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The Effect of Brand Acquisition and
Disposal on Stock Returns

Brand acquisitions and disposals are key strategic marketing decisions and often the largest single marketing
investments that firms make. Yet little is known about the performance effects of such decisions. This study
examines stock market reactions to brand acquisition and disposal announcements in 31 consumer industries.
The results reveal that returns to such announcements depend crucially on three complementary firm assets—
marketing capabilities, channel relationships, and brand portfolios—but that these effects may not be symmetric
across brand acquisitions and disposals. Acquirer abnormal returns are greater for firms with strong marketing
capabilities and those that buy brands with higher price/quality positioning than their existing portfolio. Investors
also reward buyers that identify cost synergies in integrating new brand(s) into their portfolios but punish those that
identify revenue synergies. Conversely, greater abnormal returns arise for sellers with inferior channel relationships
and for those selling multiple brands, brands with relatively lower price/quality positioning than the seller’s remaining
portfolio, and brands unrelated to the rest of the seller's portfolio. The results from a paired subsample provide
new knowledge about the positive net shareholder wealth created from brand acquisition—disposal transactions
and indicate a strong role of marketing capabilities in creating this wealth.
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xamining the effect of strategic marketing invest- Most business-to-consumer (B2C) firms have portfo-
Ements on shareholder wealth is central to under- lios comprising multiple brands (Hill, Ettenson, and Tyson

standing the financial impact of marketing. A firm’s 2005; Morgan and Rego 2009) and make portfolio adjust-
shareholder value reflects the discounted value of its ments by buying or selling brands (Capron and Hulland
expected future cash flows (e.g., Rappaport 1997). Market- 1999; Laforet and Saunders 2005). For example, in 2000
ing investments that affect channels of distribution and cus- Unilever announced a brand portfolio trimming strategy,
tomers, in ways that influence the firm’s cash flows, there- and by 2003, it had sold off several hundred brands—
fore affect shareholder value (e.g., Gruca and Rego 2005). including Elizabeth Arden perfumes and Golden Griddle
Marketing literature provides a well-developed theoretical syrup. At the same time, other firms have grown their brand

portfolios through brand acquisitions. For example, since its
2000 corporate strategy change, ConAgra has built a portfo-
lio of 48 major brands—only 3 of which were developed in-
house. Despite active markets for both the acquisition and
disposal of firms’ brand assets, there is little understand-
ing of this important phenomenon (Bahadir, Bharadwaj,

rationale detailing how building market-based assets such
as brands can affect firm market value, such as by increas-
ing cash flow levels, accelerating cash flows, decreasing
risks to cash flows, and increasing the firm’s residual value
(Srivastava, Shervani, and Fahey 1998). A growing body
of evidence also links brands with competitive advantages and Srivastava 2008). In particular, little is known about
for the firms that own them (e.g., Keller and Lehrr}ag 2006; whether and how firms benefit from buying and/or selling
Rao, Agarwal, and Dahlhoff 2004). Therefore, it is now brands (e.g., Varadarajan, DeFanti, and Busch 2006).

widely accepted that brands are important intangible assets In this study, we address this significant knowledge
that can contribute significantly to firm performance and gap by focusing on four questions of particular theoret-
shareholder value. ical importance and managerial interest. First, do firms
enhance their performance by purchasing brands from oth-
ers? Second, if brands are valuable market-based assets,
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FIGURE 1
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stock returns. These returns provide the financial market’s
collective assessment of the prospective cash flow impact
that brand asset transactions will have on the firms involved.
Shareholders may not value brands in the same way as the
managers involved, and this external measure of the value
that is likely to be generated in such transactions may pro-
vide a more objective assessment of the wisdom of such
exchanges. Thus, we can examine situations in which the
value-generating capabilities of transactions are not com-
pletely impounded in the value that the acquirer places on
the target brand(s). For example, from a brand portfolio
perspective, we find that acquisitions of brands that are
positioned at higher price points and quality levels than the
rest of the acquirer’s portfolio enhance positive abnormal
returns.

Second, we examine brand asset transactions from
both the buyer and seller shareholders’ perspectives. This
approach provides new insight into, and a way to determine,
the conditions in which brand disposals and acquisitions
generate value. The value-generating conditions for brand

disposals may not be simply the obverse of brand acqui-
sitions. We find evidence of asymmetries in how investors
value complementary marketing capabilities and resources
with respect to brand acquisitions versus disposals. For
example, investors value firms’ marketing capabilities in
brand acquisitions but not in brand disposals, and they value
firms’ distribution resources in brand disposals but not in
brand acquisitions.

Third, most brand acquisition and disposal activity
involves the transfer of specific brand assets between firms
rather than the acquisition and sale of entire firms. We
include almost equal numbers of brand acquisition trans-
actions that do and do not involve buying an entire firm,
along with its brand(s), in our study. All our brand dis-
posal observations involve the sale of specific brand assets,
not the whole firm. Overall, our results suggest that buy-
ing entire firms for their brand assets reduces abnormal
returns, but there are opportunities for firms to enhance their
performance through the exchange of some of their brand
assets with another firm for which the brand has a higher
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value-in-use. Our comprehensive model also provides new
insight into new factors, such as distribution resources that
influence value creation, and allows for the identification of
win-win acquisition—disposal situations.

Fourth, we introduce an additional perspective from
mergers and acquisitions (M&A) literature by examining
the total economic value produced in the brand acquisition—
disposal transaction. We find that, considering both the buy-
ing and the selling firms in the same brand transaction
simultaneously, net shareholder wealth is created. We fur-
ther show that buyer—seller marketing capability differences
play a prominent role in creating this shareholder wealth,
providing new insight into the ability of marketing capabil-
ities to create value for firms.

Conceptual Framework and
Hypotheses

Firms often acquire the resources (e.g., brands) required to
produce cash flows through the implementation of a par-
ticular strategy (Chi 1994; Dierickx and Cool 1989). From
this perspective, investors recognize that a brand is an asset
with some value, and this value is built into the stock price
of the brand’s owner (e.g., Mizik and Jacobson 2009; Rego,
Billett, and Morgan 2009). Thus, all else being equal, if an
owner sells the brand, its stock price should go up if the
firm is less able to use that brand asset to generate cash
flows than its other assets. Similarly, a buyer’s stock price
should go up if it is likely to be better at using the acquired
brand to generate cash flows than it would be using its
other assets. However, resource and capability differences
between firms mean that rarely, if ever, is the all-else-being-
equal condition likely to hold. Rather, management theo-
rists view resources and capabilities as heterogeneously dis-
tributed among firms (e.g., Barney 1988) and suggest that
asset complementarities mean that these differences likely
affect firms’ ability to generate cash flows from a particular
traded asset (e.g., Barney 1986; Makadok 2001).

Drawing on this theory, our research model (Figure 1)
views brands as assets that are valued by investors to
the extent that they allow the firm to generate cash flows
more effectively and efficiently than it could using other
resources. Investor responses to buying or selling brand
assets is therefore a function of the firm’s ability to gen-
erate cash flows from a particular brand asset, and this
ability likely differs across firms as a result of the pres-
ence or absence of their complementary assets. Thus, in our
hypotheses, we focus on the effect of three complementary
assets of interest to marketing researchers and managers, as
highlighted in prior literature: marketing capabilities, chan-
nel relationships, and brand portfolios.

Each of these marketing assets is a result of firms’ idio-
syncratic investments and activities over time (Capron and
Hulland 1999). For time compression reasons and because
they may be difficult to observe, such assets are diffi-
cult to replicate in the short term (Amit and Schoemaker
2003; Dierickx and Cool 1989). Thus, although some of
their components can be traded, these assets usually can be
acquired only in their entirety by buying a firm (Barney
1989). For example, managers might move to the buyer
with a traded brand, but this move is relatively rare, and
the seller’s marketing and brand management systems and
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related embedded knowledge are imperfectly transferable
(Kapferer 2004). Some channel relationships may transfer
with a brand. For example, the brand’s relationships with
consumers may make it difficult for existing channels to
delist it after an ownership transfer. However, other channel
assets, such as customer relationships, logistical arrange-
ments, and so on, are more difficult to transfer (Capron
and Hulland 1999). Similarly, replicating a brand portfo-
lio requires either buying a firm with the desired portfolio
characteristics or building a portfolio piecemeal by buy-
ing different brands with the requisite characteristics (Hill,
Ettenson, and Tyson 2005).

Thus, in the short term, none of the three assets can sim-
ply be acquired by either a brand’s existing owner or other
firms that are potential acquirers of the brand (Capron and
Hulland 1999; Morgan, Vorhies, and Mason 2009).! To the
extent that each of the three assets gives a firm a rela-
tive advantage in generating cash flows from a brand, their
presence or absence should materially affect the abnormal
returns to buying or selling a particular brand (Amit and
Schoemaker 1993). We explore in more detail how each of
these different types of complementary assets may affect
the firm’s ability to generate cash flows from a particular
brand asset and develop testable hypotheses. We develop
separate hypotheses for acquirers and sellers of brand assets
because the effects we hypothesize may not be symmet-
ric. We later test these hypotheses with separate samples of
acquirers and sellers.

Hypotheses

A firm’s marketing capability—its ability to define, de-
velop, and deliver value to customers by combining and
deploying its available resources—is an asset that may en-
hance its brands’ value-in-use (Amit and Shoemaker 1993;
Bahadir, Bharadwaj, and Srivastava 2008). For example,
strong pricing capabilities should enable a firm to gen-
erate greater cash flows for a brand from customers and
channel partners (Dutta, Zbaricki, and Bergen 2003). Simi-
larly, strong marketing communications capabilities should
enable a firm to generate demand more effectively and
efficiently for a brand (e.g., Kapferer 2004). Brand man-
agement capabilities also should enable a firm to both
generate cash flows from a brand and simultaneously build
the equity of the brand asset itself (e.g., Morgan, Slotegraaf,
and Vorhies 2009). Prior literature further suggests that a
firm’s ability to develop and execute appropriate marketing
strategies is likely to play a role in enabling the firm to
generate cash flows from a brand asset (e.g., Vorhies and
Morgan 2005).

Thus, all else being equal, when a firm has strong mar-
keting capabilities, its ability to generate cash flows from a
brand asset is likely to be greater than its ability to generate
cash flows from its other assets, and vice versa. From this
perspective, if a firm with strong complementary marketing
capabilities buys a brand, investors should view the buyer’s
ability to generate cash flows from the brand asset as higher.

'Buying an entire firm may enable the acquirer to access com-
plementary assets, but other intangible and tangible assets also are
acquired. Even in these conditions, M&A literature suggests that
such acquisitions are priced at a premium, such that the acquirer’s
shareholders lose rather than gain value.



Conversely, if a firm has weak complementary marketing
capabilities, investors likely view its ability to generate cash
flows from a brand asset as lower than its ability to gener-
ate cash flows from its other assets. This tendency implies
a higher alternative value-in-use for the brand asset to a
potential buyer with stronger marketing capabilities than its
existing value to a seller firm with weaker marketing capa-
bilities. Therefore, the seller should achieve a price for the
brand asset higher than the brand’s existing value-in-use
and be able to focus on using its other assets to generate
cash flows—at which it should be relatively better.

H,,: Acquirer abnormal returns are greater when the acquirer
has strong marketing capabilities.

H,,: Seller abnormal returns are greater when the seller has
weak marketing capabilities.

A firm’s channel relationships—the extent and nature of
its connections with channel partners—are market-based
assets that can enhance the firm’s ability to generate cash
flows from a brand (Kapferer 2004; Srivastava, Shervani,
and Fahey 1998). For example, a firm with extensive and
close working relationships with its retail channel partners
can achieve better shelf positions and special displays for
its brands, which should increase demand (e.g., Ataman,
Mela, and Van Heerde 2008). Close channel relationships
also reduce transaction costs, such as order processing and
inventory holding costs associated with selling the brand,
and allow for higher brand margins (Srivastava, Shervani,
and Fahey 1998).

All else being equal, a firm with strong channel rela-
tionships should be better able to generate cash flows from
a brand asset than firms that do not enjoy such relation-
ships. Thus, a buyer with the ability to leverage a brand
through its superior distribution system may acquire a brand
and still produce superior economic returns. Conversely, a
firm with weaker channel relationships likely can generate
cash flows using assets other than the brand. This theory
implies a higher alternative value-in-use for the brand asset
to a potential buyer than its existing value to a seller firm
with relatively inferior channel relationships, which should
enable such seller firms to gain from a disposal transaction.

H,,:

.. Acquirer abnormal returns are greater when the acquirer

has superior distribution resources.

H,,: Seller abnormal returns are greater when the seller has
inferior distribution resources.

The firm’s existing brand portfolio is another comple-
mentary asset highlighted in prior literature (e.g., Bahadir,
Bharadwaj, and Srivastava 2008; Morgan and Rego 2009).
The relationship between the traded brand and the rest
of the acquirer’s/seller’s brand portfolio may also have an
impact on the returns to buying/selling brands (Carlotti,
Coe, and Perry 2004; Varadarajan, DeFanti, and Busch
2006). One characteristic of brands and brand portfo-
lios that is particularly valuable is their quality/price
positioning. Brands with higher perceived quality are more
valuable (e.g., Aaker and Jacobson 1994), and the average
perceived quality level of a brand portfolio is linked to firm
performance (e.g., Morgan and Rego 2009). Higher per-
ceived quality allows firms to charge higher prices, which

become important signals of perceived quality to consumers
(Kirmani and Rao 2000). When higher prices are perceived
as in line with high perceived quality, they can trans-
late into superior brand portfolio cash flows (Morgan and
Rego 2009). Thus, buying a brand that is positioned as
higher in quality and price than the buyer’s existing brands
should raise the average perceived quality/price position-
ing of the firm’s overall portfolio, which should enhance
its value. Conversely, selling a relatively inferior-quality-/
lower-price-positioned brand should enhance the value of
the seller’s remaining brand portfolio by raising its average
perceived quality and price positioning level.

H;,: Acquirer abnormal returns are greater when the acquired
brand(s) are positioned at higher quality and price points
than the acquirer’s existing brand portfolio.

Hs,: Seller abnormal returns are greater when the brand(s) sold
are positioned at lower quality and price points than the
brands remaining in the seller’s portfolio.

The number of brands in a firm’s portfolio is another
important brand portfolio characteristic (Morgan and Rego
2009). From this perspective, literature suggests that, all
else being equal, reducing the size of a brand portfolio can
result in efficiencies that lower costs (e.g., Knudsen et al.
1997; Laforet and Saunders 2005). For example, follow-
ing its 2000 portfolio slimming strategy, increased procure-
ment standardization and other efficiency savings allowed
Unilever to improve its operating margins from 11.2% to
15% by 2003 (Pierce and Moukanas 2002). The sale of
multiple brands in a transaction may increase the efficiency
with which the seller firm can manage its remaining brand
portfolio. Conversely, because managing larger brand port-
folios requires greater marketing expenditures (Morgan and
Rego 2009), buying multiple brands may decrease the effi-
ciency in managing the buyer’s brand portfolio, with lower
expected returns from the acquisition.

However, other aspects of the firm’s brand portfolio con-
text likely have an impact on these relationships. Specifi-
cally, we predict that two context effects moderate the effect
of acquiring or selling multiple brands on abnormal returns.
First, the anticipated effect of acquiring (selling) multiple
brands should be magnified in relatively larger brand trans-
actions because the absolute economic value of the brand
portfolio and the complexity costs (benefits) involved are
likely larger. Second, the brand portfolio complexity costs
(benefits) should be smaller to the extent that the firm buy-
ing (selling) the brand has a more focused portfolio because
a more focused business leads to a greater degree of com-
munality in brand portfolio management systems and pro-
cesses, enabling greater synergies and lower costs to deal
with complexity in managing the brand portfolio.

H,,: Acquirer abnormal returns are lesser when the acquirer
buys multiple brands.

H,,: Seller abnormal returns are greater when the seller dis-
poses of multiple brands.

Hs: The effect of buying multiple brands on the acquirer’s
abnormal returns is (a) stronger when the transaction
involves larger brands and (b) weaker when the acquirer
has a more focused business portfolio.
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Hg: The effect of selling multiple brands on the seller’s abnor-
mal returns is (a) stronger when the transaction involves
larger brands and (b) weaker when the seller has a more
focused business portfolio.

The impact of trading brands on the scope of the
acquirer’s/seller’s brand portfolio also may be important.
For example, management research suggests that firms ben-
efit from diversification only when there is a strong market-
ing or technology link between the businesses in which the
firm is engaged (e.g., Palich, Cardinal, and Miller 2000).
In line with this logic, the more closely a brand relates
to the buyer’s existing brand portfolio, the more the buyer
should benefit from the acquisition, due to potential syn-
ergies between closely related brands that are unlikely
for unrelated brands (Barney 1988). Conversely, firms that
dispose of brands that are unrelated to the rest of their
brand portfolios should enjoy stronger positive abnormal
returns because these brands are unlikely to gain any sig-
nificant “parenting advantage” from being owned by that
firm (Bergh, Johnson, and Dewitt 2008). There should be
a higher value-in-use for such brands in the portfolio of
another firm, which should lead to a higher market price
paid for the brand than its current value-in-use to the seller.

We anticipate that another brand portfolio characteris-
tic moderates the effect of acquiring/selling brands that are
more or less related to the rest of the firm’s brand portfolio,
namely, the relative positioning of the brand(s) involved in
the transaction. We expect that when the brand(s) involved
in the transaction are more closely related to the rest of
the firm’s portfolio, the perceived quality “spillover” effects
of acquiring or selling that brand on the rest of the firm’s
brand portfolio are likely greater. This expectation is con-
sistent with findings in brand extension and brand alliance
research that indicate attributes associated with one brand
are more likely to transfer to other brands when there is a
greater similarity between the brands (e.g., Rao, Qu, and
Ruekert 1999; Simonin and Ruth 1998).

H;,: Acquirer abnormal returns are greater when it buys
brand(s) that are more closely related to its existing brand
portfolio.

H,,: Seller abnormal returns are greater when it sells brand(s)
that are more distantly related to its remaining brand
portfolio.

Hg: The effect of relatedness on the acquirer’s abnormal
returns is stronger when the acquired brand(s) are posi-
tioned at higher quality and price points than the acquirer’s
existing brand portfolio.

Hy: The effect of relatedness on the seller’s abnormal returns
is stronger when the brand(s) sold are positioned at
lower quality and price points than the seller’s remaining
portfolio.

Finally, as a consequence of some of these asset comple-
mentarities, buyers often outline the synergies they antici-
pate from integrating the acquired brand asset(s) into their
existing brand portfolio, in ways that produce either costs
savings or revenue enhancements (Capron and Hulland
1999). For example, it may be possible to sell an acquired
brand through the firm’s existing sales force, spreading sell-
ing costs over more brands and reducing the firm’s average
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cost of goods sold. Alternatively, a newly acquired brand
may be complementary to others in the firm’s portfolio and
enable cross-promotion opportunities and/or greater pric-
ing power relative to channel members, producing revenue
synergies. When such synergies are available and recog-
nized by the acquirer, they should be associated with greater
expected future cash flows from the brand acquisition.

We anticipate that the positive effects of such synergy
announcements are moderated by a brand portfolio context
effect, namely, the size of the brand asset involved in the
transaction. Specifically, we expect the positive effect of
anticipated synergies to be magnified in larger brand trans-
actions because the absolute economic value of anticipated
cost savings or revenue enhancements should be greater.
Thus, we expect investors to react even more positively
because of the scale of the likely synergy benefits involved.

H,,: Acquirer abnormal returns are greater when the acquired
brands can be integrated into the acquirer’s brand portfo-
lio in ways that create (a) cost synergies and (b) revenue
synergies.

H,,: The effect of (a) cost synergies and (b) revenue synergies
from integrating the acquired brand(s) into the acquirer’s
brand portfolio on the acquirer’s abnormal returns is
stronger when the acquirer buys larger brands.

Method

Event studies have long been used to quantify the value
of firms’ marketing actions, and prior literature contains
excellent summaries of this method (e.g., Srinivasan and
Bharadwaj 2004). Briefly, finance theory asserts that a
stock price reflects all public information about the firm,
so only unexpected information can change the price of a
stock (Fama et al. 1969). Thus, if new information (“the
event,” in our case, news of an acquisition or sale of a
brand) causes investors to expect that the firm will garner
higher (lower) future cash flows, the firm’s stock price rises
(drops) in reaction. The stock’s abnormal return—the dif-
ference between the stock’s actual return at the event and its
expected return according to general market movement—
is a measure of the wealth effects (economic value) of the
event (Kothari and Warner 2007). In line with the con-
ventional view that markets move quickly to impound the
present value of the long-run benefits of the event fully into
security prices (McWilliams and Siegel 1997), we focus on
abnormal returns observed at the event in our analysis.

Data
Sample

We focus on B2C firms because consumer spending rep-
resents more than 70% of U.S. gross domestic product,
and brands occupy a central role in B2C business mod-
els. We created a sample of 322 publicly traded firms
operating in 31 B2C industries, identified by Standard
Industrial Classification (SIC) codes from the Center for
Research in Security Prices (CRSP) and SDC Platinum
databases. We present the details on these industries and
an illustrative list of firms in Appendix A. To identify
brand acquisitions/disposals undertaken by these firms, we



searched the SDC Platinum database, firms’ annual reports,
and investor relations material and press releases posted
on firms’ websites. We also conducted a Factiva search
for brand acquisitions and disposals, centering our search
on those terms. Brand disposals mandated by government
regulators following a company merger or acquisition were
not included in our sample. We captured brand acquisitions
and disposal events for these firms over a 15-year period
(1994-2008).

Description of the Event

A disposal event is an announcement of a sale or pending
sale of a brand, identified through a Factiva search of com-
pany news releases and press reports. An acquisition event
is the announcement that an agreement has been reached to
acquire a brand. When earlier press reports mentioned that
a firm was negotiating to purchase the brand, we considered
the earliest such announcement the event.? We removed
brand acquisitions and disposals in non-G7 countries, which
generally represent much smaller markets for the firms in
our sample. We also removed those focused on the noncon-
sumer foodservice channel.

Forty-seven percent of the sample made at least one
brand acquisition, and 29% made at least one disposal
(48% made neither). Collectively these firms engaged in
775 brand acquisitions and 487 brand disposals during this
period. Following standard practice, we removed events that
contained confounding information pertaining to earnings
announcements, stock splits, key executive changes, unex-
pected stock buybacks, or changes in dividends within the
two—trading-day window surrounding the brand acquisition
or disposal event (McWilliams and Siegal 1997). This step
eliminated 237 of the 1,262 events. We dropped an addi-
tional 135 events because of data availability limitations
(e.g., unavailable brand revenues). Following finance prac-
tices (e.g., Moeller, Schlingemann, and Stulz 2005), we also
dropped the 9 brand acquisitions and 1 disposal that were
not completed. Our final event sample therefore comprised
572 brand acquisition announcements and 308 brand dis-
posal announcements.’

Variable Operationalization

Data for our variables came from secondary databases and
coded information from press reports about the transaction
that provided information about the brand, its competitive
situation, and the firm and its motivations. We followed
standard procedures in marketing literature for the textual

*More than 80% of announcements refer to agreements reached.
Subsequent analyses indicate that announcement type (e.g., “in
negotiation” vs. “closing” a deal) does not affect investor reac-
tions. For a small number of events (<6%) unsubstantiated (by the
firm) rumors predated our event announcements, but subsequent
analyses suggested that they did not have a significant effect on
the abnormal returns to the event announcements.

3Our sample size is comparable with other event studies. Meta-
analyses in M&A literature report average sample sizes of 269
(Stahl and Voigt 2008, across 9 studies) and 221 acquisition
events (King et al. 2004, across 127 studies). King et al. (2004)
also report average divesture event sample sizes of 153 across
33 studies.

coding (e.g., Rosa, Spanjol, and Porac 2004). For exam-
ple, we used two independent coders with substantial brand
management experience; each was blind to the hypothe-
ses. We trained the coders on 20 events that were not part
of the final sample. Following similar efforts in finance
(Kaplan and Weisbach 1992), coders reviewed more sub-
stantial press reports of the transaction (typically four or
five) for each. These sources included the original press
releases, as well as the most detailed reports of the trans-
action (in terms of word count) in the national news (e.g.,
Reuters, The New York Times, The Wall Street Journal) and
local press (e.g., Cincinnati Post). They provided a con-
temporaneous account of many features of the brand trans-
actions and often have served as key sources for finance
scholars (e.g., Kaplan and Weisbach 1992). We provide
more detail on these reports in our discussion of the cod-
ing of specific variables. The coders recorded the data in
the announcements using a standardized coding scheme.
Intercoder agreement was high (>80% in each case; see
Table 1 for specific values), and all instances of intercoder
disagreements were discussed and resolved (Perreault and
Leigh 1989). We next provide an overview of our hypothe-
sized variable measures and brief depictions of the control
variables. We detail all the variable operationalizations in
Table 1.

Complementary assets. For our marketing capability
measure, we used an input—output approach similar to
those previously adopted. Following Srivastava, Shervani,
and Fahey (1998), we viewed a firm’s marketing capa-
bility as its ability to use available resources to create
market-based, intangible asset value. We used a stochas-
tic frontier estimation (SFE) marketing capability opera-
tionalization (e.g., Dutta, Narasimhan, and Rajiv 1999), for
which the resource inputs are each firm’s sales, general and
administration; advertising expenditures (from COMPUS-
TAT); and number of trademarks owned (from the U.S.
Patent and Trademark Office database). For the SFE out-
put variable, we followed Simon and Sullivan (1993) and
used the intangible asset value of the firm (Tobin’s q),
adjusted for the variance accounted for by the firm’s tech-
nology (research-and-development spending and number
of patents) and management quality (firm’s “management
quality” score from Fortune’s Most Admired American
Companies database for the 486 observations for which
it was available; top management team compensation rel-
ative to the industry average as an alternative manage-
ment quality indicator for the remaining 398 observations).*
Our measure of marketing capabilities correlated signifi-
cantly positively with firms’ future cash flow performance
(p <.001), indicating some face validity of our measure.

For distribution resources, the acquirer had superior
channel relationships if press reports indicated that it had
existing channel relationships or networks that it could
leverage to expand the acquired brand’s sales (implicitly

*We regressed these technology and management quality indica-
tors on the firm’s Tobin’s q and used the residual from this regres-
sion as the market-based value created by the firm output indicator
in our SFE. The correlation between the two indicators of man-
agement quality was greater than .82, and the correlation between
marketing capability measures using either alternative indicator of
management quality alone was greater than .93.
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TABLE 1

Operationalization of Independent and Control Variables

Variable Source

Definition/Operationalization

A: Variables in the Heckman Selection Procedure

Firm marketing emphasis,_, COMPUSTAT
Firm technology emphasis,_;, COMPUSTAT
Leverage,_; COMPUSTAT
Financing;_4 COMPUSTAT
Cash on hand,_;, COMPUSTAT
Year indicator variables

Favorable brand acquisition (disposal) Compiled

decisions,_4
Not favorable prior brand acquisition Compiled

(disposal) decisions;_,

Advertising spending (t—1)/sales (t—1) (Bhadir, Bharadwaj,
and Srivastava 2008).

Research-and-development spending (t—1)/sales (t—1)
(Bahadir, Bharadwaj, and Srivastava 2008).

Sum of long-term debt and debt in current liabilities (t—1)/total
assets (t—1).

Debt in current liabilities (t—1)/total assets (t—1).

Cash and short-term investments (t—1)/total assets (t—1).

Dummy variables for years 1994—2007.

Number of firm brand acquisition (disposal) events in the prior
year with a positive abnormal return at the event (0, 0).

Number of firm brand acquisition (disposal) events in the prior
year with a negative abnormal return at the event (0, 0).

B: Variables in the Brand Acquisition and Disposal Analyses

Hypothesized Variables
Firm’s marketing capability COMPUSTAT,

USPTO, AMAC
Superior complementary distribution Press reports

resources®

Inferior distribution resources
available for the brand®

Press reports

Positioning (relative) Press reports

Multiple brands involved Press reports

Related: same industry code? SDC Platinum,
COMPUSTAT
Unrelated: different industry group® SDC Platinum,
COMPUSTAT

Cost synergies? Press reports

Revenue synergies? Press reports

Control Variables

Firm leverage,_;, COMPUSTAT

COMPUSTAT
Press reports

Firm financing,_,
To enhance firm growth?
To enhance firm profitability® Press reports

To strengthen firm’s core? Press reports

See text.

The acquirer indicated that a reason for the acquisition was to
expand the acquired brand’s sales by leveraging the firm’s
existing distribution strengths (e.g., Procter & Gamble’s
purchase of Tambrands) (o =.85).

If the firm decided to sell because the brand’s distribution
resources were inferior to those of its competitors, preventing
it from competing effectively, as identified from press reports
(0 =.93).

If the brand was described as high-end (prestige, luxury,
premium) or low-end (budget, value, economy), compared
with the firm’s other brands, to ascertain overall effect on the
portfolio (e.g., LVMH buying Fendi, a luxury brand, would be
coded as 0, considering the other brands in LVMH’s portfolio,
such as Louis Vuitton; Callaway Golf acquiring the
value-brand Top-Flite was coded —1) (o =.842, .90).

More than one brand involved in the transaction
(=.992, .97°).

If the four-digit SIC codes for the sample firm (COMPUSTAT

Segments) and target (SDC Platinum) in the transaction
were the same.

If the four-digit SIC codes for the firm (COMPUSTAT
Segments) and the brand differed in their first two digits
(e.g., 2842 and 3291).

If firm mentioned cost savings or efficiencies due to synergies
in administration, distribution, manufacturing, operations,
purchasing, or other functional areas (Chatterjee 1986)
(=.92).

If the firm predicted that the combination would generate more
revenue than the individual brands would be able to
generate. The most common source was cross-marketing or
cross-promotional activities (Houston, James, and Ryngaert
2001) (o =.92).

Sum of long-term debt and debt in current liabilities,_,/total
assets;_,

Debt in current liabilities,_,/total assets,_,

If the firm identified growth as a rationale for the purchase
(x=.82).

If the firm identified profitability as a rationale for the purchase
(=.93).

If the firm identified core strengthing as a rationale for the
purchase (o =.85).
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TABLE 1
Continued

Variable

Source

Definition/Operationalization

B. Variables in the Brand Acquisition and Disposal Analyses

To reduce debt®
To buy back shares
Focus on faster growth

brands®

Focus on more profitable
brands®

Focus on core brands®

Focus in operations

Brand provides
new-to-the-firm distribution
resources?

Relative size of brand

Brand equity

Recent brand performance

Purchased entire firm?

Brand was purchased/sold in
an auction

Analyst perception of brand’s
price

Stated earnings impact

One-time earnings
adjustment (cents/share)®

Service-related industries

Long interpurchase cycle
industries

Adult industry

Food and beverage

Additional Paired Variables

Relative marketing capability
Relative distribution strength

Relative acquirer leverage
Relative acquirer financing
Brand revenue transferred
Relative size transfer

Press reports
Press reports
Press reports
Press reports
Press reports

COMPUSTAT

Press reports

COMPUSTAT,
press reports

Press reports

Press reports

Press reports
Press reports

Press reports

Press reports

Press reports

SDC Platinum,
press reports

SDC Platinum

SDC Platinum

SDC Platinum

As above
As above

As above
As above

If the firm identified debt reduction as a use of the proceeds from the
disposal (a=.99).

If the firm identified repurchase of shares as a use of the proceeds
from the disposal (o =.98).

If the firm identified a focus on growth as a rationale for the disposal
(o =.87).

If the firm identified a focus on profitability as a rationale for the
disposal (a =.93).

If the firm identified a focus on core brands as a rationale for the
disposal (o =.98).

—1 x prior year’s concentric index, which reflects the percentage
distribution of sales by SIC segment for a firm, weighted by the SIC
distance between segment pairs (0 if in same three-digit SIC group,
1 if in same two-digit but different three-digit SIC groups, and 2 if in
different two-digit SIC groups).

The brand was acquired in part because it provides new routes to
market or allows the firm to sell in new channels, as coded from
press reports (o =.85).

Prior year sales of the brand/prior year sales of the firm. Brand sales
were gleaned from press reports.

If the brand was described as an esteemed brand by market observers
(e.g., “iconic”) or identified as the market leader (o =.892, .88°).

If the brand’s past year performance (growth of revenue or market
share) was described as better (1) or worse (—1) than other brands
in its category, as coded from press reports (a =.88%, .93P).

When purchasing the brand involves acquiring an entire firm (e.g.,
Kraft's acquisition of Balance Bar) (a =.96).

If there were multiple bids/offers for the brand, according to press
reports (o =.88%, .87°).

Whether price paid was deemed high or low by market observers (i.e.,
analysts), coded from press reports. For acquisitions, high (-1) and
low (1); for disposals, high (1) and low (-1) (« =.942, .96P).

Whether the acquisition/disposal would have an accretive (1), dilutive
(=1), or no impact (0) on the year’s earnings, coded from press
reports of the transaction (a =.943, .95P).

If the firm announced that the disposal would have a one-time impact
on earnings, due to a gain or one-time charge. Expressed in cents
per share and identified from press reports.

Hotel, restaurant, and gaming brands (SIC 5461, 5499, 5611, 5812,
7011, 799x). Also includes retail-focused brands (i.e., brands with
retail stores, such as Godiva).

Brands purchased, on average, less frequently than every three
months, such as clothing, household, and fitness brands (SIC 225x,
2299, 23xx—25xx, 2844, 30xx—32xXx, 34xx, 35xx, 37xx, 38xx, 394X,
395x, 3961, 399x, 4961, 5136, 5139, 5651, 549x, 7011, 723x, 799x)
(Morgan and Rego 2009).

Alcohol, tobacco, and gaming brands (SIC 2082-2085, 21xx, 7011,
7999).

SIC 01xx, 02xx, 20xx, 2833, 514x.

Acquirer marketing capability — disposing firm marketing capability.

Superior complementary distribution resources?+firm has inferior
distribution resources available for the brand® — acquired brand
provides new-to-the-firm distribution resources.?

Prior year leverage of acquirer — prior year leverage of disposer.
Prior year financing of acquirer — prior year leverage of disposer.
Coded from press reports.

Size to acquirer—size to disposing firm. Size is brand revenue/prior
year firm revenue.
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TABLE 1
Continued

Variable Source

Definition/Operationalization

B: Variables in the Brand Acquisition and Disposal Analyses

Additional Paired Variables

(Positioning? — positioning®) /2.1 = both sides improve relative

positioning through transfer, 0 indicates no net effect, and —1
indicates the transfer produces a down-market shift.

Using brand and firm SIC codes. 1 =brand is more central to acquirer
than seller, 0 = same distance, and —1 =brand is less central to

buyer than seller.

Relative positioning transfer As above
Relative relatedness of the SDC platinum
brand to the acquirer COMPUSTAT
Focus difference between COMPUSTAT
buyer and seller
previously.
Analyst perception of brand’s As above

price

Prior year level of focus of the buyer — prior year level of focus of
disposer. Level of focus =—1 x concentric index, as identified

As defined previously, from seller’s perspective. 1 = high price paid,
—1 =low price paid.

2Acquisition sample and analyses only.
Disposal sample and analyses only.
Notes: a indicates the interrater agreement (Perrault and Leigh 1989).

indicating stronger channel relationships than the seller
firm). For example, Hershey’s acquisition press release
announced that its extensive distribution network would
allow it to broaden the consumer reach of the premium dark
chocolate brand Scharffen Berger. Our measure of superior
distribution resources correlated positively with both firm
revenue (p <.04) and firm emphasis on marketing (p <.01),
in support of the face validity of our coding. Similarly,
we captured the relative weakness of the seller’s channel
relationships compared with rivals, when it was mentioned
as a reason for the brand disposal. For example, Cadbury
cited its lack of distribution “clout” as a key motive for its
disposal of its non-U.S. beverage brands in 1998. Our mea-
sure of inferior distribution relationships correlated posi-
tively (p <.01) with seller disposals of brands in completely
different sectors from the firms’ main businesses, which
provided face validation of our coding.

In terms of brand portfolio characteristics, positioning
reflected the price—quality tier of the traded brand, ranging
from value/economy (lower) to premium (higher) (Morgan
and Rego 2009). It was judged by coders relative to
the acquirer’s/seller’s existing brand portfolio. We com-
pared these codes with perceived quality data from Equi-
trend for 24 observations and found a strong correlation
(p <.04) between the coded positioning ratings and the
traded brand’s perceived quality difference from the average
quality rating of the acquirer’s/seller firm’s other brands, in
strong support of our measure. We captured multiple brands
in the transaction with a binary variable. The traded brand’s
relatedness to the buyer’s/seller’s brand portfolio was based
on a SIC comparison between the brand (SDC Platinum)
and the closest firm segment (COMPUSTAT). Similar to
previously used classifications, those sharing the same four-
digit SIC code were considered related, and those with dif-
ferent two-digit codes considered unrelated (Hayward and
Hambrick 1997). For brand acquisitions, we also captured
managerial forecasts of likely synergies from cost savings
and revenue enhancements from the press announcements
(e.g., Houston, James, and Ryngaert 2001).
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Controls. At the firm level, we included firm leverage
and financing considerations as controls in the analyses
because these capital structure characteristics are related to
acquisition announcement returns (Bruner 1988; Maloney,
McCormick, and Mitchell 1993). A content analysis of
brand acquisition and disposal announcements revealed that
they were often motivated by a firm’s desire to enhance
growth or profitability or to further strengthen or focus
on its core business. Following the work of Kaplan and
Weisbach (1992), coders captured these commonly stated
motives because such pronouncements may shape expecta-
tions about future cash flows. For disposals, we also coded
two commonly announced uses of the proceeds, debt repay-
ment and share repurchases, because they can affect the
seller’s abnormal returns (Lang, Poulsen, and Stulz 1995).
We controlled for the degree of focus in the acquirer/seller
firm’s business by including the reverse of each firm’s con-
centric index, a widely used measure of diversification in
management literature (Montgomery and Hariharan 1991).

At the brand level, considering the performance bene-
fits of strong brands, we controlled for the brand equity
of traded brands. Drawing on Park and Srinivasan’s (1994)
work, we measured brand equity according to whether
(1) the traded brand was the market share leader or (2) stock
market analysts indicated in press reports that the brand
was “strong,” “esteemed,” or “iconic.” We also accounted
for prior brand performance, which may affect acquisition
premiums (Hayward and Hambrick 1997). We controlled
for the relative size of the traded brand using the brand
asset’s prior year sales relative to the firm’s prior year sales
(Seth, Song, and Pettit 2002). Furthermore, we controlled
for whether the brand provided new-to-firm distribution
resources, in the form of new routes to market or access to
new channels, using codes based on available press reports.

At the transaction level, coders captured whether there
was an auction or competition for the brand asset, as indi-
cated by reports of multiple bidders (Bradley, Desai, and
Kim 1988). Coders further accounted for analyst percep-
tions of the transaction’s price and its expected impact
on firm earnings (one-time accounting gains or losses,



accretive/dilutive impact on earnings). The coders indicated
whether an entire firm was acquired, along with its brand(s).

At the industry level, we controlled for different indus-
try types. Their different characteristics, such as levels of
regulation in adult categories (e.g., alcohol, tobacco), inter-
purchase cycle times, and channel dynamics (e.g., particu-
larly strong retail power in food and beverage industries),
may affect the firm’s ability to generate cash flows from
a brand (Morgan and Rego 2009). We also controlled for
whether the brand was primarily service based because the
intangibility of services could affect the acquirer’s ability
to redeploy the acquired brand asset(s).

Descriptive Statistics

Descriptive statistics for all variables are reported in
Table 2, and correlations among the variables in the acquisi-
tion and disposal samples are reported in the Web Appendix
(see the section Theme 1; http://www.marketingpower.com/
jm_webappendix).

Analyses
Event Study Analysis

We followed standard protocols for short-term event stud-
ies (Srinivasan and Bharadwaj 2004). We calculated the
abnormal returns to brand acquisitions/disposals as the dif-
ference between the stock’s actual return and its expected
return, assumed to be a function of the rate of return of
the benchmark market portfolio for the event day.’> We
used the single-factor market model rather than the mul-
tifactor Fama—French (1993) approach to be able to com-
pute abnormal returns for both U.S.- and non-U.S.-listed
firms.® The benchmark model for the U.S.-listed firms in
our sample was the return of the CRSP equal weighted
market portfolio; for the non-U.S.-listed firms, we used the
return of the relevant home country index (e.g., FTSE 100,
DAX, CAC 40, S&P/TSX Composite, Swiss Market Index;
Geyskens, Gielens, and Dekimpe 2002). Abnormal stock
returns were obtained using Eventus®, and parameters of
the market model were estimated over a 90-trading-day
estimation window, ending 6 days before the event. For
events confined to relatively few industries, cross-sectional
dependence in the returns can bias the standard deviation
estimate downward (MacKinlay 1997), inflating the asso-
ciated test statistics. We therefore controlled for potential
cross-sectional correlation in the abnormal returns by using
the time-series standard deviation test statistic (Brown and
Warner 1980).

SThe abnormal return was AR;, =R, — (&; +[§iRmt), where the
abnormal return A for stock i on day t was the difference between
the stock’s actual return (R;) and its expected return, a func-
tion of the rate of return of the benchmark market portfolio
for day t(B;R,,), an intercept (c;), and a residual term (g;),
that we assumed was not autocorrelated and homoscedastic, with
E[g,] = 0. In addition, & and B, were ordinary least squares esti-
mates of o; and (3;.

®Fama-French factors were not available for non-U.S.-listed
firms, so we could not generate Fama—French three-factor (or four-
factor) benchmark model abnormal returns for the full portfolio
of firms. However, we examined the results using such returns for
the reduced U.S.-only sample as a robustness check.

Analysis of Abnormal Returns with the
Heckman Procedure

We detail all the regression equations used in Appendix B.
We used a two-stage Heckman (1979) procedure to account
for any potential selection bias because there may be sys-
tematic differences between firms that engaged in brand
acquisition/disposal and those that did not. In the first stage
(Equation 1), we applied a probit selection model to the
full sample of 322 firms to estimate the probability that
a firm would engage in brand acquisition/disposal in that
year. The resulting parameters served to calculate the Mills
lambda, which then was included as an additional regressor
in the second-stage hypothesis testing regressions to con-
trol for potential selection bias. In Equation 1, the value
of the dependent variable was 1 if the firm acquired (dis-
poses) of a brand in year t and O if it did not. In this
selection equation, we included factors likely to affect the
firm’s decision to engage in such activities (summarized
in Table 1). We accounted for the marketing and techno-
logical strategic emphasis of the firm (Bahadir, Bharadwaj,
and Srivastava 2008), which is likely to affect the rela-
tive advantage derived from the firm’s brand portfolio. We
also included measures of the firm’s financial resources
(leverage, financing, cash on hand), which are determi-
nants of and affect the returns to firm acquisition and dis-
posal activity (Maloney, McCormick, and Mitchell 1993).
Year dummies accounted for any temporal variance in the
market environment that might influence brand portfolio
reconfiguration decisions. Finally, we accounted for the
degree to which the firm’s recent brand acquisition/disposal
decisions were favorably (unfavorably) viewed by ana-
lysts because such reactions may influence current activ-
ity. The descriptive statistics and results for this first stage
appear in the Web Appendix (see Theme 2; http://www
.marketingpower.com/jm_webappendix).

The second stage of the Heckman procedure was a least
squares regression on the abnormal returns, incorporating
the Mills lambda and the hypothesized and control indepen-
dent variables previously described to test our hypotheses
about abnormal returns for the acquirer (Equation 2) and
the seller (Equation 3) at the moment of the event.

Results and Discussion
Event Study Analysis

The average abnormal returns for windows surrounding the
brand acquisition/disposal event date are in Table 3. All
statistical tests are two-tailed. In studies of firm acqui-
sition/divestment activity, it is common to center on the
announcement date window (0,0) (King et al. 2004)
because in efficient capital markets, stock prices adjust
quickly to impound the wealth effects of such activity
(Wright and Ferris 1997), and longer windows offer greater
possibilities for noise to affect results (Kothari and Warner
2007). For both our acquisition and disposal events, we
observed the greatest number of abnormal returns for the
event day, and there was no evidence of leakage. We there-
fore focused primarily on the (0, 0) window in our analy-
ses. However, because we found a stronger average abnor-
mal return (1.17% vs. .75%) for the (0, 1) window in
our acquisition sample, we also examined this window for
brand acquisitions.
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TABLE 2
Descriptive Statistics

Variable (Number of Observations for Each Coded Categorization) M SD
Marketing capability 4.40/4.31 39/.48
Superior/inferior complementary distribution resources

(0=432/298, 1=140/10) .24/.03 43/.18
Positioning of brand (higher than rest of portfolio: 1=132/16,

same: 0=413/264, lower: -1 =27/28) 18/-.04 49/.38
Multiple brands acquired/disposed (0=316/147, 1=256/161) 45/.52 50/.50
Related: same industry (0 =367, 1 =205) .36 48
Unrelated: different major industry groups (0 =243, 1=65) .21 41
Cost synergies (0=441, 1=131) .23 42
Revenue synergies (0=532, 1=40) .07 .26
Firm leverage;_;, 30/.30 22/13
Firm financing,_4 06/.08 07/.07
Firm focus in operations,_, —-.23/-.34 25 /.24
Strategic logic for brand acquisition: Enhance firm growth (0 =303, 1=269) 47 .50
Strategic logic for brand acquisition: Enhance firm profitability (0 =525, 1 =47) .08 .27
Strategic logic for brand acquisition: Strengthen the firm’s core

(0=250, 1=322) .56 .50
Strategic logic for brand disposal: Reduce debt (0 =259, 1=49) .16 .37
Strategic logic for brand disposal: Buy back shares (0=295, 1=13) .04 .20
Strategic logic for brand disposal: Focus on faster growing brands

(0=214,1=94) .31 .46
Strategic logic for brand disposal: Focus on more profitable brands

(0=258, 1=50) .16 .37
Strategic logic for brand disposal: Focus on core brands

(0=110, 1=198) .64 .48
Acquired brand provides new-to-the-firm distribution resources

(0=494,1=78) 14 .34
Relative size of brand acquisition (acquired brand’s sales/acquirer’s sales) .15 .55
Relative size of brand disposal (disposed brand’s sales/prior year firm sales) .05 .10
Brand equity of acquired/disposed brand (strong: 1=244/90, 0=324/213,

weak: —1=4/5) .42/.28 .51/.48
Recent brand performance (better than category rivals: 1=83/14,

0=420/231, worse: —1=69/63) 02/-.16 .52/.47
Acquirer bought the entire firm (0=279, 1=293) .51 .50
Brand was purchased/disposed in an auction (0=511/295, 1=61/13) .11/.04 .31/.20
Analyst perception of purchased price paid (high price: -1 =41, 0=517,

low price: 1=14) -.05 31
Analyst perception of disposal price achieved (high price: 1=11, 0=288,

low price: —1=23) .03 .21
Acquisition/disposal effect on ongoing earnings (accretive: 1=150/3,

0=2392/288, dilutive: 1=30/17) 21/-.05 52/.25
One-time charge/gain (cents per share) -.02 .59
Service (0=490/280, 1=82/28) .14/.09 35/.29
Long purchase cycle (0=392/249, 1 =180/59) .31/.19 46/.39
Adult (0=532/286, 1=40/22) .07/.07 26/.26
Food and beverage (0=302/131, 1=270/177) .47/.57 50/.50
Variable M SD
$A Wealth,gqirer -+ seier (Millions) 181.99 834.10
Relative acquirer marketing capability A2 .67
Relative acquirer distribution strength .01 .46
Relative leverage level of acquirer .02 .28
Relative financing level of acquirer -.01 .09
Brand revenue transferred 259.89 560.50
Multiple brands transferred .57 .50
Relative size transfer .07 .22
Relative positioning transfer .08 .25
Relative relatedness of brand to acquirer .04 .85
Focus difference between buyer and seller A2 .34
Auction .06 .24
Price -.04 .23
Acquirer cost synergies .20 40
Acquirer revenue synergies .03 .16

Notes: Paired sample n=111. Acquisition sample n=572. Disposal sample n=308.
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TABLE 3
Abnormal Returns and Test Statistics for Windows Surrounding the Event Day

Abnormal Time-Series Standard Number Positive Wilcoxon Signed
Event Window Return (%) Deviation Test (Total) Rank Test
Acquisition Sample
-3 .02 19 288 of 572 -912
-2 -.00 -.08 265 of 572 -5,250
-1 .03 .33 272 of 572 -1,809
0 .75 8.30" 327 of 572 15,518
1 42 4.70* 307 of 572 11,081*
2 .08 .87 284 of 572 90
3 13 1.39 274 of 572 970
-1,0 .78 6.10™ 309 of 572 12,640*
0,0 .75 8.30** 327 of 572 15,518*
0,1 1.17 9.19* 326 of 572 17,760
-1,1 1.20 7.69* 320 of 572 16,814
Disposal Sample
-3 .04 .33 151 of 308 202
-2 -.01 -.13 145 of 308 -1,608
-1 .16 1.38 164 of 308 1,228
0 88 7.68** 191 of 308 8,264+
1 11 .95 159 of 308 389
2 -.05 —-.48 147 of 308 —856
3 -.06 .50 154 of 308 -545
-1,0 1.03 6.40* 181 of 308 7,411%
0,0 88 7.68* 191 of 308 8,264
0,1 99 6.09** 189 of 308 7,707+
-1,1 1.14 577 184 of 308 7,007+

*p < .01 (two-tailed test).
*p <.001 (two-tailed test).

Robustness Tests

Sensitivity analyses indicated that our hypothesis testing
results were robust to alternative expected return mod-
els, benchmark indices, and statistical tests. The pattern of
results reported in Tables 3-5 remained unchanged when
we used the Fama—French (1993) three-factor model or the
three-factor-plus-momentum model computations of abnor-
mal returns for the U.S.-only subsample. Our hypothesis
testing results also were consistent if we used a value-
weighted index. In addition, the significance of our results
remained unchanged when we estimated the expected return
model using a window from either 260 to 10 days before the
event or 300 to 46 days before the event (e.g., Gielens et al.
2008). We also checked to ensure that the cross-sectional
results for both the acquisition and disposal samples were
unaffected by the method of payment given or received for
the brand (all cash, all stock, or a mixture), as identified
in the SDC Platinum database. Finally, we confirmed, in
a series of subsample comparisons, that the results of our
analyses were consistent across different subperiods within
the period covered by our data.

Brand acquisition announcements were associated with a
significant positive stock price move for the buying firm,
with an abnormal return of .75% on average during the
(0, 0) window, (t=38.30, p<.001).” On the event date, 327
of the 572 abnormal returns were positive. Furthermore,
the Wilcoxon signed rank (Z) test, a more powerful non-
parametric test that incorporates the sign and magnitude

TAll t-statistics reported came from time-series standard devia-
tion tests.

of the abnormal returns, also was significant (Z = 15,518,
p <.001), which suggested that outliers did not overly influ-
ence our results (McWilliams and Siegel 1997). The acqui-
sition announcement was associated with an average gain of
$137 million in shareholder value on the event date. Thus,
whereas resource-based theory indicates that sellers have
an information advantage with regard to a brand’s value-
in-use (e.g., Barney 1986), our results indicated that most
firms buying brands did so only when they could acquire
the brand at a price that would allow them to create share-
holder value.

For seller firms, we found that the announcement of
brand disposals was associated with a significant mean stock
price increase of .88% during the (0, 0) window (t=7.68,
p<.001), and 191 of the 308 abnormal returns were pos-
itive. The Wilcoxon signed rank test was also significant
(Z=18,264, p <.001). The disposal announcement was asso-
ciated with an average gain of $283 million in shareholder
value. Although investors thus recognized the value of brand
assets for generating a firm’s future cash flows, when a more
valuable “next-best” use for a brand could be identified,
investors rewarded firms for selling their brand assets.

Abnormal Returns Analysis

We tested our hypotheses with a regression of the stan-
dardized abnormal returns on the independent variables and
controls. The regression equations (Equations 2 and 3),
detailed in Appendix B, led to the results in Tables 4 and 5.
Our regressions of the (0,0) abnormal returns on brand
acquisition and disposal events offered significant explana-
tory power, with adjusted R-square values of .19-.26 and
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TABLE 4
Results from Second-Stage Heckman Test of the Standardized Abnormal Return for the Event Day for the
Brand Acquisitions (Percentage)

0,0 Window 0,1 Window
Model 1 Model 2 Model 1 Model 2
Expected Estimate Estimate Estimate Estimate
Hypothesized Factors
H,,: Marketing capability + .66** .58** .67+ .60**
H,,: Superior distribution resources + .07 -.05 .09 -.06
Hs,: Relative positioning of brand + 87 .86 1.05"* 1.03"*
H,4s: Multiple brands acquired - .25 11 .23 04
H,,: Related: same industry + .08 -.03 .04 -.04
H,oa: Cost synergies + .89** 1.00"* 1.32%* 1.46™*
H,0: Revenue synergies + —1.68** -1.33** 1.48* -1.07*
Interactions
Hs,: Multiple brands x brand size - —3.04"* —3.75"
Hsp,: Multiple bands x focus + -12 -.39
Hg: Related x positioning + 1.36** 1.38*
H,14: Cost synergies x brand size + 2.03* 3.34**
Hi4,: Revenue synergies x brand size + —5.10"* —6.38**
Firm-Level Controls
Firm leverage,_, 1.43* 1.55* 1.06 1.18
Firm financing,_4 -.80 -1.03 1.61 -1.81
Strategic logic: growth -19 -11 —.66 -.53
Strategic logic: enhance profitability .04 -.02 -.16 -.18
Strategic logic: strengthen core -.37 -.39 -.35 -.39
Degree of focus -.07 .35 .01 A7
Brand-Level Controls
Acquired new-to-firm distribution 87+ .82% .80* 74
Relative size of acquired brand 1.47% .99* 1.99 1.36%
Brand equity of acquired brand .34 A7+ .63* .75%
Recent brand performance .24 .24 .31 .30
Transaction-Level Controls
Bought entire firm —.61* -.58* -.52* —-.49*
Acquired in an auction —.85% —-.92% -1.00* -1.10*
Analyst perception of price 1.76% 1.83* 1.58** 1.62%*
Impact on earnings -.10 -.08 14 19
Industry-Level Controls
Service 18 .21 .20 .23
Long purchase cycle .01 .06 -.29 -.22
Adult -.57 -.08 -1.07 -.50
Food and beverage -.26 -.28 -.36 -.39
Mills lambda 31 A1 .58 .72
Sample size 572 572 572 572
F-value (p-value) 6.29 (<.001) 7.43 (<.001) 5.43 (<.001) 6.39 (<.001)
Adjusted R-square .19 .26 A7 .23

*p < .05 (two-tailed test).

*p < .01 (two-tailed test).

**p<.001 (two-tailed test).

Notes: Highest variance inflation factor is less than 2.5.

.35-.38, respectively, and the (0, 1) abnormal returns to
brand acquisition event regressions had adjusted R-square
values of .17 and .23, respectively. None of the industry
controls were significant, so our findings were generalizable
across our acquisition and disposal samples.

In terms of the hypothesis testing results, we observed
some interesting asymmetries in how investors respond to
the complementary assets detailed in H; and H,. We found
that stronger acquirer marketing capabilities were posi-
tively associated with acquirer abnormal returns, but supe-
rior acquirer distribution resources were not, in support of
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H,, but not H,,. Conversely, for brand disposals, we found
that weaker seller marketing capabilities were not associ-
ated with seller abnormal returns, but weaker distribution
resources were, in support of H,, but not H,,. One rationale
for this asymmetry with respect to firms’ marketing capabil-
ities is that they are difficult for investors to observe. Thus,
investors may be more reliant on firms’ announcements to
identify marketing capabilities. Whereas buyers may high-
light their superior marketing capabilities as a rationale for
a brand acquisition, sellers are less likely to draw attention



TABLE 5
Results from Second-Stage Heckman Test of the Standardized Abnormal Return for the Event Day for the
Brand Disposals (0, 0) (Percentage)

. Model 1 Model 2
Dependent Variable: _ _
(0,0) Abnormal Return Expected Estimate Estimate
Hypothesized Factors
H,,: Marketing capability - .16 A2
Hyy: Inferior distribution resources + 1.64** 1.31+
Hg,: Relative positioning of brand - -.76* —.69*
H,p: Multiple brands sold + .36* .56**
H,,: Unrelated: different industry + .75% .68*
Interactions
Hea: Multiple brands x brand size + 11.85%
Hey: Multiple brands x focus - .08
Hy: Unrelated x positioning - 1.36
Firm-Level Controls
Firm leverage,_; .76 .81
Firm financing,_, -2.07 -2.94
Strategic logic: reduce debt -.16 -.03
Strategic logic: share buy-back 1.72%* 1.78%*
Strategic logic: faster growth —72* —72*
Strategic logic: more profitable brands .62* .55*
Strategic logic: Core brands -.23 -.23
Degree of focus -1.02* —.99*
Brand-Level Controls
Brand equity of disposed brand -.16 -.16
Recent brand performance —-.40 -.37
Relative size of brand sold 11.38** 7.89%
Transaction-Level Controls
Disposed in an auction -.49 -.58
Analyst perception of price 2.15%* 2.7
Impact on earnings .06 .06
One-time charge to earnings/gain — 73 =77
Industry-Level Controls
Service industry .06 .39
Long purchase cycle industry -.11 -.11
Adult industry .02 .21
Food & beverage industry .24 .29
Mills lambda .25 .25
Sample size 308 308
F-value (p-value) 7.60 (<.001) 7.66 (<.001)
Adjusted R-square .35 .38

*p < .05 (two-tailed test).

*p < .01 (two-tailed test).

**p <.001 (two-tailed test).

Notes: Highest variance inflation factor is less than 2.5.

deliberately to their relatively weak marketing capabilities
as a reason for disposing of a brand asset.

In contrast, if a buyer’s complementary channel relation-
ships were easier to observe by both the seller and investors,
it is likely to be reflected in the price paid for the brand
asset and therefore not affect abnormal returns. This rea-
soning is consistent with the significant negative correla-
tion we observed between the buyer’s channel relationships
and analyst perceptions of the price paid for the brand.
Meanwhile, from a selling perspective, investors’ positive
reactions to announcements detailing inferior channel rela-
tionships as a rationale for sale suggested that it was viewed
as a strong signal that the seller would be able to better
generate cash flows using its other assets.

From a brand portfolio perspective, consistent with both
H,;, and H;;,, we found that acquirer abnormal returns were

greater when they bought brands with a higher quality/price
positioning than the firm’s existing portfolio, whereas sell-
ing such brands was associated with lower seller abnormal
returns. This finding supported existing brand literature that
establishes the value of brands with higher quality/price
positioning and suggested that it could spill over and affect
the value of the firm’s entire brand portfolio.

From a brand portfolio size perspective, we found no
support for the main effect in H,,, which posited lower
acquirer abnormal returns from buying multiple brands.
However, this relationship was significant for relatively
larger brand acquisitions, in support of Hs,. That is, the
additional complexity of managing larger brand portfolios
concerned investors only when the acquisition was large
enough to make a material difference to the complexity of
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the firm’s overall brand portfolio. Conversely, we found that
selling multiple brands was associated with greater posi-
tive seller abnormal returns, and this benefit increased when
they sold larger brands, in support of both H,, and H,.
Meanwhile, our control variable results showed that buying
an entire firm, along with its brand assets, was negatively
associated with acquirer abnormal returns, in support of
the commonly observed “winner’s curse” phenomenon in
M&A literature (e.g., Varaiya 1988). In combination with
our results related to multiple brands, this finding indicates
that the winner’s curse is not a function of the additional
complexity or valuation uncertainty associated with buy-
ing/selling more brands. The source of the curse is more
likely associated with the number of different types of
assets being valued and the costs of integrating them into
the buyer’s organization. Finally, we found no evidence
that the effect of either buying or selling multiple brands
depended on the degree of focus in the firm’s brand port-
folio, providing no support for either Hs, or Hg,.

In terms of brand portfolio scope, buying brands in the
same industry as the firm’s existing portfolio (H,,) was
not generally associated with greater acquirer abnormal
returns. However, in support of Hg, acquirer returns to buy-
ing brands in the same industry were greater when those
brands had a higher quality/price positioning. Therefore,
the positive positioning spillover effects from the acquired
brand to the firm’s overall brand portfolio are likely greater
when the firm’s brands sell in more closely related mar-
kets. Conversely, selling brand assets unrelated to the firm’s
remaining portfolio led to greater abnormal returns for sell-
ers (H,,), regardless of the relative quality and price points
of the disposed brands (Hy). Therefore, investors see some
value in “sticking to the knitting” from a brand portfolio
scope perspective.

Finally, from a brand portfolio synergy perspective, in
support of H,,,, buyers’ anticipated cost savings were asso-
ciated with greater acquirer abnormal returns. In support
of H,,,, this effect was enhanced further by acquiring
larger brands. However, unexpectedly, we found that rev-
enue synergy announcements were associated with signif-
icantly lower acquirer abnormal returns, in contrast with
H,,,, but in support of H,,,, this effect was exacerbated by
the purchase of larger brands. This finding was consistent
with finance research that suggests the bulk of shareholder
M&A gains come from cost savings and that investors are
more skeptical of joint revenue projections (e.g., Houston,
James, and Ryngaert 2001). One interpretation of these
results is that investors believe buyers make revenue synergy
announcements when managers expect a negative investor
reaction to the transaction for some other reason. For exam-
ple, our data suggested that revenue synergy announcements
correlated with the acquisition of relatively low-quality-/
price-positioned brands, but cost synergies did not. Man-
agers expecting negative reactions may seek to deflect them
by pointing to potential revenue synergy upsides, and this
tactic may be transparent to investors.

Paired Events Analysis

The preceding analyses provided insights from the per-
spective of acquiring and disposing firms and their respec-
tive shareholders. An additional perspective highlighted in
M&A literature is the total economic value of the transac-
tion; does it produce an overall net increase in wealth? To
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investigate this question, we also examined paired events
of brands sold by one firm and bought by another in our
sample during the study period. Our data contained 111
paired transactions involving 96 different firms. We mea-
sured the total economic value of these transactions as the
sum of the dollar value change in combined shareholder
wealth (market value) of the acquiring and disposing firms
at the announcement (Bradley, Desai, and Kim 1988) (see
Appendix B).

To reflect the overall shareholder perspective, we com-
bined the acquiring and disposing firm characteristics
reported in the previous regression models to capture the
aggregate characteristics surrounding the transaction. Com-
bined firm-level variables reflected whether the acquired
brand was now a part of a firm with relatively (to the seller)
stronger (weaker) resources and capabilities, which may
lead to the brand being deployed in higher (lower) value-
creating uses. Portfolio- and brand-level variables were
restructured to capture the net effects of the brand transfer
across the two firms’ brand portfolio configurations. This
procedure reflected any potential synergies created through
the reconfiguration of the two brand portfolios (beyond
those explicitly mentioned by the firms). In the interest
of parsimony, factors that were not significant in the prior
acquisition and disposal hypothesis testing analyses were
not incorporated in this analysis. Drawing on the arguments
we presented for our hypotheses, we expected the economic
value produced (or destroyed) by a brand transaction to
be a function of (1) relative resource/capability differences
between the acquirer and seller and (2) the effect of the
transaction on the acquirer’s and seller’s brand portfolios.
The regression model for this analysis is in Appendix B
(Equation 5), and the descriptive statistics for the pairs
variables are in Table 1, with correlations in the Web
Appendix (see Theme 1; http://www.marketingpower.com/
jm_webappendix).

The univariate statistics (Table 2) suggested that on aver-
age, the 111 brand transactions for which we had paired
data created positive economic value, with a net increase of
more of than $181 million in the market value of the equity
of the firms involved. Thus, brand disposal-acquisition
transactions created net shareholder wealth. In explaining
the variance in net wealth created, the regression results in
Table 6 are informative. They clearly show that most of the
variance can be explained by marketing capability differ-
ences between the seller and the buyer of the brand. The
significant direct effect of seller—buyer marketing capability
differences is consistent with our hypothesized logic that
marketing capabilities are an important, firm-specific com-
plement to the value-in-use of brand assets. However, this
marketing capability difference effect weakened for trans-
actions that involved larger and more brands. Our intuition
for the former result is that superior marketing capabilities
are particularly valuable in helping brands grow—which is
harder to do for brands that are already large and better
known. The latter result suggested that the benefits of supe-
rior marketing capabilities can be limited by the additional
complexity and costs involved in managing larger brand
portfolios.


http://www.marketingpower.com/jm_webappendix
http://www.marketingpower.com/jm_webappendix

TABLE 6
Pairs Analysis (Dependent Variable: Total Economic Value Produced by the Transaction)

Model 1 Model 2
Estimate Estimate

Firm-Level Acquirer-Seller Differences Affecting Economic Value of Transaction

Relative acquirer marketing capability 240.41* 240.24*

Relative acquirer distribution strength 54.72 52.21
Brand Portfolio Reconfiguration Outcomes Affecting Economic Value of Transaction

Brand revenue transferred -.01 -.09

Multiple brands transferred -130.60 -162.63

Relative size transfer —-429.58 -332.89

Relative positioning transfer 584.07 516.63

Relative relatedness of brand to acquirer -53.48 —40.47

Relative focus of buyer vs. seller 470.74 360.24
Interactions

Marketing capability difference x brand size -.36*

Marketing capability difference x number of brands —444 22*
Controls

Relative leverage level of acquirer -202.72 -231.83

Relative financing level of acquirer 1,321.44 1,559.99

Auction —497.96 —486.42

Price —-300.05 —468.87

Cost synergies -122.12 -56.12

Revenue synergies -823.94 —767.81
Sample size 111 111
F-value (p-value) 2.22 (<.05) 2.64 (<.01)
Adjusted R-square 13 19

*p < .05 (two-tailed test).

Implications

Our study has important implications for theory and prac-
tice. First, our results have contributed to literature on mar-
keting capabilities. In contrast with Bahadir, Bharadwaj,
and Srivastava (2008), who find that acquirer marketing
capabilities do not affect the value placed on brands in the
context of whole firm acquisitions, our results indicated that
firms with strong marketing capabilities enjoy greater pos-
itive returns for the purchase of stand-alone brand assets.
This finding identified a new mechanism by which market-
ing capabilities contribute to firm performance—as comple-
mentary assets, enhancing the value of acquired brands. In
addition, our pairs analysis revealed that marketing capabil-
ity differences between the seller and buyer of brand assets
had direct effects on the net shareholder wealth created
by the transaction. This result has provided some of the
strongest evidence to date linking marketing capabilities to
shareholder wealth creation, as well as empirical support
for endogenous growth theory—based arguments about the
value of marketing (e.g., Bahadir, Bharadwaj, and Parzen
2009).

Second, our results have contributed to growing
marketing—finance literature. We have presented strong evi-
dence that stock prices are informed by brand acquisi-
tion and disposal transactions. Our results also indicated
that investors recognized and valued marketing-related
complementary assets, such as firms’ marketing capabilities,
distribution capabilities, and brand portfolio resources, in
evaluating brand transactions. Furthermore, we showed that
investors take a wide range of additional firm, brand, and

transaction factors into account in judging the likely future
cash flow outcomes of brand acquisitions and disposals. We
even found evidence that investors considered interactions
among some of these factors. Overall, our results indicated
that investors have a more nuanced understanding of brand
and complementary marketing-related assets and how they
contribute to firms’ financial performance than may be com-
monly believed.

Third, we have contributed to emerging brand portfolio
literature. We showed that brand portfolio factors account
for significant variance in the returns to both brand acquisi-
tions and brand disposals. Our results thus supported recent
suggestions (e.g., Hill, Ettenson, and Tyson 2005; Morgan
and Rego 2009) that larger brand portfolios can be more
complex and costly to manage and that investors incor-
porate such considerations in their decisions. In addition,
we have shown that brand positioning matters with respect
to brand portfolio changes implemented by brand acquisi-
tions and disposals. In particular, our results indicated the
importance of upgrading the quality/price positioning of
the firm’s brand portfolio to investors’ valuations of firm
stock. We also showed that investors valued a greater focus
in brand portfolio scope, achieved through brand dispos-
als. Collectively these results provided strong support for
recent studies that link brand portfolio characteristic lev-
els with firm performance (e.g., Morgan and Rego 2009)
and showed that changes to brand portfolio strategy also
get recognized and valued by investors, making them an
important mechanism by which marketers can create share-
holder value.
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Our findings also offer important new insights for man-
agers. At a strategic level, we showed that trading brand
assets is a viable mechanism for enhancing shareholder
wealth, which has implications for firms’ strategies and
even business models. For example, growing by acquisition
is a viable strategy in consumer industries, as long as man-
agers focus on buying brand assets rather than entire firms
and avoid the winner’s curse, which we have confirmed.
In pursuing such a strategy, firms’ marketing capabilities
play a critical role. Firms seeking to enhance shareholder
value by growing through a strategy of brand acquisitions
should begin by benchmarking their marketing capabilities
and ensuring that they have the superiority in the marketing
capabilities revealed in our study as necessary to execute
this strategy successfully.

From a selling-side strategy perspective, our results also
indicated that managers should not be concerned that
investors view the disposal of brand assets as a sign of
weakness or failure, particularly if analysts perceive that
they have achieved a good price. Managers in consumer
businesses can rebalance or refocus their brand portfolios
without fearing that such brand asset sales will, in and of
themselves, destroy shareholder value. Our results also sug-
gested the intriguing possibility of a “brand nursery” busi-
ness model: creating and nurturing brands and then selling
them to other firms with superior marketing capabilities
for whom they have more value. Although many small
entrepreneurial firms have created brands and sold them to
larger rivals, and other firms have bought distressed brand
assets for later resale, we are not aware of any firms that
have adopted such a business model explicitly.

At a tactical level, our study should help managers judge
when potential brand asset transactions may create more
or fewer benefits for shareholders. From a buying per-
spective, we showed that managers should target larger
and higher-quality-/price-positioned single-brand acquisi-
tion targets and avoid buying at an auction whenever
possible. Purchasing from sellers with inferior marketing
capabilities is also advisable. Our results suggested that
managers should also seek to purchase any available com-
plementary channel assets. For disposals, we showed that
managers should seek to sell larger brands that are rela-
tively unrelated to the rest of the firm’s portfolio and for
which the firm has relatively inferior distribution resources.
Bundling together multiple brand assets in a single disposal
also may be worthwhile. However, managers should avoid
selling relatively (compared with the rest of their portfolio)
higher-quality-/price-positioned brands if possible.

Our results also clearly showed that managers must be
keenly aware that investors are sensitive to public state-
ments surrounding brand acquisition and disposal trans-
actions. From an acquisition perspective, identifying and
elaborating likely cost-saving synergies is a value-creating
tactic, but talking about revenue synergies is ill-advised.
When selling brands, investors are interested in how the
proceeds will be used; statements about investments in
share buy-backs and more profitable brands typically are
rewarded, whereas those announcing investing in faster
growing brands are punished. Finally, our results have sug-
gested the use of statements by managers about how the
acquirer firm’s marketing capabilities will add value to the
brand asset.
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Limitations and Further Research

Several limitations should be borne in mind when con-
sidering our results. First, although an event study is
a widely used method for examining investor reactions,
it does not identify the mechanism that explains why
observed abnormal returns occur. We assume that investors’
responses to brand acquisitions and disposals are functions
of the variables included in our cross-sectional regressions,
but surveys of investors would be useful to confirm this
assumption. Second, although we used a sampling frame
covering publicly traded companies operating in more than
30 B2C industries, the generalizability of our results is lim-
ited to larger firms operating in consumer markets. Addi-
tional studies in other sectors will be required to generalize
our results fully.

In addition to the need for further research to address
these limitations, our study also suggests promising new
areas for research. Our study is one of the first to exam-
ine empirically the theoretically important concept of the
efficiency of the market for marketing-related assets. We
found clear evidence of both buyer- and seller-side mar-
ket inefficiencies with respect to brand assets, as a result
of the presence or absence of complementary assets among
firms, which can allow managers to create shareholder
value through such transactions. However, brands are only
one type of marketing-related asset. What other types of
marketing-related assets can be traded? How efficient are the
markets for other marketing-related assets? Growing inter-
est in linking marketing investments to shareholder wealth
makes this avenue an important one for continued research.

Our results also suggest that firms can outperform rivals
over time by selling and purchasing brand assets. Our con-
ceptual framework assumes that this outcome is a result
of seller firms being able to concentrate on other types of
capability and asset combinations, for which they have a
comparative advantage. If so, what kinds of other capability
and asset combinations are common? Alternatively, might
this result indicate support for recent management research
that poses information asymmetry between the selling firm
and investors as an explanation for abnormal returns to
brand disposals? From this perspective, investors may find
valuing a firm’s intangible brand assets difficult, and the
sale of a brand could allow them to evaluate the value of the
firm’s remaining brand assets more accurately, resulting in
abnormal returns (e.g., Bergh, Johnson, and Dewitt 2008).
Which is it? Further research should address this significant
gap in theoretical and empirical knowledge.

Finally, marketing capabilities and brand portfolios
emerged in our research as complementary assets that are
key to understanding how marketing drives B2C firm share-
holder value. Yet we know little about how these two mar-
keting assets interact. For example, our results indicated
that investors value a firm’s ability to manage its brand
portfolio. What constitutes a brand portfolio management
capability? How can it be inferred by investors or opera-
tionalized by researchers? Is brand portfolio management
capability really value-relevant for investors? This interest-
ing new avenue for research could enhance understanding
of how marketing can contribute to firm performance and
shareholder value.



APPENDIX A

List of Consumer-Focused Industries Included in the Sample

SIC Code Description lllustrative Sample Firms

2013 Sausages and Other Prepared Meat Products Sara Lee, Smithfield Foods, Thorn Apple Valley
2022 Natural, Processed, and Imitation Cheese Borden

2032 Canned Specialties Campbell Soup, Heinz, Hormel

2033 Canned Fruits, Vegetables, Preserves, Jams, and Jellies Del Monte, Dole Food, Seneca Foods

2041 Flour and Other Grain Mill Products Conagra, Ralston Purina

2043 Cereal Breakfast Foods General Mills, Kellogg, Quaker Oats, Ralcorp
2046 Wet Corn Milling Bestfoods

2052 Cookies and Crackers Keebler, Lance, Nabisco

2064 Candy and Other Confectionery Products Cadbury

2066 Chocolate and Cocoa Products Hershey

2079 Shortening, Table Oils, Margarine Unilever

2082 Malt Beverages Molson Coors, Anheuser-Busch

2084 Wines, Brandy, and Brandy Spirits Brown-Forman, Constellation Brands

2086 Bottled and Canned Soft Drinks National Beverage, PepsiCo

2087 Flavoring Extracts and Flavoring Syrups Coca-Cola

2099 Food Preparations Kraft, Hain Celestial, Monterey Gourmet
2111 Cigarettes Altria, Reynolds American, Imperial Tobacco
2322 Men’s and Boys’ Underwear and Nightwear Fruit of the Loom

2328 Men’s and Boys’ Work Clothing VF Corp

2337 Women'’s, Misses’, and Juniors’ Suits, Skirts, and Coats Jones Apparel

2339 Women'’s, Misses’, and Juniors’ Outerwear Liz Claiborne

2834 Pharmaceutical Preparations (Over-the-Counter Only) NBTY, Carter-Wallace, SmithKline Beecham
2841 Soaps and Other Detergents, Except Specialty Cleaners Colgate, Procter & Gamble, Church & Dwight
2842 Specialty Cleaning, Polishing, and Sanitation Preparations Clorox

2844 Perfumes, Cosmetics, and Other Toilet Preparations Alberto-Culver, Estee Lauder, Playtex

3149 Footwear, Except Rubber Nike, Stride Rite, Wolverine World Wide
3949 Sporting and Athletic Goods Brunswick, K2, Reebok

5490 Miscellaneous Food Stores Starbucks

5810 Retail, Eating and Drinking Places Benihana, Landry’s

5812 Eating Places AFC Enterprises, Brinker, McDonald’s

7011 Hotels and Motels Marriott, Hilton, Starwood

Appendix B: Regression Equations

Used in Analyses

Heckman Selection Equation

(B1) Brand acquisition (disposal),

=P, +B,Firm marketing emphasis,_,

+@,Firm technology emphasis,_,

+B;Firm leverage,_, +B,Firm financing,_,

+BsFirm cash on hand,_,

+BgFavorable brand acquisition (disposal) decisions,_,

+BgUnfavorable brand acquisition (disposal) decisions,_,

+By Year g, +- - - +B,, Year,yy; + €.

Brand Acquisition Hypothesis Testing Model
(Second-Stage Heckman Test)

(B2) Abnormal return for acquirer at the event

=3, +B,Firm marketing capabilities

+ 3, Superior distribution resources

+B;Relative positioning of brand

+3,Multiple brands acquired

+BsRelated acquisition: same industry
+B4Cost synergies+[3,Revenue synergies
+BgMultiple brands x brand size

+ ByMultiple brands x focus

+ B oRelated x positioning

+3,,Cost synergies x brand size
+B,Revenue synergies x brand size
+B,3Firm leverage,_, +@,,Firm financing, _,
+B,sEnhance firm growth

+B,cEnhance firm profitability
+B,;Strengthen firm’s core

+B,3Focus + 3,yProvide new-to-firm distribution
+B,oRelative size of acquisition

+3,,Brand equity of acquired brand

+B,Recent performance of acquired brand

+By;Firm+f,,Acquired in an auction

+B,sPerception of price paid
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+B,¢Impact on earnings+3,,Service industry
+B,3Long purchase cycle industry

+ B, Adult industry

+B50Food and beverage industry

+B5;Mills lambda+e.

Disposal Hypothesis Testing Model
(Second-Stage Heckman Test)

(B3) Abnormal return for seller at the event

=+, Firm marketing capabilities
+ B, Inferior distribution resources
+B;Relative positioning of brand
+,Multiple brands disposed
+BsUnrelated: different industry group
+B¢Multiple brands x brand size
+ 3;Multiple brands x focus
+BgUnrelated x positioning
+BoFirm leverage,_, + @,y Firm financing,_,
+B3,,Reduce debt+3,,Buy back shares
+B,;Focus on faster growing brands
+3,,Focus on more profitable brands
+B,sFocus on core brands+[3,,Focus
+B,;,Brand equity of disposed brand
+B,3Recent performance of disposed brand
+BoRelative size of disposal
+B,oDisposed in an auction
+3,, Perception of price received
+B3,,Impact on earnings

+B,30ne-time charge to earnings

+By4Service industry

+B,sLong purchase cycle industry
+B,cAdult industry

+B,;Food and beverage industry

+B,3Mills lambda+«.

Net Shareholder Wealth Calculation

Economic wealth produced
= Dollar change in shareholder wealth of the
acquirer and disposer
= AWealth,, + AWealthg,q,
= Market value, , x abnormal return,

+market valueg,, X abnormal returngg,.

Net Shareholder Wealth Regression Model

(B4) Economic wealth produced
=B, +B,Relative (to seller) acquirer

marketing capabilities
+B,Relative (to seller) acquirer distribution strength
+B;Brand revenue transferred + (3,Number of brands
+BsRelative size transfer
+B¢Net positioning impact on firms’ portfolios
+B,Relative relatedness of brand to acquirer
+BsRelative focus (buyer vs. seller)
+BoRelative marketing capability x brand size
+B,oRelative marketing capability x number of brands
+B,,Relative leverage+ 3,,Relative financing
+B3Auction+ 3, Perception of price

+B,5Cost synergies+ 3,,Revenue synergies+e.
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