
Brand Risk

Adding Risk Literacy to Brand Management

David Abrahams

EHill
Text Box
http://www.gowerpublishing.com/isbn/9780566087240

http://www.gowerpublishing.com/isbn/9780566087240


© David Abrahams 2008

All rights reserved. No part of this publication may be reproduced, stored in a retrieval system 
or transmitted in any form or by any means, electronic,  mechanical, photocopying, recording 
or otherwise without the prior permission of the publisher.

Published by
Gower Publishing Limited	 Gower Publishing Company
Gower House	 Suite 420
Croft Road	 101 Cherry Street
Aldershot	 Burlington
Hampshire 	 VT 05401-4405
GU11 3HR	 USA
England

David Abrahams has asserted his moral right under the Copyright, Designs and Patents Act, 
1988, to be identified as the author of this work.

British Library Cataloguing in Publication Data
 Abrahams, David 
   Brand risk : adding risk literacy to brand management 
   1. Brand name products - Management 2. Risk assessment
   I. Title 
   658.8'27

   ISBN-13: 9780566087240

Library of Congress Cataloging-in-Publication Data
Abrahams, David, 1953–
  Brand risk : adding risk literacy to brand management / by David Abrahams.
       p. cm.
  Includes bibliographical references and index.
  ISBN 978-0-566-08724-0
 1. Branding (Marketing) 2. Marketing--Risk management. I. Title. 

  HF5415.1255.A27 2008
  658.8'27--dc22

2007041403

BRANDZ™ is a trademark of Millward Brown.
Crystal Ball® is a registered trademark of Oracle Corporation.
Microsoft® and Excel® are registered trademarks of Microsoft Corporation.
Mindjet® and MindManager® are registered trademarks of Mindjet LLC.
OptionFinder® is a registered trademark of Option Technologies Interactive LLC.
Palisade® and PrecisionTree® are registered trademarks of Palisade Corporation.
RISK™ is a trademark of Parker Brothers, Division of Tonka Corporation and is used by Palisade 
Corporation under licence.
reputation@risk® is a registered trademark of Marsh Ltd.
Six Thinking Hats® is a registered trademark.

TreeAge Pro™ is a trademark of TreeAge Software, Inc.

Printed and bound in Great Britain by TJ International Ltd, Padstow, Cornwall.



Contents

List of Figures	 vii
Acknowledgements	 ix

Introduction	 1

Chapter 1	 The Case for Risk Literacy	 5
Corporate context	 5
Marketing and risk	 8
Risk literacy	 13
Summary	 14
Snakes and Ladders: Licensing Brands	 16

Chapter 2	 Defining Brand Risk	 17
What is a brand?	 17
Brand risk model	 21
Addressing brand risks	 29
Brand valuation	 36
Summary	 43
Snakes and Ladders: Market Research	 45

Chapter 3	 Learning to Take Risk	 47
Why learn?	 47
Human factors	 48
Learning from failure	 58
Summary	 66
Snakes and Ladders: Customer Service Failures	 69

Chapter 4	 The Language of Risk	 71
Introduction	 71
Useful distinctions	 71
Probability	 73
Expected value and volatility	 78
Probability distributions	 81
Objective and subjective probabilities	 83
Beating the averages	 89
Risk thresholds	 91
Expected utility	 93
Summary	 98



vi B r a n d  R i s k

Chapter 5	 Identifying and Managing Risk	 101
Identifying risks	 101
Risk mapping	 110
Cause-and-controls assessment	 119
Managing risk	 131
Summary	 136
Snakes and Ladders: Crisis Management	 139

Chapter 6	 Modelling Risks	 141
Reasons to model risk	 141
Decision trees	 142
Expected value of new information	 149
Dependency modelling	 158
Stochastic models	 168
Summary	 178

Chapter 7	 Making Progress	 181
Reaffirming the goals	 181
Body of knowledge	 182
Organizational context	 186
Conclusions	 190

Appendix – Chapter Maps	 193
Bibliography	 201
Index	 209



List of Figures

2.1	 Brand as focal point	 18

2.2	 Components of brand risk	 22

2.3	 Components of brand equity	 25

2.4	 Applying the risk model to a brand extension	 30

2.5	 Comparing two brands for risk	 31

2.6	 Assessing brand vulnerabilities	 32

2.7	 Four fields of brand risk management	 33

2.8	 Non-financial brand measures	 34

2.9	 Values of global brands 2007	 37

2.10	 ‘Economic use’ brand valuation	 38

2.11	 Brand strength assessment in valuations	 40

3.1	 Influence of organizational risk attitudes on strategic decisions	 50

3.2	 Six prevalent heuristics	 53

3.3	 Notable causes of operational failure	 62

3.4	 Warning signs of incipient error	 63

3.5	 Reviewing chains of events	 65

4.1	 Classification of risks	 72

4.2	 Venn diagram of possible outcomes	 76

4.3	 Brand risk balance sheet	 79

4.4	 Discrete probability distribution	 81

4.5	 Continuous probability distribution	 82

4.6	 Cumulative probability distribution	 83

4.7	 Triangular probability distribution	 87

4.8	 Two risky proposals: expected values	 94

4.9	 Certainty equivalence approach	 95

4.10	 Utility functions	 96

4.11	 Two risky proposals: expected utility	 97

5.1	 Six Thinking Hats®	 103

5.2	 ‘Marketing Due Diligence’	 105

5.3	 Scenario planning – ‘driving forces’	 108



viii B r a n d  R i s k

5.4	 Scenario selection matrix	 109

5.5	 Risk map (illustrative)	 111

5.6	 Risk-rating scales (example)	 117

5.7	 Alternative risk map (illustrative)	 119

5.8	 Cause-and-controls assessment	 120

5.9	 Cause and effect	 122

5.10	 Theory of planned behaviour	 125

5.11	 The reputation@risk® model	 131

5.12	 The ‘5Ts’ of risk management	 132

5.13	 Risk efficiency	 135

6.1	 Simple probability tree	 143

6.2	 Decision tree components	 144

6.3	 Decision tree – before roll back	 145

6.4	 Decision tree – after roll back	 146

6.5	 Influence diagram	 147

6.6	 Expected value of perfect information	 151

6.7	 Bayesian revision worksheet	 153

6.8	 Expected value of imperfect information – before roll back	 155

6.9	 Expected value of imperfect information – after roll back	 157

6.10	 Alternative approach to EVII calculation	 159

6.11	 ‘Sticky Steps’	 160

6.12	 Dependency model (illustrative)	 161

6.13	 Dependency model – sufficient inducement to try	 163

6.14	 Dependency model – application of ‘Marketing Due Diligence’	 169

6.15	 Monte Carlo simulation output – frequency distribution	 171

6.16	 Monte Carlo simulation output – cumulative frequency distribution	 172

6.17	 Monte Carlo simulation output – tornado diagram	 173

6.18	 Monte Carlo simulation input – frequency distribution palette	 174

6.19	 Monte Carlo simulation input – triangular distribution window	 175

7.1	 The body of knowledge	 183

7.2	 Risk thinking in recurrent exercises	 185

7.3	 Risk thinking in start-up situations	 186

7.4	 Risk thinking in an ad hoc review	 187

7.5	 The ‘cultural web’	 188



Acknowledgements

It would not have been possible to produce this book without advice, assistance and 
inspiration from many people, to whom I would like to express my gratitude: David Bateman, 
Robert Chase, Man Cheung, Jonathan Day, Anita Edmonds, Phil Elwell, Craig Ferri, Mary-
Ellen Field, Maura Finigan, David Gamble, Nikhil Gharekhan, Allan Gifford, Stephen Gilbert, 
Seamus Gillen, Duncan Green, David Haigh, Graham Hales, Ken Hall, Ove Haxthausen, Randy 
Heffernan, Tim Hoad, Matthew Hogg, Garry Honey, Tim Hopkirk, John Hurrell, Felicity Jones, 
Peggy Kelley, Nicola Males, Giulia Ajmone Marsan, Eddie McLaughlin, Ruth McNeil, Dan 
Mitzner, Yvonne Morris, Scott Nicholl, Consuelo Remmert, Karina Robinson, Alan Rundle, 
Joel Sartori, Robert Shaw, Dawn Southgate, Jeff Stripp, Hilary Sutcliffe, Hobart Swan, Frances 
Tangye, Louise Tingström, Brian Toft, Melinda Venable, Richard Waterer, David Wethey, Robin 
Wilkinson, Stewart Wilson and John Woodcock.

My particular thanks to Frances Tangye for signposting developments in the ever-
evolving field of corporate governance and statutory reporting discussed in Chapter 1. Nikhil 
Gharekhan, Stephen Gilbert, and Ove Haxthausen kindly gave of their time to review the brand 
valuation section in Chapter 2. Brian Toft was similarly generous in reviewing the material on 
organizational learning in Chapter 3, which draws substantially on his own work in this field 
of behavioural science. My thanks go equally to Eddie McLaughlin for his review of substantial 
parts of Chapter 4 and Chapter 6. Their advice has been invaluable; any shortcomings that 
remain are mine. Robin Wilkinson first revealed to me the powerful features and benefits of 
dependency modelling. She has invested much of her time and expertise in our collaboration, 
transforming an earlier marketing tool of mine into a respectable model of dependencies that 
fully reflects the qualities of her approach. It is superficially represented in Chapter 6 of this 
book. 

I am most grateful to Marsh Ltd for allowing me to draw freely on copyright material 
written by me under their auspices: ‘Social and Ethical Risk’ (The Marsh Topic Letter – Number 
V, 2001) and ‘Brand Risk’ (The Marsh Topic Letter – Number IX, 2002). Pearson Education 
Ltd gave permission to reproduce Exhibit 4.11 ‘The Cultural Web’ from page 202 of Johnson, 
Scholes and Whittington (2006), Exploring Corporate Strategy: 7th edition. Elsevier B.V. gave 
permission to reproduce an extract from Table 2 ‘EVI as a percentage of the maximum loss 
L, (EVI/L) x 100’ from page 386 of Lacava, G. and Tull, D. (1982), ‘Determining the Expected 
Value of Information for New Product Introduction’, Omega – The International Journal of 
Management Science, Volume 10 (Number 4), pp. 383–389.

TreeAge Software, Inc. kindly gave permission to reproduce output from their decision 
analysis tool TreeAge Pro™. Thanks also to Palisade Corporation for their kind permission 
to reproduce copyright materials from their risk analysis software @RISK. Oracle Corporation 
granted their kind permission to reproduce copyright materials from their risk analysis software 
Crystal Ball®. I would particularly like to record my gratitude to Mindjet® Corporation for 
their generous agreement to my using original output from their mapping and visualization 
software MindManager® for many of the diagrams in the book.



� B r a n d  R i s k

Jonathan Norman, Fiona Martin and Gillian Steadman at Gower have been ever helpful 
and reassuring during the process of bringing one small volume into the world. Helen Parry 
lent her experience and professional eye to copy-editing the manuscript.

Above all, to my wife Rosalind, untold gratitude for her encouragement throughout the 
project and for her inexhaustible charity during the many unsocial hours of authorship.

David Abrahams

david.abrahams@brandmediation.com



Introduction

This book is about a meeting of professional minds. Whilst the importance of brands and the 
relevance of risk have been widely acknowledged, it is debatable whether the marketing and 
risk management communities have yet perfected their collaboration. This may be a wasted 
opportunity. After all, risk-taking is what marketers do.

Nearly a decade ago, a short feature in the financial press described how an industrial 
company’s actuaries, the masters of probability and statistics traditionally concerned with 
pension fund adequacy, were now offering their services to colleagues in the marketing 
departments who might want to model uncertain demand for the company’s new products. Since 
that time, we have moved into another era of accelerated change and market opportunity, laced 
with risk and uncertainties. There is an unfinished global revolution in mass communications. 
There are new markets, new corporate accountabilities and new competitors. The pressure on 
marketers remains: to produce the same for less or more for the same. 

Authoritative observers have remarked how often marketers appear ill-equipped to argue 
convincingly in support of their plans when the inevitable challenges come. This book proposes 
that risk literacy can help marketers to make better decisions and to make their professional 
case more effectively. There is no magic bullet, no prescription and no attempt to sterilize 
the marketing imagination. There is just the practical idea, based on my own experience as 
marketer, product developer and corporate adviser, that there is value in a familiarity with risk 
thinking and some of its methods for opportunity assessment and decision analysis. These 
recognized approaches are available to help marketers structure their evaluation of issues and 
opportunities, whether formally or informally. They will support them in their thinking and 
in their dialogue with those who invest in it. Business risk is best taken (and better tolerated) 
if it is done with a degree of self-awareness, some insights into what risk means and some 
assessment of the probabilities. In this sense, risk literacy is the third necessary competence for 
marketers, alongside their strategic insight and financial understanding.

Meanwhile, numerous management studies have described the contribution of brands and 
reputations to the prosperity and viability of business, in ways not limited to earning customer 
preference. There has been a corresponding diffusion of brand-related responsibility to other 
parts of the firm, so that marketing departments are no longer sole custodians of the brand. For 
their part, risk management professionals have not always found it easy to support this wider 
accountability for brand stewardship. Brands need to be understood as more than trademarks 
and ‘reputations’, if they are to be fully represented on the firm’s risk management agenda. 

This practical book is principally intended for marketing professionals and those in brand 
planning functions. It will also be of value to risk management professionals and other senior 
managers who would like to develop their understanding of brand function and brand risk. 
Much of the marketing literature is implicitly concerned with risk. However, the blend of 
approaches to brand risk thinking and decision-making you will find in this book is not usually 
presented as a whole: some qualitative, some quantitative, some intended to guide intuition, 
some designed to support more rigorous evaluation.
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Chapter 1 (‘The Case for Risk Literacy’) is introductory, establishing the book’s key themes 
with a brief history of risk reporting and risk management in the wider corporate context. It 
reviews the role of resolving uncertainty in creating organizational influence and suggests 
how this might have relevance to the marketing function. It also defines and advocates risk 
literacy in practical terms. If you are a seasoned risk manager, you may want to skip the first 
part of the chapter (‘Corporate context’), but read the final two sections (‘Marketing and risk’ 
and ‘Risk literacy’). 

Chapter 2 (‘Defining Brand Risk’) introduces an enhanced model for brand risk thinking, 
supported by a detailed rationale for each of its elements. There is discussion of a four-part 
framework and aide-mémoire for the management of brand exposures. The chapter ends with 
a review of brand valuation and its meaning for risk management.

Chapter 3 (‘Learning to Take Risk’) begins the progression towards classical risk literacy 
with an exploration of the psychology of risk-taking and related perceptual issues. This 
chapter aims to furnish the risk-literate mind with an appreciation of the alternative thinking 
styles in risk-taking and a greater self-awareness. It concludes with an important discussion of 
hindsight (‘Learning from failure’), presenting a simple, authoritative technique for looking 
back and learning from experience. 

Chapter 4 (‘The Language of Risk’) builds on the foundations of risk awareness developed 
in Chapter 3. It describes and demonstrates in outline each of the important concepts used 
in risk and probability estimations. Simply acquiring this means of expression extends the 
reach of risk thinking. It is also an important chapter to read before moving on to Chapters 5 
and 6, which assume that you have done so or that you are already familiar with the concepts 
reviewed.

Chapter 5 (‘Identifying and Managing Risk’) equips the risk-literate marketer with the 
tools and techniques necessary to create a complete risk management plan. It describes four 
markedly different approaches to the identification of risk, which are nonetheless entirely 
complementary. They represent a progression from ‘hunch’ to due diligence, in terms directly 
relevant to marketers. With acknowledgement to their creators, I have deliberately strayed 
from the conventional path to present two powerful alternatives that simultaneously prompt 
risk identification and development of a recipe for success. There is also much talk of cause 
and effect in risk management. The chapter includes a general framework for the evaluation 
of cause and effect, together with brief sections on predicting stakeholder behaviour. The 
chapter concludes with a section describing the elements of a risk management plan and two 
techniques for assessing the value of risk management efforts.

Chapter 6 (‘Modelling Risks’) introduces the most powerful techniques relevant to risk 
thinking: decision trees, dependency modelling and stochastic modelling (or risk simulation). 
These are the techniques to consider – possibly with expert support – when intuition or a 
simple spreadsheet model are not enough. There is also a special use for decision trees in 
helping to decide the value of market research (‘Expected value of information’).

Chapter 7 (‘Making Progress’) is the concluding chapter. It takes stock of the body of 
knowledge presented in the book, suggesting ways in which the techniques described can 
be usefully combined for specific purposes. It also highlights some of the cultural issues in 
adopting risk thinking in an organizational context.

The book contains four single-page advisories (‘Snakes and Ladders’) on topical subjects: 
managing customer service complaints, pitfalls in market research, crisis management and the 
licensing of brands.
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Finally, to assist the reader in navigating and recalling all of the material presented, the 
Appendix precedes the Bibliography. It provides a diagrammatic summary of each chapter, 
based on the headings and subheadings in the text.

Whatever your purpose, whatever your interest, I hope that this book will help you to 
chart an appropriate course.




