end 
result of consumers’ accumulation of perceptions regarding 
how well an organization has met their demands and expec-
tations (Abratt and Kleyn, 2012).

To many organizations, a reputation as an innovative 
company is something that is both prized and actively sought 
after. Yet research investigations of the less tangible facets 
of innovation, including reputation, remain relatively in-
vestigated despite their promise as a source of sustainable 
competitive advantage (Henard and Dacin, 2010). There are 
several ways of assessing corporate reputation, and innova-
tiveness appears as one of the key criteria for assessing it 
(Chun, 2006). Fombrun et al. (2000) define reputation as a 
collective construct that describes the aggregate perception 
of multiple stakeholders about a company’s performance. 
Correspondingly, they assume that corporate reputation 
can be explained by products and services: perceptions as 
to their quality, innovation, value, and reliability. The inno-
vative nature of the firm has been recognized as one of the 
antecedents of corporate reputation (Vicente, 2009).

The elements of a superior reputation have been ex-
plained using words such as “trustworthy and innovative” 
(Winkleman, 1999). Companies develop winning, positive 
reputations by both creating and projecting a set of skills that 
their constituents recognize as unique through innovation, 
operational excellence, or closeness to the customer (Fom-
brun, 1996). Keller and Aaker (1998) focus on the offline 
marketplace, and discover that perceived innovativeness is 
considered a key competitive weapon and a priority for firms 
when forging corporate reputations. Laforet (2011) also finds 
that consumers see the long-term benefits of innovation as 
satisfying, improving company image and reputation, which 
confirms the findings of Simpson et al. (2006). Hillestad et al. 
(2010) have explored “green innovation”. Companies may 
benefit by finding their own innovative approach to environ-
mental awareness that can be useful both for branding and 
for differentiation purposes, as well as for the development of 
unique and valuable business models, skills, and operations. 
Such innovative approaches to environmental awareness 
can contribute to trustworthiness and a green reputation, and 
may furthermore stimulate technology development. Otten-
bacher and Gnoth (2005) agree that one approach to improv-
ing reputation is through innovation, or the ability to develop 
and launch new and successful services. A positive reputa-
tion may be a normal and necessary condition for organiza-
tional innovations for survival on the market. Based on the 
theoretical principles, the following hypothesis is offered:
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H1: The higher the perceived innovation of the insurance 
company, the higher on average the consumer’s perceived 

reputation of the insurance company.

2.3   Perceived price/insurance premium

Price is the amount of money or goods needed to acquire 
some combination of other goods and their accompanying 
services (Hanif et al., 2010). On the other hand, perceived 
price is defined as customer perception as to what is given up 
in order to obtain a product or service (Zeithaml, 1988; Lien 
and Yu, 2001). Researchers often link price with perceived 
value. The perceived value can be defined as the difference 
between the benefits perceived by the client and the sacrific-
es he has to made in order to obtain the product. The price 
can also have an informational aspect that can lead to favor-
able perception concerning, e.g., product quality (Costinel et 
al., 2011). In insurance, the price of coverage is expressed 
as a premium.

The premium is the consideration paid by the insured to 
the insurer for the insurance granted under a policy (Gula-
ti, 2007). These premiums create a pool of money that the 
insurer invests to earn a return, the revenues from which 
are then used to compensate the insured for losses (Crews, 
2010). But the premium must not be equated with the price 
of insurance, because the former includes expected losses, 
which are distributed back to the insured (Zweifel and Eisen, 
2012). There are two differences between insurance pricing 
and the pricing function in other industries. The first is that 
the price for insurance is based on a prediction, and the sec-
ond that insurance rates are subject to government regulation 
(Vaughan and Vaughan, 2008).

Researchers have found that the premium is an important 
determinant of demand for private health insurance (Costa 
and Garcia, 2003; Šebjan and Bastič 2013). Research has 
also indicated that when consumers are already inclined to 
purchase insurance services, the impact of price and that of 
service quality on their final decision is unequal: consum-
ers give a relatively higher importance to product price (Ul-
binaite and Kucinskiene, 2013).

A reputation is composed of a corporation’s unique set of 
skills in delivering both economic and non-economic ben-
efits (e.g. Fombrun, 1996). In addition, reputation works as 
a substantial element of value (Hansen et al., 2008) because 
it helps to create value (Zabala et al., 2005). Organizational 
ability in terms of functional value is fundamental to corpo-
rate reputation (Pomering and Johnson, 2009). The benefit 
of good corporate reputation can be demonstrated in such 
a way that the organization is freer to put higher prices on 
its products and services as customers will be willing to 
pay such prices. As a consequence, customers will prefer to 
patronize the products and services of the reputable com-
pany even when another company’s products are available 
at comparable quality and price (Chibuike, 2011). Ou and 
Abratt (2006) indicate that correct pricing helps influence 

the organization’s reputation (e.g. store) favourably. Graham 
and Bansal (2007) examine the determinants of consumers’ 
reputational perceptions of airlines and the prices they were 
willing to pay for air tickets.

They found that individuals’ perceptions of reputation 
were highly related to their willingness to pay for tickets. In 
effect, researchers have found compelling evidence affirm-
ing the theory that reputation positively affects both the sale 
and the price of products/services. In other words, there is a 
higher likelihood that highly reputable organizations will not 
only sell their products faster than the less reputable ones, 
but will be able to do so at a higher price than their less rep-
utable counterparts (Chibuike, 2011). Babić-Hodović et al. 
(2011) furthermore conclude that the influence of a bank’s 
corporate reputation on consumer perception of value is pos-
itive and significant. This means that banks should necessar-
ily keep in mind not only perceived value as such, but also 
corporate reputation, its management, and also permanent 
improvements. 

The role and importance of reputation increases significantly 
in service companies whose intangible services (Bromley, 
2001; Lovelock, 1999; Parasuraman et al., 1985) affect the 
higher uncertainty and decision-making risk in the pre-pur-
chase phase (Walsh et al., 2009), and the higher insecurity 
of potential customers as well. The quality of insurance ser-
vices includes sensing adequate insurance coverage for risks 
or dangers to which users are exposed on a daily basis, and 
detection of relevant information about insurance services 
(Šebjan et al., 2013). Perception of the quality of products 
and/or services has a significant impact on the perception of 
the reputation of the organization (Gatti et al., 2012). 

2.4   Perceived coverage of insurance
services

Individuals who pay premiums to the insurer are protected 
against the risk of financial loss by transferring the risk to a 
large group of individuals who then share in the loss. Each 
insurance policy is designed to cover losses resulting from 
a specific future event such as theft, accident, fire, flood, 
illness, or death. Insurance coverage is complex, and con-
sumers need information about risks, insurance products, 
and contract designs, as well as about claims settlement and 
the investment behavior and financial stability of insurance 
companies (Eckardt and Räthke-Döppner, 2010). It is very 
important that users properly perceive information about in-
surance coverage for the corresponding perceived insurance 
premiums offered by insurance companies on the market. 
Consumers are daily exposed to various risks, so they must 
ensure proper and adequate insurance coverage. The risk 
represents a situation in which there is a possibility of loss 
(Kutty, 2008). 
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“Risk is a condition in which there is possibility of an ad-
verse deviation from a desired outcome that is expected or 
hoped for” (Vaughan and Vaughan, 2008). Therefore, cus-
tomers should be first informed as to perceived risk and then 
as to appropriate insurance coverage. The reputation of the 
insurance company has a significant impact on the likeli-
hood that holders of health insurance policies will decide to 
change providers (Šebjan et al., 2013). Šebjan (2013) finds 
that the more important the reputation of health insurance 
is for the users, the higher perceived importance of the ad-
ditional coverage will be. The perceived reputation of the 
insurance company therefore has a positive impact on users’ 
perception of premiums and the adequacy of information 
provided about coverage, leading us to the following two 
hypotheses:

H2: The more positively the reputation of the insurance 
company is perceived, the greater the perceived adequacy 

of premiums for insurance services will be.

H3: The more positively the reputation of the insurance 
company is perceived, the greater the perceived adequacy 

of information about the coverage of
insurance services will be.

In the context of economic sciences in various business areas, 
researchers associate price with quality of products/services 
(Chapman and Wahlers, 1999; Rahman et al., 2012) and qual-
ity with price of products/services (Alhabeeb, 2002). In the 
area of insurance services, Bazenić (2006) discusses the re-
lationship between the insurance premium and quality of life 
insurance, but from the perspective of the user’s willingness 
to pay a higher premium for higher-quality life insurance. 

Figure 1: Conceptual model.

Remarks: 
PI1 – PI3: indicators of perceived innovation of insurance company; PR1 – PR5: indicators of perceived reputation of insurance company;
PP1 – PP2: indicators of perceived adequacy of premium of insurance services; PC1 – PC3: indicators of perceived adequacy of information 
about the coverage of insurance services; ζ – exogenous variable; η – endogenous variables; δ – errors for indicators of exogenous variables; 
ɛ – errors for indicators of endogenous variables; ζ – errors in equations; λ – factors loading; γ – relationship between exogenous variable and 
endogenous variable; β – relationship between endogenous latent variables and corresponding subscripts; H1-H4: hypotheses.
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Researchers in the field of health insurance have delineated 
key factors in user’s decision-making process for supple-
mentary voluntary insurance.

The importance of quality insurance coverage and supple-
mentary voluntary insurance have been discussed separately 
(e.g. coverage of neurology, cardiology, orthopedics etc.). 
The findings have been that coverage is the most important 
factor in the decision to purchase supplementary voluntary 
insurance, in addition to the adequacy of premiums, company 
reputation, etc. (Šebjan and Bastič, 2013; Šebjan et al., 2013).

Šebjan (2013) explores the relationship between the pre-
mium and the quality of the supplementary voluntary insur-
ance on the basis of the user’s perception of relevance. Šeb-
jan finds that the more important the premiums for voluntary 
health insurance (VHI) services are for users, the higher the 
perceived importance of additional VHI insurance coverage 
is. Based on the theoretical foundation presented here, we 
offer the fourth and final hypothesis:

H4: The greater the adequacy of the premium for
insurance service is in the perception of the consumer, the 

greater the perceived adequacy of information
about thecoverage of insurance services will be.

Research hypotheses H1-H4 are shown below in Figure 1. 
Our conceptual model consists of four constructs and the 
connections among them. Each construct is explained in 
terms of certain indicators. The construct of perceived in-
novation (PI) is explained by means of three indicators, 
the construct of perceived reputation (PR) by five indi-
cators, the construct of perceived adequacy of premium 
(PP) by two indicators, and the construct of perceived 
adequacy of information about coverage by three indi-
cators. The model contains one exogenous variable (PI), 
while the other constructs represent endogenous variables. 

3   Methodology

3.1   Survey instrument

The survey measurement instrument was developed in three 
phases. In the first step, the questionnaire used in this study 
was designed according to related literatures and users’ and 
experts’ opinions. In the second step, the questionnaire was 
pre-tested and revised to ensure content validity. The ques-
tionnaire was reviewed 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 5 users. 
The questionnaire was composed of two sections. The first 
section was intended to gain the insight of each respondent’s 
basic personal data and usage of insurance services. The sec-
ond section measured the respondent’s perception of each 
construct in the research model.

The questionnaire examined perceived innovation of 

insurance companies (3 items), perceived reputation of in-
surance companies (5 items), perceived adequacy of premi-
um of insurance services (2 items) and perceived adequacy 
of information about the coverage of insurance services (3 
items). Perceived innovation and reputation of insurance 
companies was measured using the modified questionnaire 
items of Wang and Ahmed (2004), Keh and Xie (2009), 
Helm (2011). To measure the perceived adequacy of premi-
um of insurance services the Walsh et al. (2014), Chi and 
Kilduff (2011) scales were used. Since there are no scales 
developed for measuring perceived adequacy of information 
about the coverage of insurance services, the measurement 
scales were developed by the authors. The final question-
naire included 13 items. All items were assessed using a 
five-point Likert scales from 1 = ‘‘strongly disagree” to 5 = 
‘‘strongly agree”.

3.2   Data collection

Data was collected with an online questionnaire from 3 May 
2010 to 31 May 2010. The target population represented ran-
dom 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 hypotheses test-
ing data was collected based on a convenience non-random 
sample of 200 users of insurance services from Slovenia. In 
terms of demographics, 46 % were male (n = 92) and 54 % 
female (n = 108).

The largest group of respondents were from 36 and 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 were 
from 66 years and older (2%). The respondents evaluated 
the insurance company with which they had most insurance 
contracts. The sample respondents were covered by Triglav 
Insurance Community Ltd. (34%), Adriatic Slovenica Insur-
ance Company (22%), Generali Insurance Company (10%), 
Merkur Insurance Company (8%), Maribor Insurance (8%), 
Grawe Insurance (4%), Triglav Health Insurance (4%), Tilia 
Insurance (4%), Vzajemna Insurance (3%), KD Insurance 
(2%) and other insurance companies (1%).

3.3   Methods of analysis

Statistical Package for the Social Sciences (SPSS) and Anal-
ysis of Moment Structures (AMOS) software were used to 
analyze the reliability and validity of the data and to con-
duct 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 exceed 0.5; and item-total correlation 
coefficients (CITC) for each item must exceed 0.5 to guar-
antee the reliability and validity of the questionnaire scale 
(Nunnally, 1978). EFA was also used to establish a scale
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dimensionality by checking the factorial structure of items 
(indicators). The Bartlett’s Test of Sphericity (BTS) and 
the Kaiser-Meyer-Olkin statistics (KMO) were calculated. 
The independence of the factors and simpler factor struc-
ture were obtained with the analysis of principal component 
analysis and the varimax method.

CFA was used to ascertain the efficiency of the mea-
surement models, and SEM was used to test the conceptu-
al framework and assumptions. To test the model, the fol-
lowing 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 freedom degrees (2/
df) should be less than 3.0 (Hoxmeier et al., 2000). 
The scale reliability was assessed by item reliability mea-
sured by individual reliability coefficient (R2). Values of R2 
above 0.5 provide evidence of acceptable reliability (Bollen, 

1989). Measure reliabilities were assessed by calculating 
Cronbach’s alpha (Cronbach, 1951) and item total correla-
tion analysis. The majority of measures employed in this 
study exhibited reliability scores over 0.7, which is above 
the acceptable level (Nunnally, 1978; de Vaus, 1995).

Scale validity was analyzed by focusing on convergent 
validity, discriminant validity and nomological validity. 
Convergent validity is the extent to which the individual 
items of a construct share variance between them and was 
assessed in two ways (Hair et al., 2010). It was tested by 
checking 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 examines whether 
the constructs are uni-dimensional, was assessed by com-
paring the maximum shared variance (MSV) and average 
shared variance (ASV). Both should be less than the average 
variance extracted (AVE) to establish the discriminant va-
lidity (Hair et al., 2010). Nomological validity is established 
when the correlations between the construct in question and 
theoretically related constructs are significantly greater than 
zero (Campbell, 1960).

Constructs Items Factors 
loadinga

Variance 
explained

R2 (item 
reliability) Meanb Standard 

deviation

Perceived 
reputation 

of insurance 
company

PR1 - It's a trustworthy insurance 
company. 0.741

57.497

0.550 3.84 0.930

PR2 - I am familiar with the vision of 
insurance company. 0.748 0.559 3.46 1.053

PR3 – Insurance company is an example 
to other insurers. 0.839 0.705 3.68 0.974

PR4 – Management can be set as an 
example to other

insurance companies.
0.870 0.756 3.56 1.034

PR5 – Successful management of the 
insurance company. 0.820 0.673 3.72 0.905

Perceived 
innovation 

of insurance 
company

PI1 – Insurance company is represented 
with original ads. 0.835

11.704

0.696 3.74 0.914

PI2 - The insurance company surprises me 
repeatedly with the innovations. 0.926 0.926 3.62 0.970

PI3 – Insurance company is presented 
to the public through innovative PR 

campaigns.
0.901 0.812 3.56 0.943

Perceived 
adequacy of 
premium of 
insurance 
service

PP1 – The insurance coverage is clearly 
evident from the premium paid. 0.752

5.735
0.565 3.64 0.817

PP2 – Premium of insurance service is 
justified by the service provided. 0.846 0.715 3.62 0.996

Perceived 
adequacy of 
information 

about the 
coverage

PC1 – The insurance coverage is clearly 
and exactly evident from the insurance 

policy.
0.774

4.561

0.599 3.75 0.933

PC2 – The insurance company provides 
me with detailed information about the 

insurance coverage.
0.843 0.711 3.69 0.965

PC3 – Insurance company has made 
available adequate coverage that meet 

my needs.
0.842 0.709 3.64 0.914

Table 1: Factors and items, factors loading, variance explained, item reliability, mean and standard deviation

Remarks: (a) All factors loadings are significant at 0.001 level, (b) Measured on a five-point scale, ranging from 1 = strongly dis-
agree to 5 = strongly agree.



237

Organizacija, Volume 47 Research papers Number 4, November 2014

4   Results

4.1   Validity and reliability analysis

In the first step, exploratory factor analysis (EFA) was em-
ployed. The CITC analyses were performed for the scale of 
13 items. All cut-off values of 13 items were higher than 0.5. 
EFA showed that all four constructs were one-dimensional. 
The principle axing factoring extraction method was applied 
with varimax rotation (Anderson and Gebing, 1988). Fol-
lowing the recommendation of Hair et al. (2010), all items 
had standardized factor loadings higher than 0.5. The Kai-
ser-Meyer-Olkin (KMO) value was 0.908, which was more 
than the recommended value of 0.5 for sample adequacy. 
Bartlett’s test of sphericity (BTS = 1546.299) was also sig-
nificant (p < 0.001). Factor loading greater than 0.5 were re-
tained for further analysis. A four-factor solution (perceived 
innovation and perceived reputation of insurance company, 
perceived adequacy of premium and perceived adequacy of 
information about the coverage of insurance services) with 
13 items was chosen.

In the next step, the scale’s psychometric properties were 
evaluated using 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 loadings were high, 
ranging from 0.579 to 0.790; 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 final scales with their 
loadings, item-total correlations, percentage of explained 
variance, item reliability, means, and standard deviations are 
presented in Table 1. 

The “perceived reputation of insurance company” factor 
explained 57.5 % of total variance; “perceived innovation of 
insurance company” explained 11.7 %; “perceived adequacy of 
premium of insurance service” explained 5.7 %; and “perceived 
adequacy of information about the coverage of insurance ser-
vice” explained 4.6 %. These four factors accounted for 79.5 % 
of the total variance. 

Construct reliability means that a set of construct items is 
consistent in its measurement. For the constructs, the composite

Construct Cronbach's 
α

CRa AVEb MSVc ASVd

Results of 
convergent 
validity
CR > AVE 
AVE > 0.5

Results of 
discriminant 
validity
MSV < AVE
ASV < AVE

Perceived innovation of 
insurance company 0.926 0.928 0.811 0.669 0.428 yes yes

Perceived reputation of 
insurance company 0.900 0.902 0.649 0.669 0.584 yes partially

Perceived adequacy of 
premium of insurance 

service
0.768 0.780 0.640 0.753 0.521 yes partially

Perceived adequacy of 
information about the 
coverage of insurance 

service

0.861 0.860 0.673 0.753 0.664 yes partially

Remarks: (a) CR refers to the composite reliability (ρc=(Σλi)2var(ξ)/[(Σλi)2var(ξ)+Σθii]; (Bagozzi and Yi, 1988)), (b) AVE refers 
to the average variance extracted (ρc=(Σλi2var(ξ))/[Σλi2var(ξ)+Σθii]; (Fornell and Larcker, 1981)), (c) MSV refers to the maximum 
shared variance, (d) ASV refers to the average shared variance.

Table 2: Convergent and discriminant validity of measurement models
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reliability (CR) and the average variance extracted (AVE) were 
computed. Table 2 shows the construct reliability for all four 
constructs: perceived innovation of insurance company (ρcCR 
= 0.928, ρcAVE = 0.811); perceived reputation of insurance 
company (ρcCR = 0.902, ρcAVE = 0.649); perceived adequa-
cy of premium of insurance service (ρcCR = 0.780, ρcAVE = 
0.640); and perceived adequacy of information about the cover-
age of insurance service (ρcCR = 0.860, ρcAVE = 0.673).

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 consistency of the items in relation to the single 
trait within the instrumental was tested using Cronbach’s α, 
ranging from 0.768 to 0.926. All values were above the gen-
erally agreed-upon lower limit of 0.7, indicating high internal 
consistency among the variables within each factor (Nunnally, 
1978). The convergent validity of the measurement model was 
completely confirmed.

Following Fornell and Locker’s (1981) approach for eval-
uating 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. One value of maximum shared 
variance (MSV) are less than AVE (perceived innovation of in-
surance company). All values of average shared variance (ASV) 
are less than AVE (see Table 2). The results indicate that the 
model partially supported discriminant validity (AVE > ASV 
and AVE > MSV). The research shows that with the increase of 
MSV values AVE values decrease, which shows the tendency

One-factor model Multi-factor model

1 factor
χ2(65) = 413.168

χ2/df = 6.356
p = 0.000

RMSEA = 0.185
RMR = 0.081
GFI = 0.658
TLI = 0.725
CFI = 0.771
NFI = 0.742
RFI = 0.690
IFI = 0.773

4 factors*

χ2(59) = 104.459
χ2/df = 1.770

p = 0.000
RMSEA = 0.070

RMR = 0.032
GFI = 0.913
TLI = 0.960
CFI = 0.970
NFI = 0.935
RFI = 0.914
IFI = 0.970

Remarks: *Multifactorial model: perceived innovation of insurance 
company, perceived reputation of insurance company, perceived ade-
quacy of premium and perceived adequacy of information about the 
coverage of insurance services.

of positive contribution to discriminative validity of the mea-
suring model. The analysis has shown the connection between 
the values of MSV and the values of correlation as well as the 
relationship between the values of ASV and the values of total 
correlations and number of variables in construct. The intercon-
struct correlations are all positive and significant. The values 
are – as expected – relative to direction and size, and they make 
sense from a theoretical point of view. The results indicate that 
the model has complete nomological validity.

4.2   Competing model analysis

This study utilized three types of overall model fit measures: 
absolute, incremental and parsimonious. In a first step, the 
index of fit was evaluated for the one-factor model and the 
four-factor model. The results of the index of fit indicated, 
that the four-factor model was much more valid than the 
one-factor model (see Table 3). 

In the second stage, the index of fit was evaluated for 
the one-factor and four-factor models of complete concep-
tual model. The one-factor model and four-factor models 
of the complete conceptual model were compared to eval-
uate the consistency of each of the models with the data. 
The four-factor model was developed 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 3). The χ2(59) = 104.459, p = 0.000 of the measure-
ment models was significant (p < 0.001). The goodness-of-
fit index (GFI) and the Normed Fit Index (NFI), which were 
equal to 0.913 and 0.935, were above the threshold value of 
0.9. The Relative Fit Index (RFI) and the Incremental Fit 
Index (IFI) were assessed, with values of 0.914 and 0.970. 
Both indices were above the threshold value of 0.9.

The Comparative Fit Index (CFI) and the Tucker-Lew-
is Index (TLI) were also assessed, with values of 0.970 
and 0.960, respectively, both the recommended level 
of 0.9, indicating support for the proposed model. The 
Root Mean Square Error of Approximation (RMSEA), 
the Root Mean Square Residual (RMR) and the normed 
χ2 were calculated to test parsimonious fit. The RM-
SEA and RMR values were 0.070 and 0.032, indicating a 
good model fit. Moreover, the normed χ2 (χ2/df = 1.770) 
fell between 1 and 2, further indicating a parsimonious 
fit. Hence, the suggested factorial structure fits properly.

4.3   Hypothesis testing

The conceptual model was examined with structural equa-
tion modeling. The overall fit measures of the full model 
in the SEM indicated that the fit of the model was accept-
able. The indices of fit for the first development conceptu-
al model were: χ2(61) = 105.978 (p = 0.000), GFI = 0.911, 
CFI = 0.970, TLI = 0.962, RFI = 0.915, IFI = 0.971, NFI 
= 0.934, RMR = 0.034, RMSEA = 0.069, χ2/df = 1.737. 
Then an improved final conceptual model was developed 
that allowed statistically significant correlation between er-
rors for indicators of one construct: perceived adequacy of 
information about the coverage of insurance services (be-
tween PR4- Management can be set as an example to other 
insurance companies and PR5- Successful management of 
the insurance company; between PC1- The insurance cover-
age is clearly and exactly evident from the insurance policy 
and PC2- The insurance company provides me with detailed 
information about the insurance coverage.). The indices of 
fit for the improved final conceptual model were: χ2(59) = 
84.033 (p = 0.018), GFI = 0.929, CFI = 0.984, TLI = 0.978,

Table 3: Summary statistics for one-factor and multi-factor 
models
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Figure 2: Standardized path estimates
Remarks: PI1 – PI3:  indicators of perceived innovation of insurance company, PR1 – PR5: indicators of perceived reputation of in-
surance company, PP1 – PP2: indicators of perceived adequacy of premium of insurance services, PC1 – PC3: indicators of perceived 
adequacy of information about the coverage of insurance services; Global fit indices: χ2(59) = 84.033 (p = 0.018), GFI = 0.929, CFI = 
0.984, TLI = 0.978, RFI = 0.931, IFI = 0.984, NFI = 0.947, RMR = 0.031, RMSEA = 0.052, χ2/df = 1.424.

RFI = 0.931, IFI = 0.984, NFI = 0.947, RMR = 0.031, RM-
SEA = 0.052, χ2/df = 1.424. The improved final conceptual 
model is presented in Figure 2.

As predicted by H1, perceived innovation of insurance 
company was a significant and positive predictor of reputa-
tion of insurance company (γ1 = 0.813; t = 9.700; p < 0.001). 
Perceived innovation of insurance company had positive and 
strong influence on perceived reputation of insurance com-
pany. Hypothesis H2 predicted that perceived reputation of 
insurance company was positively related to perceived ade-
quacy of premium of insurance services. The results show 
that the perceived reputation of insurance company was in-
deed significantly positive, and strongly related to perceived 
adequacy of premium of insurance services (β1 = 0.718; t = 
7.234; p < 0.001). The findings supported hypothesis H2. As 
hypothesis H3 predicted, perceived reputation of insurance 
company is significantly related to perceived adequacy of 
information about the coverage of insurance services. Per-
ceived reputation of insurance company had positive and 
significant influence on perceived adequacy of information 
about the coverage of insurance services (β2 = 0.273; t = 
2.511; p < 0.010).

The findings therefore supported hypothesis H3. The 
findings of the model testing also support H4 (β3 = 0.696; 
t = 5.493; p < 0.001) and therefore confirm that perceived 
adequacy of premium of insurance services have positive 
and significant influence on perceived adequacy of informa-
tion about the coverage of insurance services. The highest 

standardized path coefficient was observed between the per-
ceived innovation and the perceived reputation of insurance 
company, between the perceived reputation of insurance 
company and the perceived insurance premium of insurance 
services, and finally, between the perceived insurance pre-
mium and the perceived insurance coverage of insurance 
services. Therefore, H1, H2, H3 and H4 are all supported in 
this study. Table 4 shows the results of the structural model 
in this study.

5   Discussion 

The purpose of the study is to consider the quality of insur-
ance services. We tested the effect of perceived innovation 
by the insurance company on its perceived reputation of, the 
impact of this perceived reputation on the perceived adequa-
cy of information about the coverage of insurance services, 
and the impact of the perceived adequacy of the insurance 
premium on the perceived adequacy of information about 
the coverage of insurance service.

The aforementioned relations were then combined into a 
conceptual research model. In the course of our research, we 
have found that the relations between components of statis-
tical significance suggest that components of the organiza-
tion have a significant impact on the components of services 
provided by the market and users’ perception of them. The 
results of the survey suggest that there is a strong positive
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Structural relationship
Standardized 

regression 
coefficient

Standard 
error t-value Significance Results

H1: Perceived innovation of insurance 
company → perceived reputation of 

insurance company
γ1 = 0.813 0.070 9.700 p < 0.001 H1 is 

supported

H2: Perceived reputation of insurance 
company → perceived adequacy of 

premium of insurance service
β1 = 0.718 0.087 7.234 p < 0.001 H2 is 

supported

H3: Perceived reputation of insurance 
company → perceived adequacy of 
information about the coverage of 

insurance service

β2 = 0.273 0.122 2.511 p < 0.010 H3 is 
supported

H4: Perceived adequacy of premium 
of insurance service → perceived 
adequacy of information about the 

coverage of insurance service

β3 = 0.696 0.163 5.493 p < 0.001 H4 is 
supported

Table 4: Estimated effects within the causal model

correlation between perceived innovations and the per-
ceived reputation of the insurance company, which means 
that the more perceived innovation there is, the more likely 
it is that the insurance company will have a positive repu-
tation. This finding is in line with the theoretical assump-
tions of researchers who deal with the relationship between 
innovation and organizational reputation (Vincente, 2009;
Leforet, 2011; Simpson et al., 2006).

In the study we conclude that the components of the or-
ganization are reflected in the perception of service quali-
ty. The relationship between organizational components 
and services are significantly associated. With regard to the 
link between perceived reputation, adequacy of premium, 
and adequacy of information about coverage, the research 
shows a positive correlation. When the consumer’s percep-
tion of retailer reputation turns more favorable, his percep-
tion of merchandise value and quality will be enhanced as 
well, and as a result, shoppers will exhibit higher intentions 
to increased demand to purchase merchandise in question.

A survey by Ou and Abratt (2006) indicates that the pre-
vious statement is not true, however. Other researchers have 
found that perceived quality has a significant impact on per-
ceived reputation (Gatti et al., 2012). Despite these differ-
ing points of view, our study shows that there is a positive 
correlation between perceived reputation and perceived ade-
quacy of information.We find that the better reputation an in-
surance company has, the higher the perceived adequacy of 
premiums will be. We also find that the better the reputation 
of the insurance company, the more favorable the perception 
of information about coverage is likely to be. However, the 
link between perceived reputation and perceived adequacy 
of premiums is stronger, compared with perceived adequa-
cy of information about the coverage of insurance services.

Despite the abundance of research with regard to the im-

pact of prices on quality (Sweeney et al., 1999; Oh, 2003), we 
have found that if the insurance premium is detected as pos-
itive, this has significant impact on the perceived coverage. 
This attitude is reflected in the importance of both compo-
nents for users, since Šebjan (2013) finds a significant impact 
on insurance premiums and additional insurance coverage.

Based on the results of our study, we conclude that the 
higher the perceived adequacy of premiums is, the high-
er the perceived adequacy of information about cover-
age will be. This indicates that within organizations that 
invest in innovation, the investments are reflected in the 
reputation of the organization, which in turn has an effect 
on the perception of service and service quality, as well as 
the adequacy of information about service components.

Based on our survey, insurance company managers 
will be able to better understand quality of service. Man-
agers should have a comprehensive and systemic ap-
proach to their presence on the insurance market through 
the creation and promulgation of high-quality insurance 
services. It is not enough to focus on the service compo-
nents exclusively; the components of the organization 
must also be addressed. By using an innovative approach 
in the form of new benefits for users, insurance compa-
nies can create a long-term positive reputation on the mar-
ket, which may in turn be the basis for improved user per-
ception of insurance premiums and insurance coverage.

6   Limitations and future research op-
portunities

The present study is limited to the insurance sector and 
insurance services offered by insurance companies on the 
Slovenian market. In developing and designing a conceptual 
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model we limited ourselves to four constructs, namely: per-
ceived innovation, perceived reputation, adequacy of premi-
ums, and perceived adequacy of information about service
coverage. In the context of the conceptual model, we have 
analyzed the links among these constructs. The sample was 
limited to 200 users of insurance services. On the basis of 
these limitations, sample size could be increased to include 
users in other countries. In this way, conceptual models 
could be compared in order to explain any variations in the 
relationship among the constructs in question.

The conceptual model could be verified for the banking 
sector also, which increasingly includes insurance services 
in its assortment. The conceptual model could also be ex-
panded to include demographic variables (age, gender, status 
etc.) or other variables, such as level of user loyalty to the 
organization. As the method of obtaining data plays an im-
portant role in research, two methods of inquiry might be 
employed: the personal questionnaire and the online ques-
tionnaire. Based on these two samples conceptual models 
could be compared according to the method of data collec-
tion. Other constructs might also be included in the concep-
tual model, such as perceived social responsibility.

7   Conclusion

Since users are highly responsive to economic changes in the 
insurance market, there is good reason to study the behav-
ior of users of insurance services. In this paper we therefore 
present a conceptual model of some aspects of customer-per-
ceived components of insurance service quality. The model 
consists of four components, namely perception of innova-
tion, reputation, adequacy of premiums, and adequacy of 
information about coverage.

In this study we have tried to contribute to the clarifi-
cation of the relationship between the components of the 
organization and the services in the insurance sector. The 
reputation of the insurance company has a significant impact 
on the user’s perception of insurance premiums and insur-
ance coverage, and both are important factors in choosing 
particular insurance services (Šebjan and Bastič, 2013). In 
this study we have also developed a measurement scale for 
perceived adequacy of coverage with three indicators, and 
we have dealt with the perceived adequacy of the premium 
for insurance services.

Another original contribution of this article is its high-
lighting of the relationship among perceived organizational 
reputation, perceived adequacy of premiums, and perceived 
adequacy of coverage. We have shown that insurers must 
constantly strive to build their reputation on the market be-
cause the reputation of the insurance company has a signifi-
cant impact on the customer’s perception of the adequacy of 
coverage and of the adequacy of the premium of insurance 
services. Quality is gained through innovation, which is the 
basis for competitiveness that is built on the company’s strat-
egies (Mulej, 2000).
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