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Abstract

During the past 15 years, brand equity has been a priority topic for both practitioners and
academics. In this paper, the authors propose a new framework for conceptualising brand equity
that distinguishes between brand equity, conceived of as an intrapersonal construct that moderates
the impact of marketing activities, and brand value, which is the sale or replacement value of a
brand. Such a distinction is important because, from a managerial perspective, the ultimate goal of
brand management and brand equity research should be to understand how to leverage equity to
create value.
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BRAND EQUITY VERSUS BRAND

VALUE

In this paper, we present a new conceptual
model that establishes brand equity and
brand value as two distinct constructs.
Brand equity moderates the impact of
marketing activities on consumers’ actions,
implies a consumer-based focus, and
represents one of many factors that

contribute to brand value, which we
define as the sale or replacement value of
a brand, and which implies a company-
based perspective. We believe that one of
the primary reasons no generally accepted
measure of brand equity has surfaced in
the past 15 years is that brand equity and
brand value frequently are treated as the
same construct.'*We suggest that the first
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step required to understand ‘true’ brand
equity is to develop a conceptual frame-
work that clearly separates the concepts
of brand equity and brand wvalue. In
making this distinction, we argue that
most of the outcome measures used in
previous brand equity
focused more on brand value than on
brand equity.

We subsequently provide more precise
definitions, but for conceptual purposes at
this point, we suggest that brand equity
represents what the brand means to the
consumer, whereas brand value represents
what the brand means to a focal company.
Therefore, each represents not only a distinct
construct but a unique perspective as well.
Separating the two constructs opens a discus-
sion about the ways that brand equity
contributes to brand value®” and how both
can be increased, which should be the focus
of both researchers and practitioners.

We note that our focus is on customer-
or consumer-based brand equity through-
out the paper, but the concepts could easily
be extended to consider other constituen-
cies (eg suppliers, partners, distribution,
etc).

In their award-winning paper, Ailawadi
et al.® basically argue that brand equity is
when more people line up to pay more
for a branded versus non- or other-
branded offering. We allow that this is one
potential outcome of brand equity, but this
outcome is not necessary to establish
brand equity’s existence, since it presup-
poses and requires competition, as well as
purchase. We suggest that it is possible for
a pioneering brand that has established a
new category to build brand equity during
the time when competitors do not yet
exist. Consider Apple’s iPod. Introduced
in October 2001, we suggest that its
continued leadership more than five years
after introduction is due to the positive
equity built during the time before it

research have
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faced competition. Likewise, it should also
be possible for a brand that has a legal
monopoly and faces no competition, to
build brand equity, just as it should be
possible for a store brand or ‘value’ brand
to build equity without the manifestation
of large sales price
premiums.

Consider the Rolex brand. A small
sample of PhD students at a large
Midwestern US university all agreed that
Rolex has brand equity. But when asked
who has or would purchase a Rolex
watch, not one of the students said they
own or plan to purchase a Rolex. The fact
that a person decides to not purchase a

numbers or

brand is not proof that brand equity does
not exist. In the same fashion, the fact that
a person does purchase a brand—even at a
price premium—cannot be conclusive
proof that brand equity does exist. Purchase
may indicate only that the brand is just
objectively good’ and that a nonlinear
relationship exists between the amount of
‘goodness’ that the brand possesses (over
competitors) and price. Therefore, while
large market share or price premium may
of brand equity, these
by themselves, are neither

be outcomes
outcomes

necessary nor sufficient to establish
equity.
As  Keller' asserts, ‘Any potential

encounter with a brand—marketing initi-
ated or not—has the opportunity to change
the mental representation of the brand and
the kinds of information that can appear
in consumer memory’. Such an encounter
may occur when a consumer views only
the name, logo or packaging of the brand
and automatically generates perceptions
about and/or associations with the brand.
These perceptions and/or associations
contribute to brand equity. Thus, we
suggest it is not possible for a brand to
have no brand equity. Because it is hard to
imagine a brand void of any associations,
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some level of brand equity, even if small,
must always exist; however, this equity is
established by the existence of associations
in memory, not by outcomes such as
purchase.

The distinction between equity and
value becomes clear if we imagine two
firms bidding to purchase a brand from a
third firm. At a particular point in time,
assuming an objective measure of brand
equity exists and is used by all three firms,
each firm should be looking at the same
‘number’ for the brand’s equity. The differ-
ent prospective owners might, however,
develop totally different brand valuations
on the basis of their existing capabilities
and resources, which would impact their
ability to leverage that brand equity to
generate value. Likewise, the value of the
brand to a particular bidder may increase
(decrease) if the new owner is (not) able
to leverage existing brand equity. Different
bid prices do not represent different assess-
ments of brand equity calculated by the
firms but rather different valuations based
on their perceived abilities to leverage
existing and build new brand equity. More-
over, if a purchase takes place, the purchas-
er’s valuation must have been higher than
that of the current owner,'' again suggesting
the idiosyncratic nature of brand value. It

should follow that because the prospective
owner determines a valuation for a brand
prior to purchase, brand equity does not
immediately increase for consumers when
ownership is transferred. Brand equity may
increase when consumers become aware
of the new ownership, but only if
consumers hold positive associations for
the new owner and these positive associa-
tions contribute to increased equity.
Figure 1 presents a simplified version
of the process a firm might follow to value
a brand. Basically, the valuation process is
approached from the perspective of the
firm and involves ‘following the money’
as it flows from the marketplace into
the firm and then tracking how this
activity impacts shareholder value. Starting
with marketplace activity, individual-level
outcomes (eg purchases) are aggregated
up to a brand level and these brand-level
outcomes directly impact the value of the
brand. Ultimately, the value of the brand
impacts shareholder value. This is a reason-
able process for valuation, but in much of
the marketing literature, the first two
boxes (individual- and brand-level out-
comes) have become accepted as meas-
ures of brand equity. We believe this is
inappropriate and may produce an inac-
curate measure of true brand equity. As

Individual-level

Impact:

Brand
Value

Aggregate up to:

Aggregate up to:

Brand-level
Outcomes

Shareholder
Value

Figure | Simplified brand valuation process
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Generates:
Environment
Brand
Leads to: Knowledge
Consumer-
Based
Brand Equity
Impacts:

Figure 2 Moving upstream to the drivers of individual-level outcomes

demonstrated above, brand equity may
account for the presence of some of these
outcomes, but focusing on outcomes
confounds objective goodness of products
with equity, and does not account for
equity that may exist among those who
are not prospects for a brand.

What Figure 1 lacks is an explanation
for where the individual-level outcomes
come from. To understand the source of
these outcomes, it is necessary to take the
consumer’s perspective. Figure 2 shows
how the environment, with all its infor-
(marketing-related and not)
contributes to brand knowledge, which
Keller!?links with brand equity. Consumer-
based brand equity then impacts the
individual-level outcomes that are observ-
able in the marketplace. Even if we have
multiple observations for a single indi-
vidual, it is still critical to control for alter-
native explanations (eg objectively good
products) before concluding that market-
place actions are caused by brand equity,
and we must be careful to not assume that
measures of brand equity based on indi-
vidual-level outcomes fully capture all of
a brand’s brand equity.

A specific case that demonstrates the

mation

distinction between equity and value is
the $1.7bn purchase of Snapple by Quaker
Oats in 1994. Quaker Oats’ distribution
strength rested in supermarkets and drug

stores, not the smaller convenience stores
and gas stations that constituted more than
half of Snapple’s sales at the time of
purchase.”® Because Quaker Oats was
unable to increase supermarket and drug
store sales enough to compensate for lost
convenience and gas station sales, Quaker
was forced to sell Snmapple for a mere
$300m only three years later. In this case,
Snapple’s brand value decreased enor-
mously over the three years that Quaker
Oats owned it, but this decrease may have
had nothing to do with its brand equity,
which could have stayed the same over
this time period or even increased due to
its new exposure in supermarkets and
drug stores. In other words, neither a
brands purchase price nor a dramatic
change in its selling price provide infor-
mation about the magnitude or move-
ment of a brand’s equity.

Not only are the constructs of brand
value and brand equity different, they are
not necessarily directionally related.
Consider the decision by Lee Jeans to
increase its distribution by agreeing to sell
its product at Wal-Mart. Ceteris paribus, Lee
should have been able to generate higher
revenues due to its huge distribution gains,
and consequently, the value of the Lee
brand may have increased. It does not
follow, however, that the brand equity for
Lee Jeans would increase. The impact on
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Lee’s image of selling its jeans at a store
like Wal-Mart may result in decreased
brand equity within one or more segments
of Lee’s consumers. So though Lee’s brand
value was increasing because it was sold
at Wal-Mart, its brand equity may have
decreased within many consumers. As
these cases show, brand equity and brand
value are not different dimensions of
the same construct—they are different
constructs.

From the preceding discussion and as
shown in Figures 1 and 2, we believe it
should be clear that brand equity is not
the same thing as the outcomes that it
influences, and should certainly not be
confused with brand value. Each cons-
truct is distinct and suggests a different
perspective (le consumer versus company).
Most
market research firms, because brand
equity and brand value are two related but
separate constructs, it is impossible to
produce a single number that reliably
captures simultaneous changes in con-

critically for practitioners and

sumer perceptions of the brand and the
market value of the brand, as they may
move in concert, one may lag the
other, or they may even move in opposite
directions.

In the sections that follow, we discuss
how brand equity contributes to brand
value!* and demonstrate that brand value
may be driven by elements beyond
brand equity that are not even directly
related to customers or consumers in
general.

Brand equity

Among research in the brand equity area,
a single, uniformly accepted theoretical
foundation still has not emerged. Such a
theoretical foundation should describe
how to develop brand equity and leverage
it to create value by clarifying the distinc-

tion between brand equity and brand
value in an appropriate framework.

In the previous section, we suggested
that brand value is specific to a particular
owner and implies a unique, company-
based perspective. We now propose that
brand equity resides within, and is specific
to, each consumer.'>™'7 Therefore, a single,
individual-level, objective measure of
‘true’ brand equity exists because brand
equity resides within consumers, not

within the brand.'®1?

Brand equity defined

Consistent with prior authors
suggest that a brand represents a promise
of benefits to a customer or consumer
(business or individual). Brand managers
may choose to focus brand-building activ-
ities (eg advertising) on one or more of

20,21 we

the functional, emotional, social, safety, etc
benefits of the brand, but ultimately,
consumers decide not only their percep-
tions of the degree to which the promise
of brand manager-defined benefits is met,
but also whether other benefits are also
available from the brand. For example,
Kevin Roberts, CEO of Saatchi & Saatchi
was in a music studio when the singer
Neil Young walked in wearing a T-shirt
with the Tide laundry detergent’s bull’s-
eye logo, implying (according to Roberts)
‘coolness’, a benefit not explicitly empha-
sised by the brand managers at Procter &
Gamble, Tide’s manufacturer.?? It is clear
that consumers may derive unintended
emotional, safety, prestige, or other bene-
fits from brands, and that these benefits
can be important to consumers.
Whereas it has long been accepted that
all goods and services provide benefits,>%*
it should follow that consumer percep-
tions determine whether a brand’s promise
is salient and whether or not the brand
has met its promise. Furthermore, these

384

© 2007 PALGRAVE MACMILLAN LTD 1350-231X $30.00 BRAND MANAGEMENT VOL. 14,NO. 5, 380-395 MAY 2007



perceptions are imperfectly measured
simply by observing outcome measures
based on purchase behaviour.

We therefore define brand equity as the
perception or desire that a brand will meet
a promise of benefits. We include ‘desire’
as a component of brand equity for the
situations where consumers are pulling for
a brand and want it to succeed, as would
be the case for nostalgia brands, or sports
brands (eg football teams). Rossiter and
Percy® state that ‘all ads make a “promise”
and thereby invoke hope...”. We suggest
that since it, too, represents a promise, a
brand invokes hope and desire on the part
of consumers. The combination of belief
based on evidence and hope are the foun-
dations of brand equity.

Operationally, we conceptualise brand
equity as a moderator of the impact of
marketing activities (products, advertising
messages, etc) actions
(consideration, purchase, etc). As a moder-
ator, it is clear that brand equity contributes
to particular outcomes, but cannot be
identical to the outcomes themselves.
Brand equity makes marketing activities
more or less effective than they would be
if equity did not exist. As Smith and Park?®
and Srivastava and Shocker?’ show, strong

on consumers’

Marketing Actions
-Product offering

-Advertising
-Promotion, etc.

Mktplace Info., etc.

Environmental

Inputs '

SEPARATING EQUITY AND VALUE -)K—

brands contribute to reduced marketing
costs, supporting the moderating role we
suggest.

Both the salience of the promise and the
level of equity affect the degree to which
a consumer’s input —outcome link is mod-
erated (Figure 3), and thus, the impact of
equity on observable outcomes. A high
level of equity for a brand with a salient
promise should influence outcomes in
favour of that brand. A large amount of
equity will have little impact on a consumer
who believes the strong promise of a brand
in a category for which he is not a prospect.
For example, a young person may have
developed a large amount of equity for
Pampers even though she is not yet in the
market for diapers. This demonstrates yet
another reason why outcome measures do
not fully capture brand equity.

This definition and operationalisation
are in line with Farquhar’s® and Punj and
Hillyer’s® suggestions that the brand
equity construct is conceptually similar to
attitude strength, and should manifest the
intrapersonal advantages of strong brands
proposed by Keller.” Thus defined, brand
equity should resultin (1) biased processing
of information, (2) persistent attitudes or
beliefs that are (3) resistant to change, and

Consideration
Purchase

WOM

Loyalty
Commitment, etc.

Individual-level

Outcomes
\ Salience
Consumer-
Based

Strength——

Brand Equity

Figure 3 Brand equity as a moderator of marketing activity —consumer action link
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(4) behaviours that are influenced by those
beliefs.’!

Since each consumer has his or her
own perceptions about the salience of a
promise of benefits and the brand’s
performance, brand equity must be an
individual-level construct, implying that
neither the brand nor the firm ‘owns’ a
brand’s equity.®? We suggest that rather
than thinking about managing brand
equity, brand managers instead should
focus on leveraging the equity that resides
with individuals in order to maximise
brand value, which necessitates a change
from being inward-focused (company) to
outward-focused (consumers).

Consider a generalised scenario based
on Figure 3. The environment, including
the marketplace with its
messages, provides information and ofters
options to individuals (input). Individuals
draw on their experience and associations
in memory (which
consumer-based brand equity) to make a
decision and decide upon a course of
action. Some individual-level outcomes
such as purchase will be visible in the
marketplace and added to the aggregate
view of the market (firm’s perspective; not
shown in Figure 3), while others such as
adding a product to a future consideration

marketing

contribute to

set (eg in a different context) are not
picked up in an aggregate outcome
measure. Relying only on visible outcome
measures (eg purchase) would not capture
the true total amount of brand equity that
a consumer holds for a brand. Likewise,
simply aggregating the outcomes across all
consumers will not capture the total
amount of equity for the brand in the
marketplace.

For example, while shopping for a car,
a consumer may strongly consider a
‘sporty’ brand, but not purchase that brand
after concluding that it will not meet the
needs of his growing family.As an outcome

of that same shopping experience, he may
also, however, decide that the ‘sporty’
brand would be a great rental for the
romantic getaway he is planning. Brand
equity for the ‘sporty’ brand may even go
up. But if purchase were required for
brand equity to exist, one would conclude
that there was no brand equity for the
‘sporty’ brand, yet it is clear from the way
the brand impacted his thinking that
brand equity may indeed exist. Purchase
of the ‘family’ brand would be noticed in
the marketplace—even if the purchase
were driven purely by utilitarian consid-
erations rather than the effects of brand
equity—yet, the addition of a brand to a
future consideration set would not.

What becomes clear is the fact that
equating brand equity with marketplace
outcomes bypasses all of the changes that
can occur in consumer attitudes, percep-
tions, beliefs, etc yet it is what happens in
the (heart and) mind of the consumer that
determines brand equity. Moreover, even
actual purchases do not reveal whether the
observed outcome is due to brand equity.*
The decision to purchase could be based
on a careful consideration, be simply due
to inertia or laziness, or even be a mistake.
Furthermore, perceptions can exist at
either a detailed attribute or an overall
brand level, and brand equity may be
based on perceptions that relate to specific
attributes for one consumer or those that
relate to some overall brand impression
for another.>*% Thus, it should be clear
that while aggregate marketplace meas-
ures may capture part of the brand value
for the firm, such measures miss the
moderating impact of brands on individ-
uals, which is the domain of brand
equity.

It is important to distinguish between
brand equity’s effect and its existence.
Brand equity may exist even in cases
where purchase is habitual and based on
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Table | Sample situations in which brand equity
may become activated

. Changes in the consumer’s personal or usage
situation

2. The introduction of a new brand into a category

or assortment

Changes (positive or negative) to an existing

product

Brand extensions

Product harm crises

Claims made by a competitor

Word of mouth

Out-of-stock

=

O O

inertia (or even addiction). In such cases,
at some point in time, and as a result of
his or her positive experience with the
brand, brand equity was developed and
had an impact on the consumer, making
future purchases habitual. Once a habit is
formed, its maintenance may be affected
by brand equity only to the extent that
the equity causes the person to not reeval-
uate his or her consideration set, even in
the face of new information or choices.
For example (consistent with Figure 3), if
a loyal Diet Coke consumer hears that a
new beverage is available or that aspar-
tame may be linked to memory loss
(input), brand equity moderates the impact
of that new information, and may affect
his or her decision to continue purchasing
Diet Coke (outcome). Moreover, in this
case, the consumer may decide to stop
drinking Diet Coke for health reasons but
retain a high level of brand equity. Over
time, if not reinforced or, contrariwise,
reduced by reports that, say, Coca-Cola
suppressed evidence of health risks, this
equity may diminish. As demonstrated
previously, lack of purchase alone does
not, however, prove that brand equity does
not exist.

In situations that force consumers to
reconstruct their consideration sets and
reevaluate the options available,*® brand
equity may help consumers demonstrate

SEPARATING EQUITY AND VALUE -)K—

trust in a brand’s promise of benefits (see
Table 1 for a representative list of
scenarios).

Although brand equity is not required
to maintain consistent choice, consistent
performance by a brand may contribute
to its brand equity, which makes it possible
for even an ‘expert’ to hold significant
amounts of brand equity for a well-known
brand. For example, its regular users may
believe that Diet Coke consistently meets
its promise of benefits, and this awareness
lead to increased levels of brand equity for
those consumers.

Finally, brand equity for one brand in
a category is not mutually exclusive. This
characteristic distinguishes brand equity
from brand attachment. As Thomson
et al.>” indicate, ‘a strong emotional attach-
ment is characterised by a perception that
the object is irreplaceable’. Equity for
multiple brands in a category exists simul-
taneously within a consumer; thus, choice
(purchase) of one brand does not indicate
a lack of brand equity for other brands.
This logic is especially true of the rela-
tionship between the brand equity of
private labels and national brands. The
purchase of a private label does not indi-
cate a lack of brand equity for a national
brand; instead, it simply may suggest that
the interaction of marketing activity and
equity for the national brand did not
produce a sufficient reason to purchase.

Brand value

Brand value represents what the brand
means to a focal company. Brand value
may vary depending on the owner (or
potential owner) of the brand, because
different owners may be able to capture
more or less potential value according to
their ability to leverage brand equity. More
formally, we define brand value as the sale
or replacement value of a brand. Brand
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At a particular point in time, for a particular firm:

Appropriable —
1 The size of this gap
Brand is determined by a firm's
Value ability to leverage
‘ brand equity
Current

Fully-leveraged
brand equity

Figure 4 Levels of brand value

value is impacted by brand equity to the
extent that brand equity contributes to
more positive financial outcomes in favour
of the brand (ie those that are visible in
the marketplace such as purchase). We
have demonstrated that brand equity may
exist within consumers and produce posi-
tive outcomes such as consideration, or
exist within consumers who are not pros-
pects for a particular brand, but these
outcomes would not impact current brand
value.

In Figure 4, we introduce two impor-
tant levels of brand value: current and appro-
priable. Both are subjective and depend on
the resources and capabilities of a focal
firm. For a particular firm at a particular
point in time, all other things being equal,
the firm will recognise a brand’s current
value. A higher appropriable value,*®
however, might be accessible if the firm
were able to perfectly leverage the existing
brand equity. Both values represent the
net present value of all future brand profits.
Thus, current value is based on projected
profits that will accrue to the current
owners with the existing strategy, capa-
bilities and resources, whereas appropri-
able value is based on the projected profits
that would accrue to a firm that fully
leveraged the existing brand equity. In
other words, current brand value defines

what is for a particular firm, whereas
appropriable value defines what can be, if
brand equity is fully leveraged.

Estimates of appropriable value can be
based on sources that include the superior
resources or capabilities of competitors,
which allow them to leverage more of the
brand’s equity, or the ‘vision’ of an indi-
vidual or firm. For example, in October
1997, the Cracker Jack brand was owned
by Borden and consumers held a certain
amount of equity for the Cracker Jack
brand. Borden sold Cracker Jack to Frito-
Lay, which owned a 15,000 truck direct-
to-store delivery system that one industry
consultant estimated ‘would add 10 to 15
market share points in the category’.”’
Borden may have recognised that Cracker
Jack would benefit greatly from Frito-
Lays core strengths—distribution and
marketing—and that Frito-Lay would pay
more to purchase the brand than any
profits Borden could achieve on its own
because of its more limited resources and
capabilities. Frito-Lay was able to double
Cracker Jack sales and post double-digit
sales increases in the two vyears after
purchase.*” Thus, the decision by Borden
executives to sell Cracker Jack made good
business sense because they knew that the
Cracker Jack brand would be more valu-
able within the Frito-Lay system than it
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could be in their own system. That is,
Frito-Lay knew that it could leverage
more of Cracker Jack’s brand equity than
could Borden. And Borden was able to
capture more of the brand’s appropriable
value by selling it to Frito-Lay than by
owning it and increasing its investment in
the brand.

Further distinguishing between brand
equity and brand value, we note that
brand value is impacted by managerial
decisions related to pricing, brand scope,
segmentation, positioning, etc. Addition-
ally, brand value accrues to firms from
sources not directly related to customers or
consumers in general. Patents, trademarks,
channel relationships, superior manage-
ment and creative talent are brand assets
that contribute to brand value, but since
they are not derived from consumers, they
should not be considered a component of
brand equity. These assets allow a firm to
exclude/reduce competition (eg patents
and trademarks), or create and leverage
brand equity (eg management and capa-
bilities), thus are valuable to a firm.

Further, Del Vecchio et al.*' demon-
strate that strong brands enable companies
to hire better people cheaper, which
(HR)
Because employees need not be prospec-
tive consumers of the company’s products,
it follows that any value added through
reduced HR costs (or other overhead
items) are not affected by
customers or consumers in general, but
they do affect the profitability (and thus
the value) of the company’s brands. Their
research provides evidence that brands
contribute value in ways that are not
measured by contribution-based methods
(eg CLV), which ignore the positive
impacts of brands on overhead costs, but
should be considered in the sale or
replacement value of the brands. Del
Vecchio et al. also suggest that brands

lowers human resource costs.

directly

SEPARATING EQUITY AND VALUE -)K—

could contribute value to their firms
through relationships with capital markets
(eg more attractive credit terms), govern-
mental or regulatory agencies (eg more
attractive tax incentives) and the channel
(eg easier access to shelf space). Ultimately,
the total value that a brand contributes to
the various areas of a firm should have an
impact on shareholder value.

To summarise, we argue that
brands generate value for their owners
through two  general
directly through the sales volume and
profitability enabled by firm resources
and capabilities and indirectly by lowering
costs in areas such as HR.** Therefore,
customer equity, a CLV-based approach,
captures only a part of overall brand
value, since it does not include the over-
head cost-reducing benefits of strong
brands.

Furthermore, brand wvalue has two
features that distinguish it from the CLV-
based customer equity construct. First,
brand value considers profit from all
sources, whether or not they are directly
related to customers (ie licensing, patents,
tax 1incentives, rates).
Secondly, it considers both current and
appropriable brand values, which make
the brand value construct more compre-

hensive and applicable to the firm as a
whole. ¥

mechanisms:

attractive loan

BRAND EQUITY/BRAND VALUE
CONCEPTUAL MODEL

Having presented our views of brand
equity and brand value, we now present
a conceptual model that positions the two
constructs within a larger framework.
Models describe the components of brand
equity* ¥
but to date, no model provides a compre-
hensive view of the development of brand
equity from different sources, the impact

or the impact of brand equity,*®
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Environmental Intrapersonal Market-Level
Inputs
Individual-level
Marketplace Outcomes: . . )
Activities Consideration Potential Market- Potential Value:
WOM Level outcomes
Brand- Loyalty(attitudinal) of Brand Equity:
related Commitment T Loval
marketing Positive Response to: - .(bet}{avigral) | Brand
efforts; Marketing Activities 2.Price premium Value
Consumer Change in personal or 3.Market share
Experience || | Brand Consumer- usage context 4.Revenue
/ Brand: Knowledge Based Premium
W ) Brand Product changes 5. CLV
Secondary Equity Product harm 6. Etc.
Brand Info. New competition
(wom etc.) Brand extensions 1. Profitability
Etc.(Table 1) 2. Scope Shareholder
3. HR advantages Value
4. Channel
Relationships
5. Patents /
Trademarks
6. Etc.
Outcomes

Figure 5 Brand equity/brand value conceptual framework

that brand equity has on individuals, and
how this individual-level impact appears
in marketplace metrics. Our model
demonstrates that traditional measures are
at least two stages removed from the
consumer, which may explain the poten-
tial disconnect between actual brand
equity and outcomes that can be meas-
ured in the marketplace.

Our model is not intended to describe
the components or dimensions of brand
equity or how it impacts choice; however,
it can be modified to bring in other
existing consumer behaviour theory*’
that influences judgment and decision
making.

In Figure 5, we present our generalised
brand equity/brand value conceptual
model, which integrates existing brand
equity components and demonstrates the
separation of brand equity and brand
value established earlier. This model is a
more complete extension of the example
provided in Figure 3. Recall that we
defined brand as a promise of benefits to
the consumer. Differentiation in perceived
ability to meet that promise contributes

to brand equity. Brand equity is the percep-
tion or desire that a brand will meet a
promise of benefits. Brand equity is an
intra-individual construct similar to atti-
tude strength.*® The literature on attitude
strength®’  suggests that brand equity
should result in (1) biased processing of
information, (2) persistent attitudes or
beliefs that are (3) resistant to change and
(4) behaviours that are influenced by those
beliefs. Behaviours consistent with high
levels of salient brand equity are more
positive responses to product changes
(improvements/mistakes), product harm,>
new competition, brand extensions'
so forth (Table 1), plus consideration,
purchase, word of mouth, commitment,

and

attachment, etc. Aggregation of individual-
level behaviours that are visible in the
marketplace lead to the traditionally meas-
ured firm-level outcomes (eg loyalty, price
premium, market share). Note that CLV,
and therefore customer equity, is consid-
ered a market-level outcome. This is
consistent with Rust et al’s®? conceptu-
alisation of customer equity, which
considers value equity, retention equity,
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and brand equity as drivers of customer
equity.

The model recognises that we must
distinguish between what happens external
to and within the individual: The environ-
ment, including the marketplace and its
offerings, messages, etc are ‘inputs’ to the
consumer. Intrapersonal constructs operate
within an individual and are not outwardly
visible (though they may impact visible
behaviour). Market-level constructs are
visible and measurable from a firm’s perspec-
tive. The model also clearly distinguishes
outcomes (eg purchase) from inputs (eg
advertising) and drivers or moderators of
those outcomes (eg brand equity).

From Figure 5 we see that environ-
mental inputs (eg choice situation) reach
a person and are impacted (moderated) by
existing consumer-based brand equity.
This consumer-based brand equity has
been built by experience, associations,
advertising, word of mouth, etc which are
summarised in the model as brand knowl-
edge. A positive amount of salient brand
equity may produce a more positive
response in favour of a target (or incum-
bent) brand, which would be considered
an individual-level outcome. Individual-
level outcomes may or may not be observ-
able, as demonstrated above. Note that
observable
(behaviour) may even be contrary to the
impact of brand equity. For example,
when faced with a product harm crisis
(eg the Tylenol tampering case), consumers
may choose to avoid the brand in question
for a while but give it the opportunity to
correct the problem in the future
because of positive equity for the brand.
Other consumers, however, may respond
to a crisis by choosing to switch to another
brand for the long term.

Individual-level outcomes that involve
observable behaviours may be aggregated
at the market level and classified as poten-

individual-level  outcomes

SEPARATING EQUITY AND VALUE -)K—

tial outcomes of brand equity, which then
can be considered the consumer-based
component in the calculation of brand
value. In turn, the accumulation of the
value of all brands in a firm’s portfolio
contributes to shareholder value.

This model is not a choice model but
instead is intended to demonstrate the
relationship between brand equity that
exists within consumers and observed or
unobserved individual- and market-level
outcomes, and then to show how these
outcomes impact brand (and ultimately
shareholder) value. On the basis of our
demonstration that purchase is not a reli-
able measure of brand equity, we choose
not to include it in the model except at
the aggregate market level. The model
shows aggregate
outcomes are produced and suggests
several places at which there is not a
consistent one-to-one mapping between

how market-level

brand equity and outcomes, that is where
‘slippage’ may occur between brand equity
and outcome measures.

An important feature of this model is
its distinction between environmental and
Keller’*>°

elements

intrapersonal
suggests  that
contribute to eight dimensions of brand
knowledge and that brand knowledge
leads to brand equity. We supplement
Keller’s view by addressing what happens
as a result of any changes in brand equity

components.
environmental

and whether the outcomes are intraper-
sonal or market-level, observable or unob-
servable. Furthermore, we add insight into
how equity contributes to value.

The model also is consistent with
inertia, as well as with context effects such

as blocking,°7 mere measurement,’®
compromise,®’ attraction®® and trivial
attributes,®! that have been proposed as

brand equity effects. Such effects may not
change equity levels, but may impact the
salience of a brand’s promise and therefore
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the impact of equity on the marketing
activity = consumer behaviour path. Also,
an accumulation of experience driven by
context effects, peripheral processing or
inertia may inform more thorough
processing in the future, resulting in the
development of equity for the brand and,
ultimately, a positive impact on value.

CONCLUSION AND FUTURE
RESEARCH OPPORTUNITIES

We have presented a new conceptual
model that establishes brand equity and
brand value as two related but separate
constructs. Brand equity, which implies
a consumer-based focus and affects con-
sumer decision processes in a manner
similar to that of attitude strength, repre-
sents one of many factors that contribute
to brand value, which we define as the
sale or replacement value of a brand, and
which implies a company-based perspec-
tive. Because brand equity and brand value
imply unique perspectives, and because
brand value is a broader construct that
subsumes brand equity along with other
constructs, the two cannot be ‘different
sides of the same coin’. We believe that
theoretically separating the constructs is
a first step toward the development of
better measures of each. Thus, the main
contributions of this paper are (1) the
spotlight it focuses on the newly created
space between the constructs, and (2) the
idea of leveraging brand equity to create
brand value.

From a managerial standpoint, brand
managers’ primary task is to maximise and
leverage brand equity to increase brand
value. The proposed framework provides
these brand managers with a more
comprehensive
component parts than has been presented
in the literature. The framework also
applies the concept of appropriable value

understanding of the

to the brand equity literature, which is
consistent with both literature on mergers
and acquisitions®® and current managerial
practice (eg P&G’s value pricing®). An
interesting question for further research is
whether well-known brands have higher
market capitalisation than do less well-
known brands due to higher estimates
of appropriable value. Our framework
suggests that this would be the case when
the more well-known brands enjoy higher
brand equity among consumers than do
the less well-known brands.

We offer four additional considerations.
Future operationalisations of brand equity
should:

1. consider noncustomers and future
potential;

2. consider differences across markets or
usage occasions;

3. not assume that all firms share the same
goals and objectives and

4. not emphasise short-term effects that

may be ‘vulnerable’.

From a managerial perspective, the failure
to address these issues may result in meas-
ures that do not track consistently with
changes in the underlying consumer brand
equity.

Future potential in terms of future
revenue stream and brand extendibility is
influenced by the perceptions of current
customers and noncustomers, but outcome
measures may not account for future prof-
itability or potential.®*®> The framework
suggests that any complete measure of
brand equity should consider noncus-
tomers, though noncustomers are valuable
only to the extent that they either will
become customers in the future or will
positively influence others.®® Thus, appro-
priate measures should account for heter-
ogeneity in the value that accrues from
current noncustomers. For example, if one
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of its attributes keeps certain consumers
from buying an offering as it is currently
configured, then removing or changing
that attribute may increase the likelihood
that those consumers will purchase that
(or another) offering in the future. In this
case, brand equity does not have to
increase as a result of the product change
for the consumer to start buying the
brand; instead, the change simply may
have allowed the consumer to act on
preexisting brand equity.

As we stated in the introduction and
evidenced by the prominence that brand
equity research has attained within the
marketing discipline among both resear-
chers and practitioners, the great task
remaining is the development of accurate
and managerially useful measures of brand
equity. Our discussion and framework
suggest that in the marketplace, brand
equity impacts information
processing, judgment and choice, but is
separate from the outcomes it may influ-
ence. We proposed that brand equity is a
moderator of marketing activity, but this
proposition should be supported by
empirical evidence.

We have discussed several situations in
which brand equity is likely to reveal itself
(Table 1). Therefore, brand equity might
be measured by asking consumers specif-
ically about how they would react to each
of the identified situations as they pertain
to a particular brand. Responses could be
compared across brands that compete in
the same category to provide relative
measures. It is not clear whether absolute
measures of brand equity are useful; there-
fore, it may not be appropriate to compare
brand equity measures for brands across
categories. This question thus is left to
further research.

Moreover, our framework suggests that
a minimum threshold level may be required
before brand equity influences consumer

consumer

SEPARATING EQUITY AND VALUE -)K—

behaviour. The existence of thresholds has
not been suggested in previous literature.
Therefore, empirical research should inves-
tigate this issue to determine the extent
to which thresholds exist and how they
affect marketplace outcomes. Combining
the concepts of thresholds and current
noncustomers, we suggest that the most
important noncustomers are prospects
whose brand equity level falls just below
their threshold. Thus,
perspective on brand equity, as opposed to
an aggregationist view, should provide a

a distributional

clearer understanding.
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