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ABSTRACT. The concept of brand equity has received
most attention in the context of fast-moving-consumer-goods
marketing yet the concept is just as, if not more, important to
professional services marketers. This paper explains the
distinct nature of market-based assets, such as brand equity,

in professional service industries.

THE VALUE OF BRAND EQUITY

To a large extent interest in brand equity has been confined to the fast-moving-
consumer-goods context. Indeed, when one thinks brand it is names such as Coca-
Cola, Marlboro, and Dove, which come to mind, rather than great service brand names
such as Young & Rubicam or Dun & Bradstreet. But professional service companies
can also own market-based intangible assets and they are likely to make up a greater
proportion of the firm's asset base than that of manufacturing firms. This paper sets out
to discuss the unique nature of such assets in this context.

The concept of brand equity has been receiving considerable academic and
practitioner attention of late. The rise in interest can be traced to a series of takeovers
and valuations during the late 1980s which recognised the staggering values which

brand names can reach. In 1987 Grand Metropolitan announced that half a billion
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dollars of the sum paid to acquire Heublein was attributable to the asset of the brand
Smirnoff. In 1988, Nestle paid two and a half billion pounds, six times the value of the
net tangible assets of the British company Rowntree, the differential being attributed to
the value of Rowntree's intangible brand assets. Valuations of brand holdings quickly
followed as companies attempted to acknowledge the premiums they had paid in
acquisitions or they attempted to fend off takeover bids by acknowledging brand values
on their balance sheets. In Australia, Elders IXL's 1990 Annual Report included
valuations of the brand names owned by the Carlton group (including Fosters) at
between A$1.05 and A$1.2 billion.

In the United States different laws regarding the inclusion of intangible assets in
financial statements may have made similar public valuations more difficult but they
have not stopped managers recognising the value of brand equity. For example,
Hamish Maxwell, Chairman of Phillip Morris explained that brands were the main

reason behind their $18 billion purchase of Kraft and General Foods:

To be sure, both companies brought with them outstanding
management talent. Their manufacturing and distribution
capabilities were impressive. But it was their brands - the Krafts,
the Jell-Os, Maxwell House and Oscar Mayer that made the deals
so compelling (Maxwell 1990).

Such activity in the financial world stimulated renewed academic and practitioner
interest in brands and their strategic worth as well as their financial worth. There have
been a number of international conferences, journals, and book launches, and brand
equity was ranked at the top of a survey by the Marketing Science Institute to determine
members' opinions on what were the most pressing questions in need of research (Aaker
1991).

THE IMPORTANCE OF MARKET-BASED ASSETS FOR
PROFESSIONAL SERVICES

Any organisation can be considered as a distinct grouping of tangible assets, which
are typically valued and recorded in financial statements, and intangible assets which
typically are not recorded in financial statements. These intangible assets comprise
assets which are internal to the organisation (eg skills, experience, motivation, patents)

and market-based assets such as customer loyalty, brand/corporate image, customer



awareness, secured distribution, and relationships with customers/distributors.
Intangible assets make up the overwhelming majority of the assets of professional
service firms which, unlike manufacturing firms, are unlikely to hold significant
amounts of tangible assets such as machinery, inventories, or property.

Such market-based assets are predominantly discussed in the marketing literature
under the term brand equity; a term which is not entirely appropriate in the professional
service context. The vast amount of literature which uses the terms product and brand
interchangeably has given the word brand strong consumer product connotations. It
also makes less sense to discuss a professional service firm's market-based assets as
relating to specific brands. Professional service companies seldom offer distinct
bundles of service in the way that consumer goods companies do. Nor is the brand
equity of the firm always directly tied to the brand or company name, but rather may
reside partially in names of individual service providers (ie people) within the company.
For these reasons this paper uses the more general and encompassing term market-
based assets to describe all of a firm's intangible assets which are distinct from internal

intangible assets and skills.

Market-based Intangible Assets

...for many of today's corporations their most valuable assets are not
tangible assets but intangible assets, especially brands (Penrose &
Moorhouse 1989)

Sustainable competitive advantage results from the possession of
relevant capability differentials. The feedstock of these differentials is
intangible resources (Hall 1992).

There is an increasing emphasis being placed in the marketing and strategic
management literature on the role of intangible assets in underlying competitive
advantage (see Aaker 1991, Amit and Schoemaker 1993, Hall 1992, Itami and Roehl
1987, Peteraf 1993). A 1989 survey asked 248 Californian managers what they felt the
sustainable competitive advantage (SCA) of their businesses was. The intangible asset
of "reputation for quality" was the most commonly cited SCA (Aaker 1989). In two
surveys of United Kingdom companies, in 1987 and 1990, chief executive officers
consistently reported that the market-based assets of "company reputation" and
"product reputation" were the most important of all intangible assets in contributing to
company success (Hall 1992). The same executives also listed these assets as those
which would take longest to replace from scratch. This is recognition of the importance

of understanding how to maintain such assets if a business is to remain competitive.



In spite of this appreciation by management executives, scholarly attention is a
relatively recent event. To a large degree the extant marketing literature still displays a
strong neo-classical economic view of the way in which markets work. Though
marketing theory has certainly progressed beyond the view that market share is purely a
function of product and price!, to include the effects of other variables such as
advertising, personal selling and distribution, market exchanges still seem to be viewed
as discrete events (Dwyer, Schurr and Oh 1987, see also Day and Wensley 1983). The
development of marketing theory has generally paid little attention to the effects of
previous trading activity, thus ignoring the concept of market-based assets and how
they mediate the effects of current marketing effort on sales performance. In reality it is
not always the best product or service that wins, nor is it always the best overall
marketing mix (4Ps); current performance is very much driven by previous
performance and prior investments in marketing effort (including product/service

quality). This conceptualisation of "how markets work" can be shown diagramatically:
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' The services literature has shown an even greater preoccupation with just one variable's impact on

marketplace performance, that is, service quality.



THE MARKET-BASED ASSETS OF PROFESSIONAL SERVICE
FIRMS

There are three distinct differences about professional services marketing which are
relevant to the issue of market-based assets, their nature, and the way they operate.

Firstly, there is the issue of importance. Since professional services firms seldom
hold any substantial tangible assets, and considering that market-based assets are
reported as the most important of intangible assets, then it would appear that market-
based assets are the most important assets of such firms.

Secondly, professional services marketing places different emphasis on certain
marketing mix elements than does product or consumer service marketing. Price is
seldom so clearly displayed, distribution doesn't take place through intermediaries in
the same way, and many types of impersonal communication, such as advertising, are
restricted by industry codes or customer expectations.

Thirdly, there are fundamental differences between professional services and
products which affect the way consumers evaluate such offerings. Professional services
are high on experience and credence values in comparison to products which are more
tangible. With professional services it can be very difficult for consumers to assess just
what they are going to get, in regard to service features and service quality, prior to
consumption. For example custom computer software writing services are of unknown
perceived quality until they have actually been supplied. In some cases where
professional services have high credence values, for example education services or legal

advice, even after consumption clients may find it difficult to assess quality.
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These differences mean market-based assets perform different roles and vary in
importance in professional service industries compared to product industries. The rest

of this article examines individual market-based assets in a professional service context.
Company/ Brand Awareness

Awareness is an important asset which results from a firm's marketing
communications activities and is also a reflection of its market share (customers are
likely to have highest awareness of the company they used last). While awareness
levels are caused by sales levels, awareness also has a positive impact on sales levels.

Thus we have a "virtuous circle".

Awareness Sales

Like other market-based assets brand awareness is based, to a large degree, on the
age of the firm. So it acts as a barrier to entry against newer, younger firms who find it
difficult to quickly gain similar awareness levels of those held by the existing firms.
This is particularly true where mass communication is not feasible, as is the case in
many professional service industries. Indeed the marketing communications activity of
new entrants often has the effect of lifting the brand awareness, and sales, of existing
firms due to brand ambiguity where the communication attempts of new firms are
mistaken by customers as being for existing firms/ brands. Brand ambiguity is
encouraged by high levels of brand awareness for existing firms. Brand awareness
provides its owners with what have been described as incumbency advantages (Kay
1993).

Awareness has a positive effect on sales through a variety of mechanisms. Firstly, it
has a positive influence on perceived quality and preference (Baker et al 1986, Zajonc
1980). It is thought that consumers reason, that if they have heard of a company, then
that company must have many clients and be performing well. It is reasoned that this
could only be the case if other customers were satisfied with its performance, and hence
a company with a known name is thought to be more likely to give better quality
service than a company with an unknown name. Awareness is also closely associated
with familiarity and it has been noted that consumers feel safer with things they are
familiar with, thus awareness reduces risk for consumers. This dislike for things which

are unknown or foreign is an accepted part of human nature. Psychologists have for



long noted that when people are asked to describe familiarity they tend to use "warm"
positive expressions (Titchener 1912).

A second major reason why awareness has a positive impact on sales is the
utilisation of choice heuristics by customers. In an effort to minimise search costs and
cognitive effort consumers may adopt decision shortcuts, such as choosing the brand
they have heard of or remember first (Bettman et al 1991, Deshpande et al 1982,
Dashpande and Hoyer 1983). This phenomena has been thought to mainly apply to low
involvement decision making for products such as toothpaste or potato chips, however,
such decision tactics may also be adopted for decisions involving much more
complicated "products" such as professional services. Professional services are
normally classed as high involvement "goods" because they are of a complicated nature
and consumers face costly consequences for a wrong decision (consider the potential
consequences of the wrong choice of lawyer, doctor, or taxation advisor). Therefore it
has often been assumed that heuristics would not play such a role in consumer choice
behaviour for professional services, instead, it is thought, consumers would engage in
extended search before making choices. However, this reasoning ignores the nature of
professional services, specifically that they are high on experience and credence values.
Consumers find it very difficult to find information which would allow them to fully
assess competing offerings and consumers often feel "unqualified" to fully assess the
information they may be able to obtain. Thus, consumers may very well make use of
heuristics such as choosing the first provider that comes to mind - the one with highest
brand awareness. Brand awareness can play the same important role as a market-based
asset for professional services as it does for low involvement products but, as

illustrated, for different reasons.

Brand Image

Brand image, or by another name - company/brand reputation, is rapidly being seen
as not just something of concern to public relations and advertising people. In an "over-
communicated" society, where product/service releases also occur at an ever more
frantic rate, and are copied by competitors at a similar rate, reputation increases in
importance as a strategic asset which is less easily duplicated by competitors.
Competitors' efforts to gain similar brand images run the risk of brand ambiguity
benefiting the existing "owner" of the position or of being rejected by consumers (Ries
and Trout 1981). A clear brand image also improves the effectiveness of a company's
communication efforts, allowing it to stand out from the clutter.

Just what the brand or company name means to the consumer obviously affects
buying behaviour. It can add value to the offering, as clearly seen with prestigious

names, and it can reduce risk for buyers. A brand such as McKinseys has a brand



image strong on quality certification, thereby reducing the risk for clients who wish to
employ a consultant for a major project, but the brand image also provides symbolic
benefits for clients - many companies believe that having a prestigious adviser enhances
their own reputation (Kay 1993).

A brand image for quality is particularly important to professional service providers

because of the difficulty consumers have in assessing quality even after consumption.

Relationships with customers/ Existing customer franchise

Probably the greatest guarantee of future clientele for a professional service provider
is the existence of current clients. While such a statement may sound applicable to
almost any industry, professional services are marked by significant switching costs for
customers. The provision of professional services often involves considerable
investment in getting to know the client's needs and circumstances. For instance, as
they undertake work for a client, a market researcher develops a greater understanding
of the client's business objectives, competitive pressures and, of course, the behaviour
of the client's customers. Indeed until a market researcher has developed this
knowledge they may be of very little use to the client at all. The client gains from this
investment in increased quality (and speed) of the service and the producer gains from
the clients' recognition that to change supplier would mean losing the benefits of this
investment. It is for this reason that accepted norms of long-term, sometime
contractual, relationships are not uncommon throughout various professional service
industries.

Switching costs are also high where there is difficulty in assessing service quality
prior to consumption. A customer's existing supplier is something of a known quantity
whereas other suppliers are of unknown quality. Likewise, it can be very difficult to
assess the value of any potential cost savings in switching suppliers, as without
standardised services, price comparisons are difficult. If the risk of choosing a poor
quality provider is high, which is often the case for professional services, then so long
as the existing provider is performing, at least adequately, many customers will feel
reluctant to stray. Claims of service quality on behalf of competing providers do little
to prevent this as customers expect claims made by service providers themselves to
always be exaggerated. If customers do desire to switch providers, they are most likely
to do so based on the recommendation of customers of other suppliers, again
highlighting the value of having an existing, and satisfied, client base.

Other than retaining and gaining clients the other source of revenue increase is to
gain more sales from existing clients. Professional services by their very nature tend to
be multi-faceted with plenty of opportunity to on-sell from one service to another.

Existing relationships with customers provide the basis for on-selling. Very often the



involvement with one person within a client organisation allows the introduction to
other potential buyers within that organisation. Selling to people who already buy from

you is significantly easier than selling to those who do not.

CONCLUSION

Market-based assets, including brand equity, certainly do exist in professional
service industries and they play an important, if not vital, role in the sustainable
competitive advantages of professional service organisations. Market-based assets for
professional service firms are derived from different sources due to the differences in
professional service consumer behaviour. Marketers need to appreciate these
differences if they are to effectively build these assets.

For product marketers, brand equity occurs primarily through consumers seeking to
minimalise cognitive effort (as in the case of supermarket goods) or though the addition
of symbolic value (as in the case of fashion items). Professional service brand equity
can also occur for these reasons but, because of the distinct nature of professional
services, brand equity is more likely to occur because consumers need a way to reduce
risk and to assess quality. In product markets the level of secured distribution,
particularly shelf space, is an important market-based asset. This is not so much the
case for professional services which seldom rely to the same degree on intermediaries.
This is not to say, however, that relationships do not constitute an important market-
based asset. Whereas for the product marketer relationship quality with intermediaries
plays an important role in the firm's success, professional service providers form
business relationships directly with clients.

These market-based intangible assets require the investment of considerable
resources and are built up over time. Professional service firms strive over time to
enhance the value of their companies and ensure future revenue flows through the
building and maintenance of such assets. To date the professional service marketing
literature has tended to focus on issues involved in encouraging a marketing orientation
in professional service firms and in how to ensure service quality. In the future explicit
attention will need to be paid to the role of marketing in creating strategic market-based

assets and how these assets underpin sustainable competitive advantage?. Attention

2 Bharadwj, Varadarajan and Fahy cite two recent reviews of the literature on all types of services
marketing (Fisk, Brown and Bitner 1993, Swartz, Bowen and Brown 1992 ) which allude to the dearth of

strategic emphasis in exant literature.
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needs, also, to be paid to the management of these assets. This article, in an attempt to
highlight the importance of, and stimulate interest in, these assets for professional
service firms, has attempted to briefly explain what type of market-based asset can exist
and why.
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