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Prologue: Branding Is Not
Rocket Science

Although the challenges in branding can be immense and difficult, branding is not necessarily rocket
science. I should know. I am not a rocket scientist—but my dad was. He was a physicist in the Air Force
for 20 years, working on various rocket fuels. Always interested in what I did, he once asked what the
book was all about. I explained the concept of brand equity and how the book addressed how to build,
measure, and manage it. He listened, paused, and remarked, “That’s very interesting but, uh, that’s not
exactly rocket science.”

He’s right. Branding is not rocket science. In fact, it is an art and a science. There’s always a
creativity and originality component involved with marketing. Even if someone were to follow all the
guidelines in this book—and all the guidelines were properly specified—the success or failure of a brand
strategy would still depend largely on how, exactly, this strategy would be implemented.

Nevertheless, good marketing is all about improving the odds for success. My hope is that this book
adds to the scientific aspect of branding, illuminating the subject and providing guidance to those who
make brand-related decisions.
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Preface

Let me answer a few questions as to what this book is about, how it’s different from other books about
branding, what’s new with this fourth edition, who should read it, how it’s organized, and how you can
get the most out of it.

WHAT IS THE BOOK ABOUT?

This book deals with brands—why they are important, what they represent to consumers, and what firms
should do to manage them properly. As many business executives correctly recognize, perhaps one of
the most valuable assets a firm has are the brands it has invested in and developed over time. Although
competitors can often duplicate manufacturing processes and factory designs, it’s not so easy to reproduce
strongly held beliefs and attitudes established in the minds of consumers. The difficulty and expense of
introducing new products, however, puts more pressure than ever on firms to skillfully launch their new
products as well as manage their existing brands.

Although brands may represent invaluable intangible assets, creating and nurturing a strong brand
poses considerable challenges. Fortunately, the concept of brand equity—the main focus of this book—
can provide marketers with valuable perspective and a common denominator to interpret the potential
effects and trade-offs of various strategies and tactics for their brands. Think of brand equity as the
marketing effects uniquely attributable to the brand. In a practical sense, brand equity is the added value
a product accrues as a result of past investments in the marketing activity for the brand. It’s the bridge
between what happened to the brand in the past and what should happen to it in the future.

The chief purpose of this book is to provide a comprehensive and up-to-date treatment of the sub-
jects of brands, brand equity, and strategic brand management—the design and implementation of mar-
keting programs and activities to build, measure, and manage brand equity. One of the book’s important
goals is to provide managers with concepts and techniques to improve the long-term profitability of their
brand strategies. We’ll incorporate current thinking and developments on these topics from both academ-
ics and industry participants, and combine a comprehensive theoretical foundation with enough practical
insights to assist managers in their day-to-day and long-term brand decisions. And we’ll draw on illus-
trative examples and case studies of brands marketed in the United States, India, and all over the world.

Specifically, we’ll provide insights into how to create profitable brand strategies by building, mea-
suring, and managing brand equity. We address three important questions:

1. How can we create brand equity?
2. How can we measure brand equity?
3. How can we sustain brand equity to expand business opportunities?

Readers will learn:

e The role of brands, the concept of brand equity, and the advantages of creating strong brands

e The three main ways to build brand equity by properly choosing brand elements, designing market-
ing programs and activities, and leveraging secondary associations

 Different approaches to measuring brand equity, and how to implement a brand equity measurement
system
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* Alternative branding strategies and how to design a brand architecture strategy and devise brand
hierarchies and brand portfolios

* The role of corporate brands, family brands, individual brands, modifiers, and how to combine them into
sub-brands

* How to adjust branding strategies over time and across geographic boundaries to maximize brand
equity

WHAT'S DIFFERENT ABOUT THIS BOOK?

My objective in writing this book was to satisfy three key criteria by which any marketing text should
be judged:

* Depth: The material in the book had to be presented in the context of conceptual frameworks that
were comprehensive, internally consistent and cohesive, and well grounded in the academic and
practitioner literature.

* Breadth: The book had to cover all those topics that practicing managers and students of brand
management found intriguing and/or important.

* Relevance: Finally, the book had to be well grounded in practice and easily related to past and pres-
ent marketing activities, events, and case studies.

Although a number of excellent books have been written about brands, no book has really maximized
those three dimensions to the greatest possible extent. This book sets out to fill that gap by accomplish-
ing three things.

First, we develop our main framework that provides a definition of brand equity, identifies sources and
outcomes of brand equity, and provides tactical guidelines about how to build, measure, and manage brand
equity. Recognizing the general importance of consumers and customers to marketing—understanding and
satisfying their needs and wants—this broad framework approaches branding from the perspective of the
consumer; it is called customer-based brand equity. We then introduce a number of more specific frameworks
to provide more detailed guidance.

Second, besides these broad, fundamentally important branding topics, for completeness, numer-
ous Science of Branding boxes provide in-depth treatment of cutting-edge ideas and concepts, and each
chapter contains a Brand Focus appendix that delves into detail on specific, related branding topics, such
as brand audits, legal issues, brand crises, and private labels.

Finally, to maximize relevance, numerous in-text examples illuminate the discussion of virtually every
topic, and a series of Branding Brief boxes provide more in-depth examinations of selected topics or brands.

Thus, this book can help readers understand the important issues in planning and evaluating brand
strategies, as well as providing appropriate concepts, theories, and other tools to make better branding
decisions. We identify successful and unsuccessful brand marketers—and why they have been so—to
offer readers a greater appreciation of the range of issues in branding, as well as a means to organize their
own thoughts about those issues.

WHO SHOULD READ THE BOOK?

A wide range of people can benefit from reading this book:

* Students interested in increasing both their understanding of basic branding principles and their
exposure to classic and contemporary branding applications and case studies

e Managers and analysts concerned with the effects of their day-to-day marketing decisions on brand
performance

* Senior executives concerned with the longer-term prosperity of their brand franchises and product
or service portfolios

e All marketers interested in new ideas with implications for marketing strategies and tactics



The perspective we adopt is relevant to any type of organization (public or private, large or small), and
the examples cover a wide range of industries and geographies. To illuminate branding concepts across
different settings, we review specific applications to online, industrial, high-tech, service, retailer, and
small business in Chapters 1 and 15.

HOW IS THE BOOK ORGANIZED?

The book is divided into six major parts, adhering to the “three-exposure opportunity” approach to learn-
ing new material. Part I introduces branding concepts; Parts II, III, IV, and V provide all the specific de-
tails of those concepts; and Part VI summarizes and applies the concepts in various contexts. The specific
chapters for each part and their contents are as follows.

Part I sets the stage by providing the “big picture” of what strategic brand management is all
about and provides a blueprint for the rest of the book. The goal is to provide a sense for the content
and context of strategic brand management by identifying key branding decisions and suggesting some
of the important considerations for those decisions. Specifically, Chapter 1 introduces some basic no-
tions about brands, and the role they’ve played and continue to play in marketing strategies. It defines
what a brand is, why brands matter, and how anything can be branded, and provides an overview of the
strategic brand management process.

Part IT addresses the topic of brand equity and introduces three models critical for brand planning.
Chapter 2 introduces the concept of customer-based brand equity, outlines the customer-based brand eq-
uity framework, and provides detailed guidelines for the critically important topic of brand positioning.
Chapter 3 describes the brand resonance and brand value chain models that assist marketers in develop-
ing profitable marketing programs for their brand and creating much customer loyalty.

Part III examines the three major ways to build customer-based brand equity, taking a single prod-
uct—single brand perspective. Chapter 4 addresses the first way to build customer-based brand equity and
how to choose brand elements (brand names, logos, symbols, slogans), and the role they play in con-
tributing to brand equity. Chapters 5 and 6 outline the second way to build brand equity and how to op-
timize the marketing mix to create customer-based brand equity. Chapter 5 covers product, pricing, and
distribution strategies; Chapter 6 is devoted to creating integrated marketing communication programs
to build brand equity. Although most readers are probably familiar with these “4 P’s” of marketing, it’s
illuminating to consider them from the standpoint of brand equity and the effects of brand knowledge on
consumer response to marketing mix activity and vice versa. Finally, Chapter 7 examines the third major
way to build brand equity—by leveraging secondary associations from other entities like a company,
geographical region, person, or other brand.

Part IV looks at how to measure customer-based brand equity. These chapters take a detailed look at
what consumers know about brands, what marketers want them to know, and how marketers can develop
measurement procedures to assess how well they’re doing. Chapter 8 provides a big-picture perspective
of these topics, specifically examining how to develop and implement an efficient and effective brand
equity measurement system. Chapter 9 examines approaches to measuring customers’ brand knowl-
edge structures, in order to identify and quantify potential sources of brand equity. Chapter 10 looks at
measuring potential outcomes of brand equity in terms of the major benefits a firm accrues from these
sources of brand equity as well as how to measure the overall value of a brand.

Part V addresses how to manage brand equity, taking a broader, multiple product-multiple brand
perspective as well as a longer-term, multiple-market view of brands. Chapter 11 considers issues re-
lated to brand architecture strategies—which brand elements a firm chooses to apply across its various
products—and how to maximize brand equity across all the different brands and products that a firm
might sell. It also describes two important tools to help formulate branding strategies—brand portfo-
lios and the brand hierarchies. Chapter 12 outlines the pros and cons of brand extensions and develops
guidelines for introducing and naming new products and brand extensions. Chapter 13 considers how
to reinforce, revitalize, and retire brands, examining a number of specific topics in managing brands

PREFACE
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over time. Chapter 14 examines the implications of differences in consumer behavior and different
types of market segments for managing brand equity. We pay particular attention to international is-
sues and global branding strategies.

Finally, Part VI considers some implications and applications of the customer-based brand eq-
uity framework. Chapter 15 highlights managerial guidelines and key themes that emerged in earlier
chapters of the book. This chapter also summarizes success factors for branding and applies the
customer-based brand equity framework to address specific strategic brand management issues for
different types of products (online, industrial goods, high-tech products, services, retailers, and small
businesses).

REVISION STRATEGY FOR FOURTH EDITION

The overarching goal of the revision of Strategic Brand Management was to preserve the aspects of
the text that worked well, but to improve it as much as possible by updating and adding new material
as needed. We deliberately avoided change for change’s sake. Our driving concern was to create the
best possible textbook for readers willing to invest their time and energy at mastering the subject
of branding.

We retained the customer-based brand equity framework that was the centerpiece of the third edi-
tion, and the three dimensions of depth, breadth, and relevance. Given all the academic research progress
that has been made in recent years, however, as well as all the new market developments and events, the
book required—and got—some important updates.

1. New and updated Branding Briefs and in-text examples: Many new Branding Briefs and numerous
in-text (global and Indian) examples have been added. The goal was to blend classic and contempo-
rary examples, so many still-relevant and illuminating examples remain.

2. Additional academic references: As noted, the branding area continues to receive concerted aca-
demic research attention. Accordingly, each chapter incorporates new references and sources for
additional study.

3. Tighter chapters: Chapters have been trimmed and large boxed material carefully screened to pro-
vide a snappier, more concise read.

4. Stronger visuals: The text includes numerous engaging photos and graphics. These visuals highlight
many of the important and interesting concepts and examples from the chapters. Print ads from vari-
ous Indian companies, such as TCS, ITC, Taj Hotels, and Marico, have been incorporated to illustrate
case studies and examples.

In terms of content, the book continues to incorporate material to address the changing technological,
cultural, global, and economic environment that brands face. Some of the specific new topics reviewed
in depth in the fourth edition include:

» Marketing in a recession e Brand communities

* Luxury branding * Brand characters

* Brand personas * Brand makeovers

* Shopper marketing e Person branding

* Social currency * Brand potential

* Brand extension scorecard e Culture and branding

* Brand flashbacks * Future brand priorities



Some of the many brands and companies receiving greater attention include:

* Converse e L’Oréal * X Games

e Jet Airways * CEAT Tyres * Liz Claiborne
* Taj Hotels * MTV » Gatorade

* HBO * Macy’s * Crosswords
 Tupperware * Johnnie Walker * Chobani

* Groupon * Old Spice * Kindle

* Blue Moon * Dabur  Coldplay

* Netflix * Subway * Febreze

e Tata Motors * Vodafone * Oreo

* Boloco * Ford Fiesta * Blue Dart

Some of the more major chapter changes from the third edition include the following:

e Chapters 2 and 3 have been reorganized and updated to show how the brand positioning, brand
resonance, and brand value chain models are linked, providing a comprehensive set of tools to help
readers understand how brand equity can be created and tracked.

e Chapter 6 has been reorganized and updated around four major marketing communication options:
(1) Advertising and promotion; (2) Interactive marketing; (3) Events and experiences; and (4) Mo-
bile marketing. Guidelines and examples are provided for each of the four options. Special attention
is paid to the role of social media.

e Chapters 9 and 10 have been updated to include much new material on industry models of brand
equity and financial and valuation perspectives on branding.

e Chapters 11 and 12 have been reorganized and updated to provide an in-depth three-step model of
how to develop a brand architecture strategy. As part of these changes, a detailed brand extension
scorecard is presented.

e Chapter 14 has been updated to include much new material on developing markets.

e Chapter 15 has been updated to include much new material on future brand priorities.

HOW CAN YOU GET THE MOST OUT OF THE BOOK?

Branding is a fascinating topic that receives much attention in the popular press. The ideas presented
in the book will help you interpret current branding developments. One good way to better understand
branding and the customer-based brand equity framework is to apply the concepts and ideas presented in
the book to current events, or to any of the more detailed branding issues or case studies presented in the
Branding Briefs. The Discussion Questions at the end of the chapters often ask you to pick a brand and
apply one or more concepts from that chapter. Focusing on one brand across all the questions—perhaps
as part of a class project—permits some cumulative and integrated learning and is an excellent way to
become more comfortable with and fluent in the material in the book.

This book truly belongs to you, the reader. Like most marketing, branding doesn’t offer “right” or
“wrong” answers, and you should question things you don’t understand or don’t believe. The book is de-
signed to facilitate your understanding of strategic brand management and present some “best practice”
guidelines. At the end of the day, however, what you get out of it will be what you put into it, and how
you blend the ideas contained in these pages with what you already know or believe.

FACULTY RESOURCES

Instructors can access a variety of print, media, and presentation resources through www.pearsoned.
co.in/kevinlanekeller.
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PART I OPENING PERSPECTIVES

Brands and Brand
Management

Learning Objectives

After reading this chapter, you should be able to

1. Define “brand,” state how brand differs from a
product, and explain what brand equity is.

2. Summarize why brands are important.
Explain how branding applies to virtually everything.

4. Describe the main branding challenges and
opportunities.

5. ldentify the steps in the strategic brand
management process.

A brand can be a person, place, firm, or organization

Sources: Daboo Ratnani; Damian P. Gadal/Alamy; somchaij/Shutterstock; Jason Lindsey/Alamy; Taj Hotels
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Preview

Ever more firms and other organizations have come to the realization that one of their most valuable
assets is the brand names associated with their products or services. In our increasingly complex world,
all of us, as individuals and as business managers, face more choices with less time to make them. Thus
a strong brand’s ability to simplify decision making, reduce risk, and set expectations is invaluable.
Creating strong brands that deliver on that promise, and maintaining and enhancing the strength of those
brands over time, is a management imperative.

This text will help you reach a deeper understanding of how to achieve those branding goals. Its
basic objectives are

1. To explore the important issues in planning, implementing, and evaluating brand strategies.
2. To provide appropriate concepts, theories, models, and other tools to make better branding decisions.

We place particular emphasis on understanding psychological principles at the individual or organiza-
tional level in order to make better decisions about brands. Our objective is to be relevant for any type
of organization regardless of its size, nature of business, or profit orientation.'

With these goals in mind, this first chapter defines what a brand is. We consider the functions of a
brand from the perspective of both consumers and firms and discuss why brands are important to both.
We look at what can and cannot be branded and identify some strong brands. The chapter concludes
with an introduction to the concept of brand equity and the strategic brand management process. Brand
Focus 1.0 at the end of the chapter traces some of the historical origins of branding.

WHAT IS A BRAND?

Branding has been around for centuries as a means to distinguish the goods of one producer from those
of another. In fact, the word brand is derived from the Old Norse word brandr, which means “to burn,”
as brands were and still are the means by which owners of livestock mark their animals to identify them.?

According to the American Marketing Association (AMA), a brand is a “name, term, sign, symbol,
or design, or a combination of them, intended to identify the goods and services of one seller or group
of sellers and to differentiate them from those of competition.” Technically speaking, then, whenever a
marketer creates a new name, logo, or symbol for a new product, he or she has created a brand.

In fact, however, many practicing managers refer to a brand as more than that—as something that
has actually created a certain amount of awareness, reputation, prominence, and so on in the market-
place. Thus we can make a distinction between the AMA definition of a “brand” with a small » and the
industry’s concept of a “Brand” with a big B. The difference is important for us because disagreements
about branding principles or guidelines often revolve around what we mean by the term.

Brand Elements

Thus, the key to creating a brand, according to the AMA definition, is to be able to choose a name, logo,
symbol, package design, or other characteristic that identifies a product and distinguishes it from others.
These different components of a brand that identify and differentiate it are brand elements. We’ll see in
Chapter 4 that brand elements come in many different forms.

For example, consider the variety of brand name strategies. Some companies, like General Electric
and Samsung, use their names for essentially all their products. Other manufacturers assign new prod-
ucts individual brand names that are unrelated to the company name, like Procter & Gamble’s Tide,
Pampers, and Pantene product brands. Retailers create their own brands based on their store name or
some other means; for example, Macy’s has its own Alfani, INC, Charter Club, and Club Room brands.

Brand names themselves come in many different forms.? There are brand names based on people’s
names, like Estée Lauder cosmetics, Porsche automobiles, and Orville Redenbacher popcorn; names
based on places, like Sante Fe cologne, Chevrolet Tahoe SUV, and British Airways; and names based
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on animals or birds, like Mustang automobiles, Dove soap, and Greyhound buses. In the category of
“other,” we find Apple computers, Shell gasoline, and Carnation evaporated milk.

Some brand names use words with inherent product meaning, like Lean Cuisine, Ocean Spray
100% Juice Blends, and Ticketron, or suggesting important attributes or benefits, like DieHard auto
batteries, Mop & Glo floor cleaner, and Beautyrest mattresses. Other names are made up and include
prefixes and suffixes that sound scientific, natural, or prestigious, like Lexus automobiles, Pentium mi-
croprocessors, and Visteon auto supplies.

Not just names but other brand elements like logos and symbols also can be based on people,
places, things, and abstract images. In creating a brand, marketers have many choices about the number
and nature of the brand elements they use to identify their products.

Brands versus Products

How do we contrast a brand and a product? A product is anything we can offer to a market for attention,
acquisition, use, or consumption that might satisfy a need or want. Thus, a product may be a physical
good like a cereal, tennis racquet, or automobile; a service such as an airline, bank, or insurance com-
pany; a retail outlet like a department store, specialty store, or supermarket; a person such as a political
figure, entertainer, or professional athlete; an organization like a nonprofit, trade organization, or arts
group; a place including a city, state, or country; or even an idea like a political or social cause. This
very broad definition of product is the one we adopt in the book. We’ll discuss the role of brands in
some of these different categories in more detail later in this chapter and in Chapter 15.
We can define five levels of meaning for a product:*

1. The core benefit level is the fundamental need or want that consumers satisfy by consuming the
product or service.

2. The generic product level is a basic version of the product containing only those attributes or charac-
teristics absolutely necessary for its functioning but with no distinguishing features. This is basically
a stripped-down, no-frills version of the product that adequately performs the product function.

3. The expected product level is a set of attributes or characteristics that buyers normally expect and
agree to when they purchase a product.

4. The augmented product level includes additional product attributes, benefits, or related services
that distinguish the product from competitors.

5. The potential product level includes all the augmentations and transformations that a product
might ultimately undergo in the future.

Figure 1-1 illustrates these different levels in the context of an air conditioner. In many markets
most competition takes place at the product augmentation level, because most firms can successfully
build satisfactory products at the expected product level. Harvard’s Ted Levitt argued that “the new
competition is not between what companies produce in their factories but between what they add to
their factory output in the form of packaging, services, advertising, customer advice, financing, deliv-
ery arrangements, warehousing, and other things that people value.”

A brand is therefore more than a product, because it can have dimensions that differentiate it in
some way from other products designed to satisfy the same need. These differences may be rational and
tangible—related to product performance of the brand—or more symbolic, emotional, and intangible—
related to what the brand represents.

Extending our previous example, a branded product may be a physical good like Kellogg’s Corn
Flakes cereal, Prince tennis racquets, or Ford Mustang automobiles; a service such as Delta Airlines,
Bank of America, or Allstate insurance; a store like Bloomingdale’s department store, Body Shop spe-
cialty store, or Safeway supermarket; a person such as Warren Buffett, Mariah Carey, or Shahrukh
Khan; a place like the city of London, state of California, or country of Australia; an organization such
as the Red Cross, American Automobile Association, or the Rolling Stones; or an idea like corporate
responsibility, free trade, or freedom of speech.

3
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Level Air Conditioner
1. Core Benefit Cooling and comfort.
2. Generic Product Sufficient cooling capacity (Btu per hour),

an acceptable energy efficiency rating,
adequate air intakes and exhausts, and
SO on.

3. Expected Product Consumer Reports states that for a typical large
air conditioner, consumers should expect at least
two cooling speeds, expandable plastic side panels,
adjustable louvers, removable air filter, vent for
exhausting air, environmentally friendly R-410A
refrigerant, power cord at least 60 inches long,
one year parts-and-labor warranty on the entire
unit, and a five-year parts-and-labor warranty on
the refrigeration system.

4. Augmented Product Optional features might include electric touch-pad
controls, a display to show indoor and outdoor
temperatures and the thermostat setting, an
automatic mode to adjust fan speed based on the
thermostat setting and room temperature, a
toll-free 800 number for customer service, and so on.

FIGURE 1-1 5. Potential Product Silently running, completely balanced throughout

Examples of Different the room, and completely energy self-sufficient.

Product Levels

Some brands create competitive advantages with product performance. For example, brands such
as Gillette, Merck, and others have been leaders in their product categories for decades, due, in part,
to continual innovation. Steady investments in research and development have produced leading-edge
products, and sophisticated mass marketing practices have ensured rapid adoption of new technologies
in the consumer market. A number of media organizations rank firms on their ability to innovate.
Figure 1-2 lists five Indian companies that showed up on Forbes’ most innovative companies list.

Other brands create competitive advantages through non-product-related means. For exam-
ple, Coca-Cola, Chanel No. 5, and others have been leaders in their product categories for decades
by understanding consumer motivations and desires and creating relevant and appealing images

Company Rank
FIGURE 1-2 1. Hind Unil 14
Five Indian Firms - Hindustan Unilever
Among Forbes” Most 2. Tata Consultancy Services 57
Innovative Companies
Sources: http://timesofindia. 3. Larsen & Toubro 58
indiatimes.com/business/ .
india-business/5-Indian- 4.Sun Pharma Industries 65
firms-among-Forbes-most- L.
innovative-companies/ 5.Bajaj Auto %6

articleshow/40568633.cms
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surrounding their products. Often these intangible image associations may be the only way to distin-

guish different brands in a product category.

Brands, especially strong ones, carry a number of different types of associations, and marketers must
account for all of them in making marketing decisions. The marketers behind some brands have learned
this lesson the hard way. Branding Brief 1-1 describes the problems Coca-Cola encountered in the intro-
duction of “New Coke” when it failed to account for all the different aspects of the Coca-Cola brand image.

Coca-Cola’s Branding Lesson

One of the classic marketing mistakes occurred in April 1985
when Coca-Cola replaced its flagship cola brand with a new
formula. The motivation behind the change was primarily a
competitive one. Pepsi-Cola’s “Pepsi Challenge” promotion had
posed a strong challenge to Coke’s supremacy over the cola
market. Starting initially just in Texas, the promotion involved
advertising and in-store sampling showcasing consumer blind
taste tests between Coca-Cola and Pepsi-Cola. Invariably, Pepsi
won these tests. Fearful that the promotion, if expanded na-
tionally, could take a big bite out of Coca-Cola’s sales, especially
among younger cola drinkers, Coca-Cola felt compelled to act.

Coca-Cola’s strategy was to change the formulation
of Coke to more closely match the slightly sweeter taste of
Pepsi. To arrive at a new formulation, Coke conducted taste
tests with an astounding number of consumers—190,000!
The findings from this research clearly indicated that consum-
ers “overwhelmingly” preferred the taste of the new formu-
lation to the old one. Brimming with confidence, Coca-Cola
announced the formulation change with much fanfare.

Consumer reaction was swift but, unfortunately for Coca-
Cola, negative. In Seattle, retired real estate investor Gay Mul-
lins founded the “Old Cola Drinkers of America” and set up
a hotline for angry consumers. A Beverly Hills wine merchant
bought 500 cases of “Vintage Coke"” and sold them at a pre-
mium. Meanwhile, back at Coca-Cola headquarters, roughly
1,500 calls a day and literally truckloads of mail poured in, vir-
tually all condemning the company’s actions. Finally, after sev-
eral months of slumping sales, Coca-Cola announced that the
old formulation would return as “Coca-Cola Classic” and join
“New" Coke in the marketplace (see the accompanying photo).

The New Coke debacle taught Coca-Cola a very important,
albeit painful and public, lesson about its brand. Coke clearly is
not just seen as a beverage or thirst-quenching refreshment by
consumers. Rather, it seems to be viewed as more of an Ameri-
can icon, and much of its appeal lies not only in its ingredients
but also in what it represents in terms of Americana, nostalgia,
and its heritage and relationship with consumers. Coke’s brand
image certainly has emotional components, and consumers
have a great deal of strong feelings for the brand.

The epic failure of New Coke taught Coca-Cola a valuable
lesson about branding.

Source: Al Freni/Time & Life Pictures/Getty Images

Although Coca-Cola made a number of other mistakes in
introducing New Coke (both its advertising and its packaging
probably failed to clearly differentiate the brand and communi-
cate its sweeter quality), its biggest slip was losing sight of what
the brand meant to consumers in its totality. The psychological
response to a brand can be as important as the physiological
response to the product. At the same time, American consum-
ers also learned a lesson—just how much the Coke brand really
meant to them. As a result of Coke’s marketing fiasco, it is doubt-
ful that either side will take the other for granted from now on.

Sources: Patricia Winters, “For New Coke, ‘What Price Success?’”
Advertising Age, 20 March 1989, S1-S2; Jeremiah McWilliams,
“Twenty-Five Years Since Coca-Cola’s Big Blunder,” Atlanta Business
News, 26 April 2010; Abbey Klaassen, “New Coke: One of Market-
ing’s Biggest Blunders Turns 25,” 23 April 2010, www.adage.com.
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Not only are there many different types of associations to link to the brand, but there are many differ-
ent means to create them—the entire marketing program can contribute to consumers’ understanding of the
brand and how they value it as well as other factors outside the control of the marketer.

By creating perceived differences among products through branding and by developing a loyal con-
sumer franchise, marketers create value that can translate to financial profits for the firm. The reality is that
the most valuable assets many firms have may not be tangible ones, such as plants, equipment, and real
estate, but intangible assets such as management skills, marketing, financial and operations expertise, and,
most important, the brands themselves. This value was recognized by John Stuart, CEO of Quaker Oats
from 1922 to 1956, who famously said that in the event of the company splitting up, he would only take
the brand and trademarks. He would have a better chance of succeeding than someone who had all the
plant, property, and equipments.® Let’s see why brands are so valuable.

WHY DO BRANDS MATTER?

An obvious question is, why are brands important? What functions do they perform that make them so
valuable to marketers? We can take a couple of perspectives to uncover the value of brands to both cus-
tomers and firms themselves. Figure 1-3 provides an overview of the different roles that brands play for
these two parties. We’ll talk about consumers first.

Consumers

As with the term product, this book uses the term consumer broadly to encompass all types of custom-
ers, including individuals as well as organizations. To consumers, brands provide important functions.
Brands identify the source or maker of a product and allow consumers to assign responsibility to a
particular manufacturer or distributor. Most important, brands take on special meaning to consumers.
Because of past experiences with the product and its marketing program over the years, consumers find
out which brands satisfy their needs and which ones do not. As a result, brands provide a shorthand
device or means of simplification for their product decisions.’

If consumers recognize a brand and have some knowledge about it, then they do not have to engage
in a lot of additional thought or processing of information to make a product decision. Thus, from an
economic perspective, brands allow consumers to lower the search costs for products both internally (in
terms of how much they have to think) and externally (in terms of how much they have to look around).
Based on what they already know about the brand—its quality, product characteristics, and so forth—
consumers can make assumptions and form reasonable expectations about what they may not know
about the brand.

Consumers

Identification of source of product
Assignment of responsibility to product maker
Risk reducer

Search cost reducer

Promise, bond, or pact with maker of product
Symbolic device

Signal of quality

Manufacturers
Means of identification to simplify handling or tracing
Means of legally protecting unique features
Signal of quality level to satisfied customers
Means of endowing products with unique associations
Source of competitive advantage

FIGURE 1-3 Source of financial returns

Roles That Brands Play
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The meaning imbued in brands can be quite profound, allowing us to think of the relationship be-
tween a brand and the consumer as a type of bond or pact. Consumers offer their trust and loyalty with
the implicit understanding that the brand will behave in certain ways and provide them utility through
consistent product performance and appropriate pricing, promotion, and distribution programs and ac-
tions. To the extent that consumers realize advantages and benefits from purchasing the brand, and as
long as they derive satisfaction from product consumption, they are likely to continue to buy it.

These benefits may not be purely functional in nature. Brands can serve as symbolic devices, al-
lowing consumers to project their self-image. Certain brands are associated with certain types of people
and thus reflect different values or traits. Consuming such products is a means by which consumers can
communicate to others—or even to themselves—the type of person they are or would like to be.?

Some branding experts believe that for some people, certain brands even play a religious role of
sorts and substitute for religious practices and help reinforce self-worth.’ The cultural influence of
brands is profound and much interest has been generated in recent years in understanding the interplay
between consumer culture and brands.'”

Brands can also play a significant role in signaling certain product characteristics to consumers. Re-
searchers have classified products and their associated attributes or benefits into three major categories:
search goods, experience goods, and credence goods.'!

* For search goods like grocery produce, consumers can evaluate product attributes like sturdiness,
size, color, style, design, weight, and ingredient composition by visual inspection.

* For experience goods like automobile tires, consumers cannot assess product attributes like dura-
bility, service quality, safety, and ease of handling or use so easily by inspection, and actual product
trial and experience is necessary.

* For credence goods like insurance coverage, consumers may rarely learn product attributes.

Given the difficulty of assessing and interpreting product attributes and benefits for experience and
credence goods, brands may be particularly important signals of quality and other characteristics to con-
sumers for these types of products.'?

Brands can reduce the risks in product decisions. Consumers may perceive many different types of
risks in buying and consuming a product:'?

* Functional risk: The product does not perform up to expectations.

* Physical risk: The product poses a threat to the physical well-being or health of the user or others.

* Financial risk: The product is not worth the price paid.

* Social risk: The product results in embarrassment from others.

* Psychological risk: The product affects the mental well-being of the user.

* Time risk: The failure of the product results in an opportunity cost of finding another satisfactory
product.

Consumers can certainly handle these risks in a number of ways, but one way is obviously to buy
well-known brands, especially those with which consumers have had favorable past experiences. Thus,
brands can be a very important risk-handling device, especially in business-to-business settings where
risks can sometimes have quite profound implications.

In summary, to consumers, the special meaning that brands take on can change their perceptions
and experiences with a product. The identical product may be evaluated differently depending on the
brand identification or attribution it carries. Brands take on unique, personal meanings to consum-
ers that facilitate their day-to-day activities and enrich their lives. As consumers’ lives become more
complicated, rushed, and time starved, the ability of a brand to simplify decision making and reduce
risk is invaluable.

Firms

Brands also provide a number of valuable functions to their firms.'* Fundamentally, they serve an
identification purpose, to simplify product handling or tracing. Operationally, brands help organize
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inventory and accounting records. A brand also offers the firm legal protection for unique features or
aspects of the product. A brand can retain intellectual property rights, giving legal title to the brand
owner.'> The brand name can be protected through registered trademarks; manufacturing processes
can be protected through patents; and packaging can be protected through copyrights and designs.
These intellectual property rights ensure that the firm can safely invest in the brand and reap the ben-
efits of a valuable asset.

We’ve seen that these investments in the brand can endow a product with unique associations and
meanings that differentiate it from other products. Brands can signal a certain level of quality so that
satisfied buyers can easily choose the product again.'® This brand loyalty provides predictability and
security of demand for the firm and creates barriers of entry that make it difficult for other firms to enter
the market.

Although manufacturing processes and product designs may be easily duplicated, lasting impres-
sions in the minds of individuals and organizations from years of marketing activity and product experi-
ence may not be so easily reproduced. One advantage that brands such as Colgate toothpaste, Cheerios
cereal, and Levi’s jeans have is that consumers have literally grown up with them. In this sense, brand-
ing can be seen as a powerful means to secure a competitive advantage.

In short, to firms, brands represent enormously valuable pieces of legal property, capable of in-
fluencing consumer behavior, being bought and sold, and providing the security of sustained future
revenues.'’ For these reasons, huge sums, often representing large multiples of a brand’s earnings, have
been paid for brands in mergers or acquisitions, starting with the boom years of the mid-1980s. The
merger and acquisition frenzy during this time led Wall Street financiers to seek out undervalued com-
panies from which to make investment or takeover profits. One of the primary undervalued assets of
such firms was their brands, given that they were off-balance-sheet items. Implicit in Wall Street’s inter-
est was a belief that strong brands result in better earnings and profit performance for firms, which, in
turn, creates greater value for shareholders.

The price premium paid for many companies is clearly justified by the opportunity to earn and sus-
tain extra profits from their brands, as well as by the tremendous difficulty and expense of creating simi-
lar brands from scratch. For a typical fast-moving consumer goods company, net tangible assets may be
as little as 10 percent of the total value (see Figure 1-4). Most of the value lies in intangible assets and
goodwill, and as much as 70 percent of intangible assets can be supplied by brands.

Brand Brand Value ($MM) Market Cap ($MM) % of Market Cap
Coca-Cola 70,452 146,730 48%
IBM 64,727 200,290 32%
Microsoft 60,895 226,530 27%
Google 43,557 199,690 22%
General Electric 42,808 228,250 19%
McDonald's 33,578 80,450 42%
FIGURE 14
Brand Value as a Intel 32,015 119,130 27%
Percentage of Market ] &
Capitalization (2010) Nokia 29,495 33,640 88%
Sources: Based on Disney 28,731 81,590 35%

Interbrand. “Best Global
Brands 2010.” Yahoo! Hewlett-Packard 26,867 105,120 26%

Finance, February, 2011.
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CAN ANYTHING BE BRANDED?

Brands clearly provide important benefits to both consumers and firms. An obvious question, then, is,
how are brands created? How do you “brand” a product? Although firms provide the impetus for brand
creation through their marketing programs and other activities, ultimately a brand is something that
resides in the minds of consumers. A brand is a perceptual entity rooted in reality, but it is more than
that—it reflects the perceptions and perhaps even the idiosyncrasies of consumers.

To brand a product it is necessary to teach consumers “who” the product is—by giving it a name and
using other brand elements to help identify it—as well as what the product does and why consumers should
care. In other words, marketers must give consumers a label for the product (‘“here’s how you can identify
the product”) and provide meaning for the brand (“here’s what this particular product can do for you, and
why it’s special and different from other brand name products”).

Branding creates mental structures and helps consumers organize their knowledge about products
and services in a way that clarifies their decision making and, in the process, provides value to the firm.
The key to branding is that consumers perceive differences among brands in a product category. These
differences can be related to attributes or benefits of the product or service itself, or they may be related
to more intangible image considerations.

Whenever and wherever consumers are deciding between alternatives, brands can play an impor-
tant decision-making role. Accordingly, marketers can benefit from branding whenever consumers are
in a choice situation. Given the myriad choices consumers make each and every day—commercial and
otherwise—it is no surprise how pervasive branding has become. Consider these two very diverse ap-
plications of branding:'®

1. Bonnaroo Music and Arts Festival (Bonnaroo means “good times” in Creole), a 100-band jambo-
ree with an eclectic mix of A-list musical stars, has been the top-grossing music festival in North
America for years. Multiple revenue sources are generated through ticket sales (from $250 general
admission to $18,500 luxury packages), 16 profit centers on-site (from concessions and merchan-
dise to paid showers), licensing, media deals, and the Web. With all its success, festival organizers
are exploring expanding the brand’s “curatorial voice” to nonfestival settings such as television
programming and mobile phone apps.

Bonnaroo Music and
Arts Festival has
become a strong brand
by creating a unique
musical experience with
broad appeal.

Source: ZUMA Press/
Newscom
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