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BRAND EQUITY
Large U.S. firms typically spend millions of dollars each year developing and promoting 
their brand in an effort to increase brand equity. Brand equity is the value the firm derives 
from consumers’ positive perception of its products. Brand equity increases the likelihood 
that the consumer will purchase the firm’s brand rather than a competing brand.

Young and Rubicam, a global advertising agency, developed the BrandAsset Valu-
ator, which suggests that brand equity is based on four dimensions, as illustrated in 
Figure 14.1: differentiation, relevance, esteem, and knowledge.4 Firms with high brand 
equity, like Apple and Disney, rate highly in these dimensions: They clearly stand apart 
from competitors (differentiation); are relevant to a large segment of consumers (rel-
evance); are well known (knowledge); and are positively thought of by the majority of 
their target markets (esteem). Organizations with high brand equity enjoy significant 
advantages over other firms.

Benefits of Brand Equity
High brand equity is an asset to an organization; it provides three major benefits to 
marketers:

	 1.	Brand equity increases a firm’s ability to succeed in a difficult competitive environ-
ment. Competitors of all sizes try to tempt consumers with new features, catchy slo-
gans, and reduced prices. A consumer who has tried and likes a product has brand 
loyalty and is more likely to continue to buy it, regardless of outside influences.

	 2.	Brand equity facilitates a brand’s expansion into new markets. For example, 
Microsoft’s brand equity helped facilitate its move into the 
video game industry when it introduced its Xbox gaming 
system. Microsoft’s relevance and knowledge as a tech-
nology leader helped the Xbox gain popularity and in a 
relatively short time vault ahead of established gaming-
focused companies like Nintendo.5

	 3.	Brand equity can contribute to positive perceptions of prod-
uct quality. Mercedes-Benz, another company that is near 
the top of brand equity rankings, benefits from the fact that 
most consumers consider a new automobile introduced by 
the company to be of the highest quality, even before they 
have had any interaction with it.6

Each of the benefits of brand equity discussed also applies to 
your personal brand. If the work you produce for your employer is 
of significant value and builds your personal brand equity, the firm 
will be much more likely to view your future work as high quality; 
as a result, you are more likely to be promoted to a new position. 
High personal brand equity translates into a larger salary and more 
career opportunities than you might have received otherwise.

brand equity
The value the firm derives from 
consumers’ positive perception 
of its products.

Application Exercise 14-1
Please complete the Connect exercise for Chapter 14 that focuses 
on the steps to building a successful brand. By understanding differ-
ent strategies and the importance of each step, you will gain insight 
into how to effectively build a brand, whether it is a firm’s, a non-
profit’s, or your personal brand.

®

Source: Y&R, “Y&R BrandAsset Valuator,” n.d., 
http://young-rubicam.de/tools-wissen/tools/
brandasset-valuator/?lang=en.

FIGURE 14.1 � The Four Dimensions 
of the BrandAsset 
Valuator
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LO 14-2

Describe the relevance of 
brand equity for marketers.
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As you seek to establish personal brand equity, you must have a way to identify it 
and measure it. You may do so through formal performance reviews with your supervi-
sor as well as casual conversations with colleagues. Similarly, firms looking to create 
brand equity use various techniques to define and quantify it. In the next section, we’ll 
discuss some of the common qualitative and quantitative techniques firms use.

Measuring Brand Equity
Measuring brand equity is fundamental to understanding how to build and manage a 
brand over time. Companies use several qualitative and quantitative research methods 
to measure brand equity.

Qualitative Methods to Measure Brand 
Equity  Qualitative research is particularly helpful 
in identifying the sources of brand equity and its role in 
consumer decisions.7 Two important qualitative research 
methods are free association and projective techniques.

Free association involves asking consumers what 
comes to mind when they think about the brand.8 For ex-
ample, consumers participating in a focus group might be 
asked to list what comes to mind when they hear the word 
Lexus. They may respond with words and phrases such as 
luxury, high quality, or very stylish. These responses give 
marketers insight into what consumers think of the firm’s 
brand and whether those associations are consistent with 
the firm’s marketing-mix strategies.

Projective techniques are tools used to uncover the 
true opinions and feelings of consumers when they are 
unwilling or otherwise unable to express themselves.9  
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Microsoft has been ranked near the top of a list of firms with the highest brand equity and 
sees many benefits as a result, including the ability for its products like Xbox to succeed in a 
very competitive industry. Barone Firenze/Shutterstock

Companies like Taco Bell can measure their brand equity 
using free association or projective techniques. Consider for 
a moment what comes to your mind when you hear the name 
Taco Bell. Stan Rohrer/Alamy Stock Photo
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A common projective strategy involves asking a consumer to compare a brand to a per-
son, animal, car, or country. For example, a consumer may be asked, “If Microsoft was 
a car, what kind of car would it be?” If the consumer likens Microsoft to a sports car, 
it might suggest that the consumer considers Microsoft a fast-moving, exciting brand. 
However, if the consumer compares Microsoft to a minivan, the consumer may believe 
Microsoft is a conservative, reliable brand that’s less exciting than other tech firms like 
Apple or Google.

Quantitative Methods to Measure Brand Equity  Qualitative tech-
niques can provide interesting, in-depth consumer insights. But they typically involve very 
small samples of consumers, whose perceptions may not be generalizable to those of the 
larger population. In an effort to get a more complete understanding of brand equity, mar-
keters also use several quantitative research techniques. Two common quantitative research 
techniques focus on measuring consumers’ recognition and recall of specific brands.

Brand recognition research helps marketers understand two things: (1) which brands 
stand out in a consumer’s memory and (2) the strength of his or her association with 
the brand. One basic type of brand recognition measure presents a list of single prod-
uct names, images, or slogans in a survey and asks consumers to identify which items 
they’ve previously seen or heard of. Marketers typically include decoys in the list, items 
that consumers could not possibly have seen. The decoys allow marketers to tell if 
consumers are truly able to identify the brands they’ve seen and to distinguish between 
those and brands they have not been exposed to.

Brand recall refers to consumers’ ability to identify the brand under a variety of cir-
cumstances.10 Researchers often use cues to understand brand recall, such as, “When 
you think of great pizza, what brands come to mind?” Brand recall measures can be 
used to determine whether consumers consider the firm’s brand when they are plan-
ning to make a purchase, and if so, whether they think of the firm’s brand before they 
think of competing brands.

It is important to understand the link between brand equity and other important 
outcomes such as customer lifetime value. Customer lifetime value (CLV) is the total 
amount a customer will spend from acquisition through the end of a relationship with a 
brand. CLV can be calculated using the following formula:

​​Customer lifetime value ​(​​CLV​)​​ = �Average value of a sale  
× Number of repeat transactions  
× Average retention time in months  
or years for a typical customer​​

For example, a local gym may offer special pricing to attract new residents in the com-
munity to become members. The marketers for the gym are willing to offer the first two 
months free because they know the average gym member will pay $20 per month every 
month for five years on average. As such, each new member whom the gym signs up can 
expect to generate $1,200 in revenue for the brand during their lifetime as a customer:

​​$20 ​(​​average value of a sale​)​​ × �12 months ​(​​repeat transactions per year​)​​  
× 5 years ​(​​average retention time​)​​  
= $1,200 customer lifetime value​​

Research has shown that brand equity has a predictable and meaningful impact on 
customer lifetime value and that marketing activities that built brand equity exerted 
both direct and indirect impacts on CLV. Marketers can use analytics to measure how 
effective different marketing tools, such as promotional strategies or pricing changes, 
are in building brand equity.11

customer lifetime value (CLV)
The total amount a customer 
will spend from acquisition 
through the end of a 
relationship with a brand.
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As with any kind of marketing research, the tools for measuring brand equity have 
both advantages and disadvantages. Which method a company chooses depends on the 
costs of pursuing the research relative to the benefits from any insights uncovered. Firms 
use these insights to gauge the current strength of the brand. The insights also may reveal 
how firms may need to modify their brand strategy to be more successful in the future.

BRAND STRATEGIES
When choosing a brand strategy, marketers seek to maximize their brand equity without 
diluting profits or damaging the attractiveness of the brand. As always, the brand strategy 
should align with the overall marketing strategy the firm established in its marketing plan. 
It should be implemented with the goal of helping the firm accomplish its marketing 
objectives. Companies have a number of choices as they decide which brand strategies 
are best for their organization. We’ll discuss some common strategies—brand extensions, 
brand revitalization, co-branding, and private-label brands—in the sections that follow.

Brand Extension
Companies that already possess a strong brand and high brand equity may pursue a brand-
extension strategy. Brand extension is the process of broadening the use of an organiza-
tion’s current brand to include new products. In an earlier chapter we discussed product 
extensions, in which a firm expands within the same product category (e.g., Coke and Coke 
Zero Sugar are both soft drinks). Brand extensions, in contrast, typically involve taking a 
brand name into a different product category. A brand-extension strategy enables new prod-
ucts to profit from the recognition and acceptance the brand already enjoys. For example:

	•	 McDonald’s extended its brand beyond convenience and Happy Meals to in-
clude healthier items such as salads, yogurt parfaits, and premium coffee.

	•	 Crest extended its brand beyond toothpaste to include dental floss, mouthwash, 
and toothbrushes.

	•	 Dove extended its brand from traditional soap products into hair care products. 
Because Dove customers already associate the Dove brand with quality, they 

brand extension
The process of broadening the 
use of an organization’s current 
brand to include new products.

LO 14-3

Compare some common 
strategies for developing 

brands.

Dove used a brand-extension strategy to leverage its reputation for quality into new product 
categories, including hair care, lotion, deodorant, and others.

Christopher Kerrigan/McGraw-Hill EducationKrys Bailey/Alamy Stock Photo

Holly, Jolly, 
Dollar 

Generating 
Brands
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