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1. Introduction

In the mainstream theory of consumer choice economists often refer to demand curves for goods and services.  Furthermore, they represent them as smooth continuous curves which slope downward from left to right, reflecting the so-called ‘law of demand’.   In fact, demand curves in reality may have multiple segments with different slopes and breaks between them, implying very jerky responses of sales to changes in price. Sometimes a demand curve may even slope upwards along part of its length. 

Discontinuities in demand curves can arise for psychological reasons, such as the consumer’s cognitive mechanisms being subject to threshold effects (a change may need to be substantial to be noticed), or for institutional reasons, such as conventions being used in the setting of budgets. When a price goes above normal ranges of expectations, sales can fall away sharply until customers get used to the idea of that product being that expensive. This phenomenon is known as ‘sticker shock’ (here, ‘sticker’ refers to the pricing stickers attached to products). Kinks in demand curves can also arise as a consequence of how other firms respond to changes in the price charged for the product, by changing their prices. The seemingly perverse case of higher prices leading to higher sales may arise if, in the face of uncertainty, consumers use price as a proxy for quality (and perhaps do not even look at a product at all if its price is less than the lower end of the budget range in which they have chosen to look), or if a higher price means that the product serves better as a status symbol.

These phenomena might lead one to expect that when economists theorise about the nature of buyer behaviour they would do so in an interdisciplinary manner, bringing in ideas from psychology and sociology. Pluralist economists do precisely this, but mainstream economists over the past century have sought to distance themselves from these disciplines. 

Theories of buyer behaviour present simplified pictures of the forces underlying choices in general. They are not intended to provide insights about the distinctive way that a particular consumer chooses, say, which television programme to watch and how such a choice is made in a manner different from a choice of which shampoo to buy, brand of hire car to rent, or whatever. Given this, it may seem remarkable that they could be useful for thinking about consumer choice with respect to specific products. In fact, the mainstream approach is weak in this role precisely because it tries to present all choices as being made in the same way. The frameworks that we find most helpful are those that allow for a variety of approaches to choice and provide a means of assessing which broad kinds of processes are likely to be operating in particular kinds of contexts.

2.  Behavioural/Evolutionary consumer theory

Within the various branches of heterodox economics, the most comprehensive alternatives to mainstream consumer theory come from the behavioural and evolutionary approaches. Behavioural economists use findings from cognitive science and psychology about how humans actually cope with complex tasks. Evolutionary economists are particularly interested in the ways that new products come to be adopted by consumers and the roles that consumers’ capabilities play in determining which kinds of products they are prepared to try. In this section we summarise and synthesise some of the key themes from this wide-ranging literature.

2.1  The struggle against increasing entropy

Instead of seeing choice as a utility-maximizing activity, evolutionary thinking sees much of everyday life as concerned with maintaining orderly systems in the face of tendencies towards increasing entropy. 

Entropy is a term from physics that refers to a measure of disorder/randomness in a system. The tendency towards increasing entropy can only be temporarily overcome in an open system (such as an economy) by expending energy in order to create order and structure. In heterodox economics the term is used to refer to how far a complex system of connections has unravelled due to a lack of investment in maintaining its structure.

Systems include our personal appearances, networks of social relationships, the cars we drive, and living environments that come up to our standards of tidiness and cleanliness. Decision-making is very difficult in the face of complete disorder (chaos) and is much easier if there are established points of reference (including an established picture of one’s self). 

Attention to maintaining one system comes at the expense of giving attention to other entropy-prone systems. Because of this, the best that people can hope to achieve is to keep the states of different parts of their lives from falling below targets that they set. If something falls below what they define as an acceptable standard, they set about replacing it or giving it a makeover that takes it, at least for the moment, a good way beyond the minimum level. (The process of choice may thus be likened to the operations of a thermostat that maintains a room’s temperature within acceptable bounds). Then they turn their attention to the most important of whichever other system is falling below their target. Life is thus a matter of muddling through, staying afloat, rather than achieving a state of equilibrium and optimal allocation.

Note here that individuals may not only differ in terms of the standards they set for a given system (tidiness of a teenager’s bedroom is an obvious example!), but also in terms of how rigorous are the standards they set for different parts of their lives, and how they rank them in order of importance. Most people are more obsessed with some parts of their lives than others (as in the case of collectors of certain classes of goods), but fortunately few people set such high standards in any area that their behaviour becomes totally dysfunctional in the manner of those afflicted by an obsessive–compulsive disorder. Most consumers who do find life is getting problematic are nonetheless laid back enough about it to be able to let entropy increase for a while and then take reflect on how things are going before ‘getting their priorities right’.

2.2
Consumer preferences exist at several levels

The idea that preferences may have a hierarchical form figures in heterodox analysis in a variety of ways. The most basic is the ‘hierarchy of needs’ idea borrowed from the work of psychologist Abraham Maslow. Our most basic need is to have enough water to stay alive right now. Next comes the need to have enough food to keep going beyond the present moment. If in a desperate situation, we will let nothing get in the way of our physical survival. Maslow suggests that once people have got enough food and water on which to live, their attention will shift to obtaining adequate clothing and shelter, and once they have achieved this, they begin to worry about their self- and social-esteem, seeking friends, a partner, and a position in the social pecking order. If all this is under control, then any spare resources they have may be devoted to ‘self-actualisation’ — in other words, to setting out to make a reality of how they dream of themselves as being. For example, a person might ideally like to be some kind of creative artist and live a life based around laudable environmental principles, but they will not try to live like that if it leads to them being denied friendship or enough of a roof over their heads.

Although Maslow’s hierarchy of needs suggests that people may sometimes refuse to substitute in particular directions because this would compromise meeting their basic needs, it does not preclude substitution in general. For example, if people are trying to get a roof over their heads, then it helps to have some skill in assembling cost-effective combinations of food products to liberate funds to pay for housing. Note, too, that some products may assist in meeting several levels of needs. For example, being affluent enough to trade in a rough, old, gas-guzzling saloon car for a new, versatile and fuel-efficient mini-people-mover may make it easier to meet family goals, impress the neighbours and help save the planet all at once! 

A more complex hierarchical approach to the mind of the consumer is that which sees our minds rather as if they are like legal or constitutional systems in which there is great freedom for action so long as high-level principles are not compromised, and where conflicting points of view are resolved by appealing to a higher authority. On this view, lower-level mental operations may throw up a variety of perspectives on a particular issue in the consumer’s life, including whether the consumer does indeed have a problem to address. The person may thus be ‘in several minds’ about what to do unless the various possibilities are viewed in terms of more fundamental principles on which the person built their life.
On this view, the mind is a bit like an onion, with a core set of beliefs that can be maintained by adjusting more peripheral beliefs to make them consistent with the core ones and managing subsequent gathering of information to generate evidence consistent with the core. New ideas, which may concern new products to try, will be ruled out unless they can somehow be shown to be consistent with the core beliefs. Challenges to a person’s core beliefs are likely to generate hostile responses aimed at defending these beliefs. The process envisaged here is rather akin to the way that the ideas that the sun revolved around the earth was maintained for many years by the use of ad hoc and increasingly convoluted explanations of anomalous observations and by the political repression of those who proposed that the earth revolve around the sun.

For example, suppose a person is anxious about the possible maintenance costs of their old car and does not see themselves as ‘the sort of person who, at my stage in life, will still be running an old bomb’, but does not have the ready cash to buy a new one and at the same time does not view themselves as ‘the sort of person who relies on debt’. Here is what psychologist Leon Festinger called a state of ‘cognitive dissonance’, since two aspects of the person’s view of themselves are at odds with each other. Festinger’s theory of how cognitive dissonance is resolved incorporates the everyday notion of ‘wishful thinking’ and runs against the mainstream economist’s tendency to ignore subjective aspects of opportunity costs. It also implies that we should take seriously the idea that consumer choice is open to being manipulated by marketing strategies.

One possibility is that the person ends up buying the new car without being influenced by marketing strategies of car firms and suppliers of finance, after looking at the different patterns of damage to their view of the world that would result from buying a new car versus staying out of debt. For example, the person may find it harder to live with continuing anxiety about repair bills and lifetime achievements than with the implication that they are indeed the kind of person who gets into debt. If so, Festinger’s theory of dissonance reduction predicts that they will set about constructing a case — note the parallel with a courtroom process — for why the act of getting into debt is not so bad, after all. For example, they may adjust their estimates of depreciation rates and maintenance costs on the new car so that the choice seems perfectly logical in financial terms and there is no need to admit to themselves that the ‘real reason’ for their choice is that they are trying to avoid all the scope for embarrassment that seems to be implied by staying with their present vehicle. 

2.3  Rules for closing open minds

The mental processes just outlined may sometimes be quite enough to determine a consumer’s choice of brand as well as the bigger decision to buy that kind of product. For example, a consumer who has a strong ethical outlook might reject any food products that carry the ‘Kraft’ brand since that company is owned by the Philip Morris tobacco company (or Altria, as it has recently re-branded itself), reject a brand of ginger beer that is produced by a firm owned by Coca-Cola, and only buy cosmetics at The Body Shop. But often the complex system of beliefs that limits a consumer to particular kinds of activities will leave open the choice of a particular brand or product design in preference to rivals. For example, an ethically motivated consumer might discover that The Body Shop is not the only firm to offer cosmetics products produced without animal testing and with a concern for the environment, or that there are many small, fuel-efficient cars between which to choose. 

One way of achieving theoretical closure in such a situation is to apply to the demand for product characteristics view of choice from the mainstream literature and see the consumer as having a set of preferences in which there are tradeoffs between product characteristics. Behavioural/evolutionary economists take a rather different approach. They suggest that the consumer brings into play not a set of preferences but an evolving set of decision rules. These decision rules may take very different forms not merely between consumers in regard to a given class of products, but between different classes of products chosen by a single consumer. Examples could include:

· Rely upon the opinion of a seemingly knowledgeable friend.

· Follow the recommendation of ‘best buy in its class’ from a consumer magazine.

· Choose the product in the class in question offered by a manufacturer with whom one has previously had a trouble-free consumption experience, and if there are several brands that come into this category, choose the cheapest (or, perhaps, choose the one with the highest social standing, subject to it coming into one’s budget range).

· Choose the cheapest of those products that offer enough of all the required features on one’s current checklist for this type of product.

· Take one’s current checklist of desired product characteristics, rank them in order of priority and then choose the product that gets furthest along the priority listing before it fails to match up to a required standard.

· Choose the product that has the longest list of non-core features, so long as it has all of the core features on one’s checklist.

· Form an overall rating of rival products by averaging their performances (say, out of ten) on each dimension of interest, and then choose the one with the highest overall score.

· Choose the product with the best performance in a particular, single dimension.

· Choose the top-selling product in the category.

· Choose the underdog brand on the basis that they must be trying harder and could therefore be under-rated.

This list is by no means exhaustive. Note that several rules may be used in combination, as with rules that are only bought into operation where there is a tie for first place, or where nothing is deemed good enough in terms of an initial rule. Note also that some rules may entail a mixture of intolerance (absolute requirements for particular kinds of performance) and willingness to make trade-offs between other dimensions. 

Knowledge of the different forms that selection rules can take is especially useful in relation to the design of market research questionnaires or data derived from them. For example, if consumers have been asked to ‘rank product features in order of priority’, a mainstream economist would see their answers as saying something about the relative weights attached to the product’s features. On this basis, a particular product may still achieve the highest score even if it performs poorly in a ‘high priority’ area, because it does really well in ‘low priority’ areas. However, from the heterodox viewpoint, the consumer may actually be thinking hierarchically, so that if the product fails to pass a high priority test it is out of the running altogether, regardless of how well it performs in respect of lower priority tests.


The discussion above portrays consumers as if they actually bother to think carefully about their choices in terms of product characteristics. Heterodox economists do not presume that this always happens. Many things in life are done on the basis of habit, without any thought about alternatives. This is not to say that at some stage in the past the consumer made a decision involving the consideration of alternatives from which the habit evolved as an institution. Consider, for example ‘See you at the pub on Friday night?’, with no mention of which pub, or ‘I’ll have the usual’, with no mention of the brand or type of drink, once at the pub. Both may be habitual forms of behaviour descended from a choice long ago about what to do on Friday night, and with whom, or what to drink. Even back at that stage, however, the person may not have evaluated alternatives. For example, suppose the habit stems from the first time the person was invited out by colleagues after moving to a new job in a new area: he or she might simply have adopted a ‘when in Rome, do as the Romans do’ kind of decision rule.

2.4
We’re all hunter-gatherers, really

One of the most exciting recent developments in economics is an interest in using ideas from evolutionary psychology to make sense of the choices that people make. The essence of this line of thinking is that the human race has not be around for very long in evolutionary terms and, as a result, we are essentially still operating with brains adapted to life in a hunter-gatherer society and programmed to do the best we can to pass on our genes to future generations. Thus the people alive today are descendants of those from the early years of the human race who happened to have modes of behaviour that were suited to enabling them to survive and produce offspring. 

One application of this perspective is towards making sense of differences between men and women as consumers and workers. For example, it has been argued that gender differences in pay do not reflect discrimination against women in the labour market. Rather, once they are of child-rearing age, women’s minds may be focussed on caring activities rather than on pursuing income, even if they are consciously choosing not to have children yet; men, meanwhile, may be preoccupied with their careers and status as means of demonstrating their suitability as mates.

Modern society is, of course, very different from life in a hunter-gatherer society, so how we respond to particular kinds of modern situations may not be particularly ideal if our responses are those of hunter-gatherers. For example, what our bodies do when we feel threatened at work or in a social setting may have been very effective for enabling us to survive threats from lions and other dangerous animals. Unfortunately, having one’s body fired up for ‘fight or flight’ is physiologically unhelpful when we are, so to speak, chained to a desk and the mortgage that goes with attempts to ‘keep up appearances’ within our tribe. Our need to be on the alert for wild animals is something that may help explain why our attention can temporarily be diverted by displays in modern shopping malls that are designed not to make it easy to find what we want but rather to get us to stop and buy things for which we were not shopping. 

3.  Fads, fashions and product lifecycles

A demand curve is drawn subject to a number of things being taken as given: consumer tastes, consumer budgets, consumer knowledge, the prices of other goods, the characteristics offered by other goods and the good in question, the list of types of goods available, the product’s distribution system (for example, which shops are stocking it) and the means by which it is being promoted, and the way and extent to which the product and its rivals are being advertised.


Changes in any of these factors as time passes can shift a product’s demand curve to the right or the left and generate changes in quantities sold without the product’s price being changed.  Within mainstream consumer theory, it was easy enough to tell stories about how falling prices or rising real incomes might lead to the fading away of some goods and increasing sales of others. However, discussions of inferior goods and luxuries were problematic in cases where the goods whose sales were growing were new types of products. The characteristics approach to demand offers a way of showing how a new product might be able to win sales and sometimes force existing ones out of the market. Put simply, the idea was that a new product might offer a cheaper way of producing a particular combination of characteristics and/or enable consumers to achieve higher utility by obtaining combinations of characteristics that were not previously available within their budgets. This can be readily appreciated by reflecting on the greater speed and lower price of current computers compared with those of only a few years ago, or the growing size of television screens that one can get for a particular price. In this approach, nothing has to be changing in terms of consumer preferences over rival combinations of characteristics, or the set of characteristics in terms of which preference orderings were specified. The behavioural/evolutionary approach recognises that this may not always be the case and it draws attention to the following:

(a) Consumers’ aspiration levels may rise following increases in their incomes (or in the attainments of those whom they use to judge what they should expect to be able to consume).

When consumers find themselves in new territory they do not, in the heterodox perspective, necessarily have a set of preferences applicable to what they can now afford. Rather, they feel their way towards some idea of what is achievable by setting themselves new aspiration levels — targets for performance — and then seeing if they can meet them, adjusting up or down, with a lag, in the light of what seems to be possible. 

Here lies a problem. It is easy to be impressed when first in the midst of products that were previously beyond one’s budget, but it is also easy to make mistakes due to the lack of experience and end up with choices that deliver well below what would have been possible. This is particularly important if goods are consumed conspicuously and crass or vulgar choices impede entry into new social circles. The newly rich need to be able to crack the consumption codes of those social circles into which they wish to be accepted. Ostentatious consumption of things that look obviously new and expensive or are on a grand scale might succeed in impressing the social circles they are trying to leave. Unfortunately, such behaviour provides clear signs that they do not have the insight to move into established elites whose confidence is matched by choices that display restraint, subtlety and a penchant for classic designs.

Those who recognise these risks may conclude that what people in similar circumstances appear to be able to achieve is a good place to start when setting targets. An entire bundle of products to target may even be implied and become the norm for those achieving particular kinds of upgrades in their work status: note, for example, the phenomenon of the ‘executive home’ and ‘executive car’. Buyers who have moved into a new consumption league may thus shun goods that they previously saw as perfectly acceptable. Hence, as the population mix changes in terms of career types and value systems, demands for some products will rise spectacularly, while other products will sell less rapidly. 

(b) A new product may offer new features
If products offer new features without offering inadequate performances on established dimensions, then these new features provide a ready basis for consumers to develop a new tiebreak rule or a longer checklist of required features. Note, if consumers view this class of product in terms of a priority-ranking, there is no necessary reason to assume that the new feature may simply be placed at the bottom of the list; it may seem clearly to be something of great importance. If so, rival brands that hitherto would have beaten earlier versions of the product in terms of lower-priority tests may now be sidelined for failing to pass the new test that has been slotted in higher up (for example, the new question, ‘Does the computer include a Blu-Ray DVD burner?’ may seem more important than, say, the size of the monitor).

(c) New products may set new standards in terms of particular dimensions

This issue may be related to the previous one insofar as the new feature determines how the product is judged in terms of a high-level criterion, as with the case of an airbag as a safety feature in cars. Again, this may be of major significance in explaining competitive performance of rival brands if consumers are using checklists based around criteria specifying adequate performance. In the mid-1980s, only very expensive brands of motor vehicle could reasonably be expected to offer even a driver’s airbag. By the mid-1990s, the ordinary consumer might expect a driver’s airbag to be provided, and some might even be expecting one for the passenger too. Now the same consumer’s expectation might be to find a car with six airbags, seatbelt pre-tensioners and active headrests.
If consumers use checklists and can find something from another manufacturer that matches their requirements, a firm that fails to keep apace with rising expectations may find its market share severely limited, even if it tries to maintain sales by trimming prices ‘to compensate’ for its product’s shortcomings. This is something that Henry Ford learnt the hard way in the 1920s: the success of the Model-T Ford was based on making it progressively more affordable as a good basic car, and it drove out cars that were cheap but nasty. However, by the late 1920s affluence had increased and customers wanted even better cars and/or variety, not even cheaper examples of the same thing.

(d) Consumers learn what products can do for them

The properties of a product are not self-evident but have to be learned by trial and error. This fact underlies our earlier remarks about the problem of uncertainty about product quality and how well a product will do a particular job for them. But here we wish to emphasise that sales dynamics are also driven by consumers forming increasingly complex pictures of the purposes for which a product can be used, and with which other products it can be combined to produce a more complex system. 

Personal computers and the Internet are obvious examples of this phenomenon, but it is evident in all manner of product categories, including food items and cleaning products (highly versatile bicarbonate of soda comes into both categories!). Manufacturers who study what consumers do with their products as well as trying to think up uses by themselves, and whose promotion campaigns focus on educating consumers, may be able greatly to extend the lives of their products.

From a complex systems perspective, consumer learning entails the making of new sets of mental connections. The marketing problems or opportunities faced by firms can change drastically if consumers change the mental images that they associate with particular products: for example, many consumers who would have seen smoking as ‘cool’ a generation ago now see it as inconsistent with a healthy lifestyle, while the modern heterosexual male increasingly does not see the use of cosmetics products as effeminate but as devices for holding back the process of ageing and maintaining sexual attractiveness.

(e) Consumers learn from opinion leaders and from other members of their social networks

The mainstream approach to economics proceeds with little consideration of the social context of choice, whereas the complex systems approach of heterodox economics ascribes a major role to the sharing of information and imitative behaviour, with some people playing much bigger roles than others as connective nodes. This applies not merely regarding the ‘what’ of products (the previous point) but also ‘which’ ones should be consumed and in which combinations, to create a particular style. 

The consumer that is used as a reference point need not actually be part of one’s social circle, or even a real person. The television series Sex in the City had a major impact on women’s fashion, particularly via the novel combinations of items worn by the character played by Sarah Jessica Parker. In other words, capabilities in constructing connections are significant on the demand side as well as on the supply side (see ‘Notes on the Economics of Entrepreneurship and Enterprise’). 

To be truly ‘cool’ or ‘hip’, a consumer needs to stand out from the masses, which entails being innovative, choosing styles of consumption that are not yet popular, and having the confidence to display them in public. At the other end of the spectrum is the timid, uninventive, ‘sheepish’ consumer who fears standing out from the crowd and hence must change in line with changes in popular styles. 

The existence of these different approaches to novelty and conspicuousness generates, via social interaction, an endless spiral of changing fashions. The cool are copied by the not quite so cool, forcing the cool to work on new consumption strategies but also forcing the timid to defend their positions by conforming to the emerging — but inherently short-lived — consumption standard. 
4.  Products in the context of lifestyles

Lifestyles are defined as ways of life that ‘revolve around’ particular bundles of linked consumption choices related to value systems people develop or adopt for making sense of the world and their place in it. 

The lifestyle notion embodies a far more extensive view of complementarity between goods than the typical economist seems to have in mind. Typically, coverage of complementarity runs only as far as a few examples, such as gin and tonic, coffee and cream, or video cassettes and VCRs, followed by a brief discussion of how a fall in the price for one of them shifts to the right the demand curve of its complement. 

Within heterodox economics complementarity means the sets of connections — in terms of particular kinds of goods, habits and modes of conduct — that make up the fabric of everyday lives. People choose a broad strategy for their lives and then set about choosing at a lower level of abstraction a set of connected goods and services consistent with it. Groups with similar incomes may consume systematically different sets of goods depending on the types of consumption ‘business’ they have chosen to be in, for example:

· Whether to live in the city centre or suburbs

· Whether to have children

· How they see borrowing and the need to save for retirement

· Which kinds of ethical systems they use as foundations for their lives.

Unlike the genteel imagery of gin and tonic and other simple exemplars of complementarity, the sets of connections that make up lifestyle may sometimes entail a tangled mess and place a great burden on the ability of household managers (parents!) to juggle time, money and products competently. From this perspective, it appears that many products will be purchased simply to prevent chaos from getting out of hand: they liberate time and make it possible to make or maintain connections in terms of hopes/expectations about social interaction, images presented to others, the kinds of lives that children will have, and how they will develop. If one (or a single) parent is not in paid employment, many of these materialistic hopes will have to be abandoned, yet fitting in with the demands of employers may cause logistic nightmares in terms of looking after children and ferrying them around — hence the demand for multipurpose vehicles, convenience foods and microwave ovens, reliable washing machines and dishwashers, home security systems, and so on. Rising mass consumption permitted by increased productivity levels may entail rising stress levels insofar as aspiration levels are based upon the achievements of somewhat better-off members of society, who are themselves also on the treadmill of lifestyle maintenance, basing their aspirations on yet better-off people.

5. Brand loyalty and brand equity

Mainstream theorists have had little place for the concept of a ‘brand’, tending to construct models of choice in which buyers are choosing between precisely differentiated products and have precise wants. 

A brand is defined as a name or symbol that consumers see as signifying something particular about the nature of a product and those who consume it. Brands serve the role of shorthand product summaries for boundedly rational buyers who are sufficiently knowledgeable to decode them. 

Global brands such as McDonald’s, Kodak, Nike, Sony or IBM enable internationally mobile consumers immediately to achieve some sense of familiarity, rather than feeling like totally clueless, recently-arrived aliens, when they try to make choices in a new location.  Such brands are, in short, devices that enable us to simplify the process of choice by generalising across time, space and (when a ‘brand extension’ is successful) across different types of products. They are like friends we turn to for assistance in moments of need and, so long as they do not let us down too much, we tolerate their occasional lapses.

Brand loyalty may range from passionate commitment to particular brands, that buyers are prepared to defend publicly, down to much more common but rather loose polygamous attachments to a number of suppliers of a particular kind of product.

The notion of brand loyalty is clearly at odds with the mainstream perspective, because it suggests that buyers form relationships of various kinds with particular brands and steer well clear of others. In the case of polygamous brand loyalty, there may be a hierarchy of brands that a consumer is prepared to consider if they are available, based on previous experience with them. But often, any of the consumer’s favoured brands is seen as acceptable, with choices between them being triggered by the particular juxtaposition of circumstances, such as whichever happens to be cheapest on the day in question, or is most easily noticed and reached on the supermarket shelf. 

Brand equity refers to the extent to which a supplier can earn a premium return via a higher price or larger market share relative to competing products because of the way in which customers view its brand. 

This phenomenon can be observed across a diverse array of products, from groceries through to opera singers. A firm whose products lack brand equity may find itself with a much smaller market share than suppliers of products that enjoy considerable brand equity, even if the latter are much more expensive.

Brand equity is easier than the relationship aspect of brand loyalty to bring within the mainstream perspective. Mainstream economists argue that the ability to charge higher prices for similar, but not quite identical, products gives the owners of the brand a big incentive not to tarnish their reputations by letting their standards slip towards those of lesser products. If consumers recognize this, they will continue to be prepared to pay higher prices and in return will indeed receive better quality. The mainstream story makes sense with, say, the food, aviation and automotive sectors, where adverse news reports regarding product safety could tarnish a firm’s image overnight, and particularly if the brand name is applied to an entire range of products. 

Other cases are less supportive of the mainstream ‘markets are efficient’ view of brand equity. A striking case concerns model-sharing joint ventures between General Motors and Toyota in both the US and Australia during the 1990s. Despite differing physically in terms of only minor trimmings and badges, the ‘original’ products drastically outsold the re-badged models. In the US context, the Toyota Corolla sold spectacularly better than its Geo Metro twin despite the Toyota carrying a substantially higher price. If this was because customers thought that the former came from a Japanese factory and might therefore be of higher quality, then the customers were wrong: both were produced in a GM factory in Fremont, California, managed in Toyota’s style. 

The Australian arms of General Motors and Toyota should both have learnt a lesson from this: Do not expect unfamiliar model names to sell even if attached to familiar manufacturer brand names. But they did not, only to discover that Holden Nova and Apollo (‘really’ Toyota Corolla and Camry) meant nothing to most buyers and neither did a Toyota Lexcen (‘really’ a Holden Commodore). Not surprisingly, the Toyota/GM–Holden alliance did not last long.

However poorly grounded may be the customer perceptions that give rise to brand equity, careful management of these perceptions may pay off handsomely for firms in terms of profits. Once again, the car market provides excellent lessons. The Volkswagen–Audi Group uses differences in brand image and brand equity to run a sophisticated strategy of charging very different prices for different brands of cars whose underlying designs and components have much in common. This strategy is a form of price discrimination. It would collapse rapidly if customers started seeing its models for what they were — shared underpinnings with different clothes and designer badges — and just bought the firm’s good-value Skoda or sporty SEAT products instead of some buying premium Volkswagen and prestige Audi products. Differences in the kinds of dealerships through which they are sold further serve to permit differences in price and perception: for example, Skoda dealers in the UK are typically small, independent local business without the sophisticated showrooms of Volkswagen or Audi dealers. In the long run, and particularly in an age in which customers can learn the truth about products via reviews in magazines and the Internet, premium prices will tend to be paid only if products are indeed better than their cheaper rivals. However, this may still leave room for manufacturers of highly regarded brands to capture the value they create: the crucial thing is that the customers are prepared to pay, as a premium, more than it costs to add the extra quality that they can only get by paying more. 

6  Summary

Heterodox approaches to the theory of choice lack the formal elegance of the mainstream view and its emphasis on the willingness of consumers to make marginal substitutions. Instead, they are built around the idea that consumers make their decisions by using evolving frameworks of hierarchically related decision rules. These rules often entail intolerant checklists and require that products meet target-based performance criteria if they are to get purchased. In the face of problems of information and knowledge much simpler rules (heuristics) are prone to be employed, such as choosing trusted brands or following recommendations or observed behaviour of other buyers. Different forms of decision rules can lead to vastly different policy implications, so the business economist needs to develop skills for analysing which decision rules are likely to be popular in particular contexts and/or should try to ensure that colleagues engaged in market research frame their questions in ways that will accurately identify decision rules that subjects use.

The heterodox approach points economists towards studying how choices are affected by patterns of linkages in terms of:

· The ideas that make up consumers’ views of the world, including how they see patterns of implications of particular acts of behaviour and the symbolic connotations of particular brands.

· The rules that consumers create for specifying acceptable ways of combining products (such as styles of dress, cuisine, décor, and so on).

· The match between products and decision rules (whether it ‘fits the bill’, or is ‘a square peg in a round hole’) and the strength of connections thus made (that is to say, brand loyalty).

· The social networks of influence within which buyers operate.

· The linked sets of activities that consumers assemble as their ‘lifestyles’.
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