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1. Brand Equity and Intangible Assets

1.1 Intangible Assets in Business Economics

In today’s economies, companies do battle in globatkets characterized by
highly intense competition and an abundance ofriofis. In saturated over-
supplied markets, basic product use characteriateseing constantly improved
and offered at ever lower prices and in quantieesr and above the capacity for
market absorption. Physical product characterideesl to become standardized
under such conditions and consequently lose thethay play in competitive
product differentiation. The success of compangtsgy in highly competitive
socio-economic systems is influenced by compangnmible assets, that is, by
sophisticated management factors that involve, raoog to a well-known
definition, “the sum of accumulated company knowke@nd the channels used to
acquire information that is important to the compan

Intangible assets in business economics are thaslotible nature: asput, that
is as the flow of information from the environmeatd asoutput the flow of
information from companies outwards into the envinent. Specifically, thaput
potential of intangible assets allows for the astjon of knowledge not
previously available, that is, knowledge that iscassary for subsequent
improvements to company business operations. litibngssetnput follows from
company operations designed and implemented toiracqantinuous flows of
data and information. Such flows are similar to tinadern business information
systems, which are designed for highly competigw@ironments, produce as a
matter of course. Intangible assets that can bd bgecompanies asutputcan
involve the development of a specific company fiorctwithin an organization
(internal affairs), and also the creation and managnt of specific brand equity,
which the external environment associates with ateriofferings or with a
company as a whole.

The intangible assets thus defined allow us to mieséhat “information flow
exists in all developmental stages”, and furtheenahat knowledge assets
constitute a competitivdifferential wherever decisions or observationsraesle.
From a “market driven management” perspective higitsle assets are related to
information flows that exhibit important synergéspotential when they are used
to improve business culturecompany information systenand brand equity
These flows can be categorized Bdernal, environmental and corporate
information flows. From a system perspective, igtale company assets can be
as follows:

 Internal information flowsthey initiate and terminate within a company and
reinforce organizational culture over time. Suchture could be defined as
the state of workforce motivation, management skié ability to manage,
transfer and use information, etc. For example, ah#ity of a channel to
process information using particular organizationatructures and
management skills is also an important intangildeed and has the same
critical importance as a company’s information sygsdatabase.
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* Environmental information flowsthey flow from the environment to a
company and generate intangible assets relategei@tons. These flows are
targeted at and organized within a company’s infdrom system, and include
production knowledge and skills, information abdetmand and information
acquisition channels. It should be noted that kbt information and the
ability of the channels to acquire it are importautangible assets.

* Company information flowshese flow from a company into the environment
and generate real and perceived value that cadtamand segments attribute
to a given company or to a particular offering. STimtangible asset category
is manifested in brand equity and comprises variqualities, such as
company reputation, brand and company image, éiis. group also includes
all accumulated knowledge and the ability of infatimn channels to create
and manage it.

In essence, intangible brand equity assets areoparcompany’s larger system
of intangible corporate assets that influence compaanagement success.

1.2 Intangible Assets System: Brand Equity, Inform#on System and
Company Culture

Brand equity is a critical factor in managementnstability with respect to the
company-demand-competition equation, and henceaxt®e with other intangible
assets such as:

1. Company information system where its informatioflomws and outflows
determine the knowledge-base for brand equity mamagt.

2. Company culture, from which the guidelines for staing information
systems are defined in line with the workforce hamgnand participation
characteristics, which are specific for each arehgeompany.

The critical importance of the synergistic relatbip between brand equity,
information systems and company culture becomescpkarly evident in the ever
more frequently occurring agreements and alliankas large corporations form
in the interests of increasing competitiveness ifipalty to reduce excess supply.
Examples of these agreements and alliances caaunel involving VW, SEAT
and Skoda; BMW, Rover and Rolls Royce; Daimler @iaysler; Peugeot and
Citroen, etc. Indeed, it is clear how the valuirigorand equity does not reduce
down to simply quantifying a labeling value in largnternational agreements.
These face values reflect highly volatile microtadors such as market share, the
number of exclusive POS's, etc. that are valueeépeddently of the structural
characteristics of the organizations that gendtem and have power over them.
On the other hand, the experiences of recent yeave shown that neither
agreements nor mergers aadquisitions can be carried out on the basis of
predominantly financial objectives without previbuassessing the real potential
for integrating intangible assets from the invol@ganizations, for example, as
happened in the KLM-Alitalia alliance. Specificglihese assets are the respective
cultures and information systems.
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o On 27 November 1998, KLM Airways and Alitalia fedran alliance
with the goal of creating a group capable of conmeetwith Lufthansa,
British Airways and Air France (with 260 planesyab hub cities, 39
million passengers and 3771 connections throughbet world). The
agreement included the planned privatization otafih by June 2000
and the barring of new alliances without the mutcahsent of both sides.
Additionally, KLM was to put 200 billion liras towds the new Milan-
Malpensa airport hub. The merger was expected todoepleted in 2002.
In reality, KLM broke off negotiations on 29 Apr@000 with the
following statement, that “... the alliance is noa$éble due to continued
uncertainty concerning the future of Malpensa ante tAlitalia
privatization ... . The absence of clear decisiopsstitutes a risk that
could jeopardize KLM’s financial position, profitéiby and the potential
for finding a future partner”. Italian newspapersummed it up as
follows: “... the agreement between Alitalia and MLmade excellent
business sense in theory. One airline is very sfron the domestic
market but weak abroad and makes a good completoetiie other
airline which is global but without a home base In practice things
turned out to be much more complicated than had leepected”.

2. Brand and Brand Equity

2.1 Trade Marks

Brands used to be defined as a “name, term, irgsiggymbol, drawing or
combination of the above that sought to identifypraducer’s, or producers’,
goods or services and distinguish them from the pmgition” (American
Marketing Association). This concept particularlgclised on thddentifying
function of brands as the basis that allowed purchaseesgociate a particular
company with certain goods or services.

The identifying function of a brand has always beéfundamental importance
in the market economy. This is the most importafibrmation element in the
product choice process and above all protects ptednd producers from similar
products offered by the competition.

In reality, however, brands are only limited to ttientifying function in markets
distinguished by product scarcity (i.e. when thended for goods greatly exceeds
supply), where there is significant unsatisfied dath Indeed, unsatisfied demand
conditions generate not only real competitors (idieg to compete in and grow a
given market, and remain there for some time),ate&t numerous imitators. This
last group is merely imitative and often their gsasimply to create confusion in
the market regarding available product brand names.

A brand’s identifying function amounts to the lef@lindation for the protection
of a product from copying. In the context of legabtection, moreover, the
distinctive element of a particular product (nameem, insignia, symbol, drawing
or all of the above) does not refer to brand-namterdther to brand, or to be even
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more precisetrademark.The identifying function therefore represents oohe
aspect of brand equity. In complex supply-demandkets, the mere association
of product with brand-name ignores many qualittestii functional and symbolic)
that demand can attribute to a product through andname. In a highly
competitive environment, however, these qualitiesdme decisive factors in
choice-making, and constitute the basisthi@nd-name policynanagement.

2.2 The Brand Concept in Business Economics

Under limited competition conditions, that is whaoducts are differentiated by
tangible factors and characteristics of non-triwalue, brand function can be
limited to identification.

As competitive pressure intensifies (i.e. numeraad-differentiated products
featuring mostly intangible attributes), brandsdteio take on more complex
functions. A brand’s distinguishing role (i.e. tidentifying function performed by
its trademark) is, indeed, only the first part béit particular link that a brand
establishes between a given supply and demandisitua

Under highly competitive conditions, a brand représ the awareness and
image that a product has managed to establish avitlefined segment of the
population. Seen in business economic terms, it m@mefined asa specific
relationship created within a given market for theomotion of a particular
product”. The specific existing relationship between a brand a given market
indicates the functional and symbolic values thhatdpct demand attributes to the
product through the brand. These values make uprddyszt or service
recognition”.

A brand signifies the history of a product bothterms of real growth and
experience gained through demand. Seen in this avayand is the sum of assets
allocated by an enterprise to the competitive mgpkecess and, in particular, the
investments dedicated to developing knowledge af ezlationship with the
market. A brand ties a given product to the speo#fkpectations of defined
demand segments. Therefore, along with identifyangroduct, it delivers on a
promise. More specifically, a brand expresses afsdemand expectations while
at the same time definingrasponsibility systerwith respect to the public from
the supply standpoint (Figure 1).
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Figure 1: Brand as a relationship link: the responsibilityssym.

Responsibility System

Obligations Assets
Consistency ' } Credibility
Continuity ' } Legitimacy

Socio-cultural ' } Liking

Source:S.M. Brondoni, A. Di Gregorid3rand Equity e politiche di marcd996)

From a producer’s point of view, a brand imposesudtiplicity of obligations.
The fulfilment of these obligations defines thetura and intensity of the
relationship with a given demand. In other wordig, brand tends to express a set
of assets (credibility, legitimacy and liking) thatpractice support a supply and
demand relationship. The assets require actionctéide at fulfilling specific
obligations: consistency, continuity as well asisaultural. These obligations are
manifested by first, the technical characteristcsl performance of a product
(tangible aspects of a given offering) and secobpdsiness communication
activities (intangible aspects of a given offeringf primary importance under
excess supply conditions).

m Consistency obligationsefer to company actions designed to establish and
preserve a given brand’s distinctive charactesstiod are aimed at developing a
specific brand relationshigsourceconsisting of theredibility of special product
characteristics. Saturated and highly competitiagkets feature a large number
of products that are available in quantities inesscof the potential for demand
absorption. Hence, every product looks for its amempetitive growth space and
tends to uniquely characterize itself. Under theseditions, qualifying a certain
product (or establishing that specific relationshdigfined by the brand) is the
result company decisions and competitive action. Indesmpanies and their
direct competitors, generate actions and reactibat reflect upon a product’s
distinguishing traits and credibility. Consequentipnsistency obligations pursue
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brand relationships through supply and demand space and time. Hence, they
tend to support a consistency profile that is suitefighting competitors’ attacks.

Within an operating profile, brand credibility rétsufrom uniform targeting by
all sales/marketing, institutional and organizasioncommunication tools
(integrated company communication) aimed at highiigy a product’s
distinguishing features. Taking company communicetias an example, the role
of advertising (often crucial for some product typeequires precise planning
through the consistent use of face-to-face sellsadgs promotions, sponsorships,
publicity, fairs, shows as well as direct marketing

In a more general sense, brand consistency oldigatiefer to the harmonious
use of marketing mix action parameters. Actualhnsistency cannot limit itself
to the communications mix and must be extendedricing, distribution and
product policies. Indeed, an offering’s intangild&ements derive ever more
frequently from communications and marketing facfynergies. Taking the
distribution channel as an example, franchisecesttcated in different cities use
logos as tools that directly convey a brand claend therefore also the
consistency obligation of the relationship betwsepply and demand.

m Continuity obligations refer to the necessary cbods in order to maintain a
brand’s relationship with a specific market, botralifatively and quantitatively.
With respect to the latter (quantity), continuitipligations are connected to the
number of companies able to offer substitute goondsghly developed economic
systems. The availability of alternative produaiscés a brand to seek constant
market presence in order to counter a weakeningpenrelationship caused by
competition and preserve the identity which hasnbeailt. In short, this means
developing a specific brand relationsihgsourcerepresented by tHegitimacyof
brand presence. With respect to the former (qyaégpecially for established
brands, continuity obligations concern the needdapt brand values over time
and space to demand expectatiofisis avoids radical and sudden changes to a
product claim that cause confusion and disoriemat the market.

Continuity of the supply and demand relationshighie basis for ensuring a
brand’slegitimacy (i.e. rationalizing a population’s habits and prodaelection
behavior), and contributes heavily to building lardoyalty. This is understood as
showing preference from amongst a number of eggtioducts. In other words,
continuity obligationscreate the conditions whereby a given brand masta
positive acceptance (regarding relationships dg@eslowith final demand or with
intermediate demand represented by sales or fiaamoddlemen).

m Lastly, the responsibility system represented bygrand takes the form of
socio-cultural obligationsThese influence the way in which a given brand tie
itself to a defined market and, more generallytht® environment. As economic
systems evolve, choices are less and less detafrbynéhe satisfaction of basic
needs and more determined by complex and multiddceexpectations
(requirements). Moreover, demand is less and lepassive part of business
strategy and tends to play an active role on tisesla the convictions and values
it embodies.
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Today, brand responsibility is, therefore, chanazéel by specificsocio-cultural
obligations These obligations are the interpretation of thki@s contained in a
specific socio-cultural context, and consequendgdl to the development of
suitable emotive resourceghat are the basis for rational and unconscious
motivation in determining brand preference.

HRERE

In summary, marketing and communication policie$ gemand expectations
into focus and define the lines of action to takeorder to build a relationship
with the objective market and face competing présiuc

The qualification of a brand as the relationshipneen a product and a given
demand, highlights the fact that intangible prodatttibutes are now dominant
with respect to tangible product attributes in deeision and choice-determining
process.

Lastly, a company must describe a brand respoitgibystem in order to build a
lasting relationship in the sense of determining tbyalty conditions to a
particular brand. This means singling out the dpeabligations that affirm
product credibility, legitimacy and liking.

2.3 ldentity, Perception and Brand Equity

The definition of a brand as a specific relatiopsl@ads us to consider it as a
time-limited result of theesponsibility systerachieved by a company through the
application of certainobligations aimed at developing specifieesources In
relation to demand, brand embodies the level ofgmion (awareness) and type
of acceptance (image) of a product with respecth#® competition. A brand
satisfies demand expectations (in accordance Wwétdepth of the supply-demand
relationship) that come from companies, their cditgrs, customers and
environmental factors (noise).

As described previously, the development oélationship with a given market
expresses the concept of brand in a business-ecomicontext. It also assumes a
precise definition for the concepts lmfand identity brand perception and brand
equity (Figure 2). No specific relationship with a definetrket exists in a new
brand-name launch phase. However, market introoluatieans that distinctive
relationship factors become more specific and fixddle losing freedom and
flexibility: in other words, the brand relationshiegins to define itself.

Brand-building assumes above all that a precisetilgas defined in relation to
the determined qualification characteristics faraduct, and that the product can
become successful due tearious factors. These factors include product
characteristics, the evocative effectiveness obtlamd name and corporate name,
a product’'s geographic and historic roots and dthieg messages, etc. The
planned qualification qualities shape brand idgntit every way, i.e.“the
distinctive product characteristics that a compa®ts out to communicate to a
given population’and maximize the expected benefits (in terms ofremess and
image) with respect to implementation costs. Ascae see in Figure 2, setting a
brand identity profile objective comes before brgmetception on the market.
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Indeed, reaching a certain brand perception — &gsdcwith defined levels of
credibility, legitimacy and liking — requires preei definitions of what brand
identity should be and the actions that contrihatachieving thatdentity.

Figure 2: Brand identity, perception and equity.

Producer Media & Recipient
(Supply) Trade (Demand)
Tangible and
intangible
elements

Brand perception

. . Signals conveyed ° awareness
Brand identity (communication) — | ¢« image
“Internal noises” . Competitors

e Demand

e “Noises”
Brand
Equity

Source:Adapted from J.N. KapfereBtrategic Brand Manageme(it992)

A product tends to take on its own distinctive peofor a given market location.
As a consequence of the degree to which a compaiaeg this plan, a product
profile takes on “a specific form in terms of bapality and quantity in relation to
demand". This is the definition obrand perception.It can even differ
considerably from the desired brand identity (inm& of both quantity elements
regarding awareness and quality elements regantiage). In other words, brand
identity planning and the implementation of progsaaimed at maintaining the
planned development of that identity over time apdce lead to particular results
in terms of brand perception and constitute thendiation of brand policies. A
brand’s perception profile also comes from tangipteduct attributes, even if
these attributes (especially whproduct supply exceeds demand) tend to be less
important than intangible product attributes in deenand choice process.

Furthermore, three factors are forcing companieadwanced socio-economic
systems to place greater focus on communicatioraggransmitted by the media,
trade and finance providers: the rising complexipy product usage,
interrelationships that characterize value and aghdinconsistent messages make
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actions aimed at maintaining brand image and awasenseless. Finally, brand
profile is also qualified by behavior that is exigrto the company (Figure 2).
The following are amongst these external players:

* In particular,competing companiethat send antagonistic signals in order to
establish their own product identities.

» End-user demand often considered as a passive block. However, en@mso
generating high levels of information tend to iefhice brand identity
gualification and constitute a source of qualificatregarding other potential
demand.

* Lastly, decoding brand identity can be influencgdhbises that come from the
socio-economic environment. Irreversible trends the environment and
contingent situations reflect on demand and couteitio shaping the keys
used to understand the various aspects.

In short, a specific relationship with a given netrlassumes consistent brand
identity aimed at beating the competition and cainigaenvironmental noise.
(Consistency means avoiding the sending of sigin#lsenced by what the
competition does or in response to chance oppdkshi Brand perception as
seen through the fundamental elements of awaremessnage, reaches a specific
steady-state relationship with a particular madded shapemtangible assetthat
hark back to the concept bfand equity.

Brand equity can be defined in a business-econooungext asthe state, at a
given moment “t”, of the relationship between aidedl offering and a given
market”. In other words, brand equity expresses brand vahmer operating
conditions.Brand equity shapes the value, at a certain tohérand perception
(awareness and image) that has been established gigpecific demandalue
(see Figure 2). Hence brand equity assigns a \‘alw®mplex intangible assets.
They are made up of many contributing factors thidffer in each specific
situation. Such factors may be determined as: btayalty, brand perception,
perceived quality, different associations from #hawmaking up the perceived
guality evoked by a brand and, lastly, other brapeeific factors (e.g. patents,
relationship with distributors, etc.) - see Fig@8re
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Figure 3: The determining factors in Brand Equity

-

Brand loyalty
x
. ) Brand associations
Perceived quality (different from perceived
% @ quality)
BRAND
EQUITY
Other brand ] ﬁ % [ Brand perception
characteristics

Source: Adapted from D.A. Aakdvlanaging Brand Equity1991).

Individual determining factors can help increasandr equity or they can
influence it negatively, as happens with productth iow perceived quality.
Determining factors are also heavily interrelated,example, brand perception is
an assumed precursor to effectiveness in otherrdigieg factors. A well-known
brand encourages the perception of high qualitygderm brand survival brings
us to conclude that the product must be well madst,as we would assume for
services). Consequently, perceived quality sigaiftty influences brand loyalty.

In highly competitive situations, high brand equitgpresents a positive
differential that ensures a certain stability ic@npany's product strategieser
time. A brand's protective shield allows products to dmmstantly reinvented
within an environment providing credibility, legitacy and affection for the
product - thus helping to reduce risk and uncetyaifor the company.
Furthermore, the presence of brands with stronggpalities means that benefits
(to the purchaser/user as well) go well beyondsthmle values communicated by
the brand. These benefits are essentially seeneasimplification of information
processing, greater confidence in product seledioh as brand satisfaction. In
highly competitive systems, therefore, demand amalgxpressed for a given
market becomes essential in order to define thaedbi@dentity to pursue through
suitable brand policies aimed at developing sotahtd equity.
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2.4 Brand Value and Brand Equity

Markets featuring excess supply are also where etitiye strategies centered
on intangible assets are the norm. Here the ecaneatie of brand equity — that
is to say, the value (state), at a given momentott'a specific supply-demand
relationship (brand) - exceeds the functional psepof strategic and operating
marketing and appears as a rather key elementnmpa@oy management. In such
an environment, brand equity rationale and suppgissessment procedures take
on predictable qualities. These cannot be confusttdprocedures and techniques
used in the event of the discontinuation of welbkn brands resulting from
agreements, joint ventures or extraordinary actfoessation, amalgamation,
takeovers or splitting out business areas or wholapanies). Th&rand Value
concept is of particular importance with respectagreements and mergers &
acquisitions. In this case brand value concerns fthancial value of the
transactionin relation to the loss of control over the brand.sTisi to a greater
extent, representative of events that are outsibeaad's competitive dynamics.
The brand value concept tends to attribute valupast company events (e.g.
advertising spend over previous years or historroavements in particularly
positive/negative share prices) that are felt tbparticular importance in order
to establish a real value to start or conclude e&ketdransaction.

o “Corning’s transformation from glassmaker to higgehnology

concern continued yesterday when the US group road it had

acquired the ltalian Pirelli group's fiber-optic lEcommunications
business unit for nearly $3.6 billion. If the fallnount were paid in cash,
the subsidiary would be valued at 165 times the’geturnover — high

even by optical components industry standards".

Brand value quantifying methods gave rise to caersidle practical and
theoretical interest in Italy, especially from thed of the seventies to the end of
the nineties. More recently, the emphasishgpothetical brand valubas tended
to diminish in our country as the national jeweksvd disappeared from the
market. These jewels comprised the medium to larged companies that made
up the backbone of Italian business and were eaddgtified through strong
brand leadership (witness the sale of famous brikeldMotta, Alemagna, Fonti
Levissima, Vismara and others). In other words, ganes that often had a
significant lack of good management but were nagletls attractive because they
had:

1. Built noteworthy market shares with specific produc

2. Been successful in sales terms in Italy

3. Other well-known brands that were sometimes ovéredhin company sale
valuations and hid serious problems regarding mamagt control,
marketing, information systems, logistics, etc.

Estimates of so-called hypothetical Brand Value aseally based on the
assessment of events and trends external to thepatgm(e.g. average
capitalization on the Stock Exchange). They mayp de based on the use of
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rationalization procedures applied to an increasdegrease in value in order to
determine the value of the transaction better. &lirand value estimates can be
used for negotiations, short-term assessments ghket-term incentive plans) or
as a contribution to company or specific brand pase/sale negotiations.
However, the financial quantification of brand v@ldoes not serve any purpose
when measuring a brand's competitive position, igiog indications as to value
continuity to company owners and company managenael to interested third
parties (minority stockholders, public regulatorythreorities, national and
international supervisory bodies, etc.).

In modern economies characterized by excess suppulylimited comparable
competition, companies must nevertheless develapdwvalue awareness that
goes beyond any potential company/brand sale.n§edi company/brand is a
special situation in which brand value depends Ipain the identity of the parties
involved in the transaction and their separatearadehind the purchase/sale.
Actually, brand assessment as partbodind equityis closely connected to the
conditions regarding managerial continuity and s$alen particular operating
significance in a highly competitive environment.

In brand equity the economic value of a brand can be taken laekcompany
economics concept @rand Equity that can be defined as the value (state) of the
strength of the relationship that exists betweespexific offering and a particular
market. Brand equity is therefore connected to aleviseries ofntangible and
tangible product attributes. Their importance for the bramash be measured in
relation to various perceptions held by specifimdad segments. Naturally, such
guantification cannot only be measured in finantzams. The financial value of
brand equity is connected to different analyticalgmeters, that are in turn linked
to the extent of demand loyalty and customer satigin. Hence an estimate of
Brand Equity is carried out by using indicatorst ttedate to brand awareness and
brand image strength. These indicators can, moretmeeexpressed in financial
terms through procedures that take into accounhéoessary financial resources
for the various operating areas. This is carrietliowrder to decide on brand
management policies on a quantitative basis, ande ngenerally, to express
comparative values (uniform in terms of time, spand product classes) for the
cost/benefit impact of positioning a given brandaiagt different levels of
competition.

ooo

The assessment process for Brand Equity referred specific brand — as
previously illustrated - expresses a much-simglifieality that only has a place in
capitalist socio-economic environments. Here coitgrst confront one another
with basic values and companies produce a singléyat and operate in a single
market.

In today’s world, where companies are characterigethultiple products (often
from different commodity classes), Brand Equity uwealshould be based on a
complex management process where the followingtpoieed to be considered:

1. A selection of brands, with specific and diffeirbrand equities.
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2. The different development profiles of the brarfidsn the same company
(with both positive and negative interactions),lbat brand name level and in
terms of the relationship between the corporateenafrthe company and the
individual brand name of the product.

The full offering from a company (and even moreirs@roups of companies)
means that the brand policy for a whole seriesrofipcts needs to be examined.
This is carried out in order to check the effedtsamplex brand management on
the brand equity for each offering and on the Br&dity of the company as a
whole (corporate brand equity).

3. Brand Policies

Brand equity management requires the regular assesof brand awareness
and image. This assessment can be made with posdigerceptiormapsto
show the various features with respect to competitifferings and is aimed at
identifying:

1) Specific attributes associated with the various demand segments for the

different brands.
2) Thetargetfor each individual brand.
3) Thecircumstancesndusethat differentiate the various offerings.
4) Similarcompetitive offerings each market.

The specification of these four elements is athbart of the brand policy and
brand identity to be determined.

In reality, different brand policies can be formelh with reference to the
intensityand thenature of the claims made by a brand, that is, riagponsibility
that binds an offering to specific demand. Threannt@and policies can be
identified, and they are respectivepyroduct-brand, range-brand and umbrella-
brand

3.1 The Product-brand Policy

The product-brand policy sees a direct connectietwéen a brand and a
specific commodity. This is how a close conneci®fiormed, whereby a brand
name means a specific claim that can only be satiffy a particular product or
service. In European markets, typical examplestarbe found in relation to
household detergents, mineral water and oral hggeaducts.

The adoption of specific brands for different oiffigs in multi-product
companies means at least two important benefits:

« It allows for distinct positive/negative associasdor individual products.

* Different market segments can be covered wherasitdeen decided to make
specifically targeted offerings.

The main limitation with this brand policy concering extent of the resources
required to support different product-brands, esplgcgiven intense long-term
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competition. In particular, the external communmatexpenditures needed for
sales and institutional purposes (i.e. advertigongduct publicity and PR) need to
be very high to ensure continuity and consistefi¢tye expenditure level for each
specific offering is set so as to remain abovedtiectiveness threshold, that is,
the minimum level below which any communication Wwbube useless.
Consequently, a product-brand policy assumes d tmand spread that is
sufficiently wide to permit extremely fine segmdrda and, at the same time,
allows for suitable segment sizes to justify theestments required.

3.2 The Range-brand Policy

Product-brand policy refers to a single offerindpjilgt range-brand policy refers
to a group of products that together make the saaiens. We are therefore in
reality talking about a series of offerings thatmneotogether to form a specific
relationship. Individual goods can therefore beegia name that comes from their
product class and that allows them to be identifthen a company manages
many different product lines, the range-brand pakcoften on several levels. For
example, this often occurs in the cosmetics wonldere different products are
offered within a single range-brand (therefore, hwid single claim) that
corresponds to different lines, that are in turmidd#id into specific classes of
product.

The range-brand policy has specific benefits:

« A company is freed from the creation ofecificrelationshipby the life of a
given commodity. This is very useful when produfet tycles are fairly brief.
A brand thus becomes one of the main factors stipgonew offerings that
still need to be in line with the basic claim magethe range-brand.

« The achievement of significant synergies at a sad@smunication level and
especially for advertising and sales promotion aleé at the trade and the
end consumer (because of the potential to repspecéive basic claims over
a period of time).

The adoption of a range-brand policy has the falowWimitations:

* Most importantly given a very wide product rangdyrand may lose initial
appeal and weaken those associations that determuiyer choice in the
potential demand.

* A product that belongs to a range but is of infedoality can generate a
negative image over the entire offering.

« Contrary to the above, a particularly innovativeduct may not find the
right place in the market due to influence fromldyag factors from other
products in the range.
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3.3 The Umbrella-brand Policy

The umbrella-brand policy is different from the garbrand in so far as the
kinds of products associated with it belong to vésterogeneous types of
commodities. The umbrella-brand sets out to suppaéneral claim related to a
high level of awareness and a strong image thahdependent of the ideas
associated with specific product classes. An urtdteiand policy therefore
requires suitable activities in order to create aradke the specific claims for each
product clear. The umbrella-brand policy, for exéanhas been a key factor in
the international success of Japaneserporations. The big Japanese
multinationals often concentrate on giving a strang unique range claim to very
heterogeneous products that are spread over mamnalamarkets (normally
heavily oriented towards import-export and accomgxhiry massive information
penetration).

The main benefit of adopting an umbrella-brand gyolies in the bias towards
marketing policies supported by diversification ¢gesses in the business.
Awareness of theimbrella-brand considerably reduces new produgctclawcosts
even if a specific claim for a new product is stideded, especially when such
products belong to new commodity types for the camyp Multinational
companies derive specific benefits from an umbietind policy: first, the launch
of a new product in a new national market is malleha easier by virtue of
awareness in other markets, and second, the expendiequired for brand
promotion can be charged over a wide product urgbi@hat is, the part that
regards a given product and a specific market).

When an offering is very diversified, a well-knowambrella-brand is
particularly beneficial, even if there is a riskrafking the distinctive features of
the brand appear banal. Excessively extending thierella-brand concept may
weaken those distinctive features that ensure bagedrtions through consistency
and credibility. An umbrella-brand is often accomiga by other range-brands
and/or product-brands. In this case, it would tfueee be more appropriate®
consider it as a kind dirand policy-guaranteas brand identity can be separate
but nevertheless ensures cohesion and credibditythfe different offerings it is
associated with.

o An example of brand policy-guarantee and rangendres to be found
in the Kinder and Ferrero brands. Kinder represeatdypical range-
brand extended to a range of products that neviatiseare assured of a
guarantee of a corporate nature when associated thi¢ Ferrero brand.

gon
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Figure 4: Brand policy: claim-positioning structure

Product brand
Range brand

Specific
claim A
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Product A Aﬂ\‘
l Product A Product B Product Z

Positioning A \ l /

Common positioning

Umbrella brand

Common claim

Specific Specific Specific
claim A claim B claim Z
Product A Product B ... Product Z

. . .

Positioning A Positioning B Positioning Z

Source: S.M. Brondoni, A. Di GregorioBrand Equity Management. Brand
leveraging.(1998)

Figure 4 shows the brand policies described ab&Wef them have the aim of
developing a brand in order to form and maintairelationshipwith a given
market — a definite final demand, specific intermaegd demands and specific
competitors — or simultaneously over several markstfor umbrella brands.

Brand policy in highly competitive markets cannetdmed at pursuing a solid
brand loyalty goal (as if it were static goal, to focus on in the relationships
between supply and demand). In such markets, wisaies and financial
intermediaries play active, independent roles, drnaalicy is typically identified
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with a company's managementdynamic stabilitywithin the market (where the

relationship is based on a series of loyal anddga” behavior types). This is a
relationship that is, by definition, anything butats, since the structure and
intensity of competition generate strength anddaaertain direction to be taken.
This direction then determines the dynamiamd instability conditions in the

relationship between supply-demand.

The dynamic stability of relationships with speciimarkets is a distinctive
feature of brand policy in highly competitive ecamo systems. In such markets, a
brand with a strong image is a fundamental cortygnd@@actor for company
business. Companies need to face competitive ¢dondibased on time as a factor
(time-basedcompetition and on increasingly shorter new product develogme
and introduction cycles. Competitive conditionsddn considerably destabilize
choice processes and hence substitute loyalty t{tiepeidentical behavior) with
attracting loyalty (repetitive non-identical behawvithat is, loyal and disloyal)
with respect to the brand. On the other hand, dumrbassociated with a claim that
undergoes frequent changes does not allow for gdmptete demand learning
process to take place. This is a process thatidatkin order to clearly define the
responsibility system that brand identity "want®)' assert. In other words,
dynamic stability with a market is the essence otlern brand policy. It is also
the basis for supporting Brand Equity that actshasconnection with continuous
innovation policies for a tangible product, supply awhole or the production-
commercialization process.

4. The Brand Portfolio Policy

Many factors contribute to increasing the numberbcdnds managed by a
company. These factors include the developmenhefoperating coverage area,
company growth, amalgamation and purchasing presgsgreements, alliances
and joint ventures, and lastly, the increasingliivac direct role of intermediary
demand (trade and financial intermediaries) andl flemand. Demand in the
more sophisticated economic systems is generally spgo functional and
symbolic demand that cannot be satisfied by a einghim, that is, the
responsibility system represented by a single brdndan environment split
amongst supply-demand relationships, there is @ teaise different brands to
match competitive offerings.

o The L'Oréal group, founded in 1907, today has ateesive portfolio
of brands, including Garnier, Lancome, Vichy, HeleRubinstein,
Biotherm and Cacharel.

There are many multinational companies with exiendirand portfolios, for
example, 3M $cotch Scotch Brite Post-i), Lever, Procter & Gamble and Philip
Morris. Philip Morris in particular can be looked @s a prime example as it
controls companies (such as Kraft, General Foodsphks Suchard, Miller
Brewing Company) that in turn operate with a sinylavide number of brands.
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Figure 5: Philip Morris Companies Inc. - Brand Portfolio — 99

Tobacco
= Marlboro = Lark = Bond Street »  Multifilter
» Benson &Hedges [= Cambridge = Caro » Muratti Peter
= Virginia Slims = Basic = Diana Jackson
= Merit = F6 = Petra
= Parliament Selected Int. = Kazakstan =  Philip Morris
- L&M Brands = Klubowe = SG
® Chesterfield = Apollo Soyuz = Longbeach = Vatra
Food
Grocery Aisles Dry Desserts Processed Pizza
American . N
Beverages/Coffee [ D-Zerta Cheese = California Pizza
= Jell-O Kitchen
= General Foods = Minute brand » KraftCheez |= DiGiorno
International tapioca Whiz = Jack’s
Coffees : .
) = Kraft Deli Tombstone
= Maxim Dry Grocery Deluxe
= Maxwell House . Baker’s = Kraft Singles Selecteq
» Sanka hocolat q Velveeta International
= Starbucks chocolate an Brands
* Yuban coconut . Cream Cheese
= Calumet baking Cheese
Soft Drinks powder = Philadelphia i
_ = EverFreshfruit | Temp-Tee = Dairylea
* Capri Sun preservative = Eden
= Country Time = Oven Fry Other Cheeses » El Caserio
= Crystal Light coatings * Invernizzi
= Kool-Aid . Shakeg’N Bake : g?h((‘:ir(])?r?o = Kraft Cracker
* Tan
: " Croeang [ TmaNs L it
erto, and |a - )
Post Cereals Sim Set fruit Polly-O Llnden_berger
= Alpha-Bits pectins Dairy Products  |* Kraft Singles
= Banana Nut Crunch u Kraft Sottilette
= Blueberry Morning [Ethnic Foods = Breakstone's s Pphijladelphia
= Cinna-Crunch = Taco Bell dinner sour cream and. P it Québec
Pebbles kits, salsa and | cottage cheese Coffee
= Cranberry Almond meal components Brtlelyers yogurt
Crunch " Jel-Oyogurt |, Blendy
» Frosted Shredded |Meals/Side Dishes Knudsen gour = Carte Noire
Wheat * Kraft macaroni & | ¢réam anh = Gevalia
= Fruit &Fibre cheese and other | CKOtt;%‘? ¢ E’ei(ta =  Grand 'Mére
= Golden Crisp dinners raftdips Light I, affee HAG
= Grape-Nuts = Kraft pasta salad n Lively low-fat || ;g
» Grape-Nuts O’s  |= Minute rice cottage cheese,| s ng
= Great Grains = Stove Top stuffing|  YO9u't = Jacobs
= Honey Bunches of mix Ready-to-Eat Monarch
Oats = Stove Top Oven |pesserts = Jacques Vabre
= Honeycomb Classics = Kenco
= Honey Nut * Velveetashels& = Jell-O  a Maxwell
Shredded Wheat cheese * KraftHandi- | Maxim
Snacks = Nabob
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= Natural Bran Flakes [Salad Dressings
= OreoO’s
= Pebbles = Good Seasons
= Raisin Bran MIXes
= Shredded Wheat Kraft
» Shredded Wheat'n | S€ven Seas

Bran Snacks
= Spoon Size

Shredded Wheat [* Balance Bar*
= Toasties = Kraft Handi-
= Waffle Crisp Snacks
= 100%Bran .

Toppings

Condiments & - Dream Whip
Sauces whipped topping
n mix

Bull's-Eye barbecue
and grilling sauces
Kraft barbecue
sauces

Kraft mayonnaise
Miracle Whip

Kraft Sauceworks

Refrigerated Case

Cheese

Parmesani Romano

Fresh Pasta &
Sauces

Di Giorno

Processed Meats

Louis Rich
Carving Board
sliced meats
Louis Rich
turkey products
(hot dogs, cold
cuts and bacon)
Louis Rich hot
dogs, cold cuts
and bacon
Oscar Mayer
Lunchables

Picles &
Sauerkraut

Claussen

Saimaza
Splendid

Confectioneries

Alladin
Cote d'Or
Daim
Figaro
Freia
Korona
Lacta
Marabou
Milka
Peanott
Poiana
Prince Polo
Suchard
Sugus
Terry's
Toblerone

Powdered Soft
Drinks

horseradishand ~ |" Di Giorgio Freezer Case _
sandwich spread [ Kraft = Clight
Confectioneries " Kt Free Desserts " Frisco
o Natural = Cool Whip " Q-Refresko
» Altoids mints * Tang
= Callard & Bowser [* Crackers Barrel |\Vieat Alternative
toffees = Kraft Other
* Toblerone and " BocaBurger |, Estrella snacks
Tobler chocolates =  Kraft Delissio
Pizza
= Kraft ketchup
= Kraft peanut
butter
= Magic
Moments
= Miracle Whip
=  Miracoli
=  Simmenthal
=  Vegemite
Beer
= Miller Lite = Miller High Life = Mickey 's Malt » Leinenkugel's
= Miller Lite Ice Light Liquor = Southpaw Light
= Miller Genuine Draftj= Red Dog = Olde English 800 = Molson
= Miller Genuine Draft|= Icehouse = Milwaukee 's Best|= Foster'’s
Light = Hamm's = Milwaukee ’'s Bestj= Presidente
= Miller High Life = Henry Weinhard Light = Sharp’s non -
= Meister Brau alcohol brew
=  Magnum malt
liquor

tInternational products available in some specialty stores and supermarkets

*Acquisition pending.

Source:Philip Morris Companies Inc., 1999 Annual Report.
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The existence of a complex brand portfolio is nastjthe prerogative of
multinational companies that deal in fast-movingnsioner goods as the
phenomena also exists in the business to busimessexvices sector. A brand
portfolio should not be considered a feature otdmecompany cultures. Certain
Japanese multinational companies, that have hisltyi pursued a single
corporate name policy, are interested in develomngortfolio of their own
brands, as can be seen from developments at Tagdtéhe Sony Corporation.

o Toyota aligned itself with the famous brand “Lexughe luxury brand
of Toyota” for top range cars, set to compete witarcedes and BMW.
The Lexus Project was started by Toyota in 1988 &# production
teams, 60 designers, 1400 engineers and 2300 disetehnicians.

o Sony Corporation is a world leader in consumercgleics. The Sony
brand in particular has been established in the ld@f video equipment,
audio and television. It has maintained a claimdza®n innovation and
mass specialization factors. The Sony Corporatiomgam a

diversification process at the beginning of the @89n the entertainment
industry (cinema and the recording industry). ltulght up consolidated
brands like Columbia, Epic and Tristar. Then it wem to widen its

brand portfolio by launching the brands Chaos amgtar Music Group

in the recording industry.

Brand portfolio management is the central feature of brand
management because of the high level of investment needed to
allow for suitable visibility. More generally, the level of resources
needed to maintain a good relationship with a given market are
always very high. How can the number and strength of brand
identities to establish in different markets and/or target segments
be decided upon? There is no single answer. An initial idea for
making a choice can be gained by analyzing the strengths and
weaknesses that distinguish portfolio policies: the single-brand
portfolio policy and the multi-brand portfolio policy (see Figure 6).
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Figure 6: Brand portfolio limit policy

Single-brand Multi brand
portfolio portfolio
* Focused competition * Creates markets
* Operating leverage * Satisfies regional market
exasperation needs
* Resource concentration * Resource fragmentation
* “Claims across many * “A claim for every
segments” segment

Source:S.M. Brondoni, A. Di Gregorid3rand Equity e politiche di marca
(1996).

4.1 Multi-brand Portfolio Policy

A multi-brand portfolio policy features specific brand for each demand
segmentSuch a policy is consistent with a strategic foaimed at diversification.
A company sets out to characterize individual afigs and develop precise brand
awareness for each of them. In other words, thegetaofferings to satisfy the
demands of each market segment.

There are many advantages to titand portfolio policy:

» A range of brands may be necessary in order tefastmpetition and create
a market: a single offering does not normally $atlsroad, sophisticated
demand. There are many examples of this: Philipgdtor TV’s (the Italian
market sees competition amongst group brands -ipBhilGrundig and
Phonola), Rossignol for sports equipment (espgchmith the Rossignol,
Dynastar, Kermand Langebrands) and even Philip Morris for modern fresh
cheeses in Italy.

o Philip Morris is in the national modern fresh clseemarket with the
range-brand  Philadelphia  (Philadelphia,  Philadelphi Light,

Philadelphia Fantasie and Philadelphia Mousse), cilband Maman
Louise (the last two are produced by Kraft GenefFalods). Direct
competition includes Sitia-Yomo (with Belgioiosa)daGalbani-BSN
(with Fior di Certosa). Having Jocca and Maman Lseiihas allowed
Philip Morris to improve competitiveness (Sitia-Yoand Galbani-BSN).
It has captured enough of the market to reach thmennum critical size in
order to carry out suitable marketing to grow deman
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» The multi-brand portfolio policy allows for compidin involving several
brands in the same market. It also allows for theroercialization of low-
profile brands for tactical purposes (for examptelimit the potential for
brand extension by competitors) or to defend thenrbeand from cut-priced
attacks that could damage the image of brand leader

« A multi-brand policy may be necessary in orderats$y specific demands in
regional markets - like Heineken in Italy.

A multi-brand portfolio also has some typical liatibns:

* Individual brands need to be backed by specifiertional activity. A brand
implies an awareness relationship for the spetifand demand. The claims
that satisfy the need for a specific demand areitapt. Each brantherefore
requires its owrdevelopment path with specific promotional campaigmed
at reaching set objectives in terms of brand aves®n

» The need to personalize promotional activity isefffagainst the need to keep
costs down to amounts that are bearable, given dbramofitability. In
particular, a rigid brand differentiation policydweces the potential for creating
manufacturing synergies, sharing trade relationsagament and optimizing
research and development. Furthermore, this bramtdopo policy requires
enormous marketing resources for communicationd, mare importantly, it
implies high advertising investments over the |temgn.

* The burden of a multi-brand portfolio policy is panlarly obvious over the
medium to long-term. Inadequate investment in themotional support of
diverse brands tends to cloud perception of spetifand identities, limits
brand resources (credibility, legitimacy and likirend, therefore, jeopardize
the various Brand Equities involved.

4.2 Single-brand Policy

A single-brand policy is obviously in contrast letabove. Here company assets
are dedicated to the growth of a single brand Hgas of the number of potential
demand segments. The brand could identify a proohastd, a product-line brand
or an umbrella-brand in this case. The advantageéslimits of a single-brand
policy are the mirror image of a multi-brand policWith the potential to
concentrate financial and managerial resources emge brand identity to be
transmitted to the related market, there is a litoitthe focus permitted in
competing across different areas with a singlentlaind a single system of
responsibility.

o Coca-Cola is an emblematic case. The creation mfewanging,

favorable brand familiarity spread over various demd areas allows for
the achievement of massive management savingdaimoreto the vast
and numerous penetrated markets. The extension varesus demand
areas resulted from communications consistency eodstancy, the
gualitative characteristics of tangible product facs and, above all, the
crushing force of intangible supply factors. Therketing depth over a
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given market on a national basis and the expansitmdifferent markets
on an international basis naturally emphasize howitical the
operational levers are with respect to consistendyrand mission.

In the end, an umbrella-brand policy does not cetepy eliminate the limits
that are typical of a multi-brand portfolio polici single distinctive logo and a
single general claim characterize an umbrella hraioavever, individual products
marketed under an umbrella brand can include a&m®ysf separate relationships
that originated from the same brand.

o For example, the Japanese multinational Yamaharatpe across
various merchandising divisions under its corpordteand. Amongst
them are the musical instrument and motorcyclestins that compete in
their markets with products of the highest techgploNhat perspective
can render comparable the perceptions of a pianachier and a
motorcycle enthusiast? What level of awarenessbaadd image values
can embrace such different products? What, in it finalysis, do the
Yamaha-musician and Yamaha-motorcyclist relatigpshihave in
common given that their choices concern profourtifferent products
that nonetheless have identical brand identity igs? In reality, there
are two distinct claims, two different responsiyikystems, and therefore
two brands derived from a single brand, Yamaha.

Evidently, the effects on a business that supplesources in support and
development of an umbrella-brand extending overarons classes of products
are substantially the same as for the managemembodnd portfolio and present
the same constraints on both financial and manalgessource allocation.

4.3 Strategic Foundations of Brand Portfolio Policy

The brand portfolio policies described above illatt extreme conditions. Both
tend to identify policy-limits that are pursuable/ lwompanies with well-
characterized offerings. These are companies timatad maintaining precise
relations with demand and tllempetition so as to enhance the advantages of one
approach or the other. The definition of brand fotid policy strategies can be
traced to a few main determinants, amongst whieh @mpetition intensity,
demand complexity and the level of offering intémm@alization. Investments in
marketing and, in more general terms, resourcesingdsfor the support of a
series of brands tend to grow whenever there ikhhigptensecompetition In
contrast, the weaker the competition, the gredterneed to create a market by
concentrating company offerings over a diminisheohiber of brands.

Consequently, it appears possible to establishractdirelationship between
competitive intensity and the number of brands rompany's portfolio - within
the financial limits to customer satisfaction. Fearmore, detailed demand
expressing differentiated needs, both functional agmbolic, emphasizes the
need to strengthen various claims to be satisheough different brands. In this
respect, a needs complexity indicator can be ifledtihrough the potential to

Edited by: ISTEI - Istituto di Economia d'Impresa
Universita degli Studi di Milano - Bicocca



© SYMPHONYA Emerging Issue in Management
www.unimib.it/symphonya

efficiently divide demand into segments. It is ftrs reason that a direct
relationship can be claimed to exist between thalar of recognizable segments
in a specific demand and brand portfolio complexity

Finally, the internationalization of offerings leads away from competition
intensity and demand complexity. Product presenagaumerous national markets
leads to the search for significant differentiaatages through intangible assets,
which tend to capitalize specifically on the brasglity of international brands.
Specifically, international brand policy standaedian pushes for first, the
concentration of resources on a few market lead®rd, second, the setting of
portfolio size to defend international leadershipfifes. The combination of these
two trends leads to the expansion of resourcesdtsdi to offerings that compete
globally, and progressively reduces the numberrahtts managed in a portfolio.
This only leaves the potential to augment locahtdsafor tactical purposes - such
as carrying out limited sales campaigns througlecifipesales channels.
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