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Abstract. Brand valuation gained in importance in the 1980s, when a difference
between the price at which some enterprises are bought and their value, according to
the balance sheet, was noticed. Brand value can be considered an intangible asset of an
enterprise, whose impact on the market performance indicators must be taken into
account. This paper examines the relationship between brand value and selected
market performance indicators using correlation and regression analysis. The analysis
is based on Interbrand data on brand value and annual reports of selected enterprises
from high-technology sector. The sample included top 5 enterprises from high -
technology sector, whose corporate brands are on the list of the 100 most valuable
brands, in all years of the analysed eight-year period (from 2012 to 2019). This paper
discovered a statistically significant positive relationship between brand value and market
performance indicators and that brand value positively influences those performances of
high - technology enterprises. The focus of this study is on the following market performance
indicators: market capitalization, Tobin's Q, market to book ratio and earnings per share.
The research contributes to the field of brand value management and emphasizes the
importance of investments in corporate branding process.
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INTRODUCTION

For decades, the value of an enterprise has been expressed based on material, tangible
resources, such as buildings, equipment and land. However, in the era of the knowledge-
based economy, the importance of financial and physical resources is decreasing and
intellectual/intangible resources are becoming increasingly important. Drucker (1994) has
pointed out that the key to the enterprise's growth is the knowledge of not only employees
but also other company stakeholders. The knowledge contained in the management
structure of the company, business processes, information systems, patents, brands and
other forms of intangible assets becomes a source of gaining and maintaining competitive
advantage and improving business performance.

The brand valuation concept originates from the UK, from the early 1980s, due to
several mergers, joint ventures and licensing. Primarily, the goal was to improve company
management and create value for company stakeholders (Davidson, 1998). The history of
brand valuation began in 1984, when the News Group included the valuation of publishing
titles in its balance sheet and as a result, improved debt-to-equity ratio (Blackett, 1991). In
the mid-1980s, companies realized the importance of the brand and the need for brand
valuation, when a consulting firm, Interbrand, conducted the first brand valuation for Rank
Hovis McDougall company. The goal of this company was to show the value of the brand
in the balance sheet and thus improve the company takeover bid that was given
(Seetharaman et al., 2001). In the late 1980s, many companies were sold at a price that is
several times higher than the value of these companies, according to data from the balance
sheet and other company's financial statements (Kapferer, 2012, p. 2). It was observed that
for companies with recognizable brands, acquirers were willing to pay much more than the
net value of those enterprise’s assets.? In this way, buyers have purchased already built
customer opinions on products with the brand, which is a guarantee of future earnings.
Brand value derives from a brand’s ability to generate cash-flows in the long run for the
enterprise that owns it.

There are many reasons why brand value plays an important role for modern companies
that invest in intellectual resources, especially for companies whose business does not depend
on fixed assets but human capital and other intangible resources. Such is the case with
enterprises in the IT sector. Some of the reasons are the following: connection of the brand
valuation model with the enterprise's business model, better allocation of resources, more
successful management of the brand portfolio, merger and acquisition planning, tax planning,
better communication with internal and external stakeholders of the company (especially with
investors), better borrowing conditions, licensing and franchising (Brand Finance, 2000, p. 7).
Therefore, different models of brand valuation have been developed. It can be divided into
two groups - methods based on consumer perception and methods for determining the
financial value of the brand (Krsti¢ et al., 2014; Popovi¢ et al., 2015).

The aim of this paper is to indicate the relationship between brand value and market
performance indicators. The growing concern for the influence of brand value was transferred
to the high—technology sector as well, especially because this sector is characterised by
companies with a significantly high value of brands. This paper should point out the
importance of investing in the branding process and the importance of brand management

2 For example, during that period, Nestlé bought Rowntree, Danone bought Nabisco's European business and Grand
Metropolitan bought Pillsbury for prices that were significantly higher than the value of the tangible asset of the
acquired enterprises, given that it was, in fact, a purchase of recognizable brands (Seetharaman et al., 2001).
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in enterprises from the high—technology sector. The research plays an important role
because it demonstrates that, by investing in brand value, such companies can improve their
market performance. This field of research is becoming increasingly important with
increasing corporate investment in intangible assets by companies from the high-technology
sector, while intangible assets are becoming dominant in the era of the knowledge economy.

The paper is structured into three parts. In the first part, a literature overview is given -
different understandings of the concept of brand value and brand equity and their differences.
The theoretical aspect of the relationship between brand value and selected market
performance indicators is also presented. The second section includes the methodology of the
research and the last part gives the discussion of the study results.

1. LITERATURE REVIEW
1.1. Brand value or brand equity

Before statistical analysis, it is necessary to make a distinction between the terms brand
value and brand equity, which are often used as synonyms in the literature. However, there
are some differences.

The concept of brand equity appeared in 1980 (Buzdar et al., 2016). There are different
definitions of this term as well as different understandings of the dimensions involved in
this concept. Aaker (1991) defines brand equity through four dimensions — brand
awareness, associations, perceived quality and brand loyalty. Similarly, Yoo and Donthu
(2001) argue that the concept of brand equity includes three dimensions: brand awareness,
brand loyalty and perceived quality. Christodoulides and De Chernatony (2010) point to
certain perspectives involved in this concept. They make the difference between firm-based
brand equity - the financial perspective of brand equity and consumer-based brand equity.
Some authors (Shankar et al., 2008) developed a model of brand equity that includes
financial and consumer perspective. Those dimensions of brand equity are based on
offering value and relative brand importance. The first term refers to the net present value
of the products with a recognizable brand. It requires forecasting of revenues and margin
ratios. Relative brand importance represents factors of brand image, such as: "brand
reputation, brand uniqueness, brand fit, brand associations, brand trust, brand innovation,
brand regard, and brand fame" (Shankar et al., 2008).

There is no consensus in the literature on which concept - brand value or brand
equity, is a broader concept. Feldwick (1996) considers that there are 3 meanings of
brand equity — 1) brand description, which is a synonym for the brand image; 2) brand
strength, which is a synonym for brand loyalty; and 3) brand value as a monetary
category. It can be concluded that according to this approach, brand equity is a broader
concept than the concept of brand value since it includes both the monetary value of the
brand and the subjective dimensions. Doyle (2001) considers that brand value refers to
relationships in value creation and brand equity includes an assessment of value created
in this way. Raggio and Leone (2007) point out the brand value to be a broader concept
than brand equity. They stated that "brand value represents what the brand means to a
focal company". In their opinion, brand value is defined as the sale value of a brand.
Brand equity plays an important role because it can affect the higher financial results of
brand value since it exists within consumers and can influence their behaviour.

In this research, the term "brand value" will be used, which includes the value from
the consumer's point of view, as well as the financial dimension of a brand.
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1.2. Brand value as a determinant of market performance indicators

Many studies indicate the impact of brand value on the enterprises's business
performance, both financial (Yoo et al., 2000; Kim et al., 2003; Yeung & Ramasamy,
2008; Mohan & Sequeira, 2013; Mizik, 2014; Arora & Chaudhary, 2016; Veljkovi¢ &
Kali¢anin, 2016) and market performance (Barth et al., 1998; Kerin & Sethuraman, 1998;
Yeung & Ramasamy, 2008; Mohan & Sequeira, 2013; Hsu et al., 2013; Kirk et al., 2013;
Krsti¢, 2014, p. 196; Mizik, 2014; Arora & Chaudhary, 2016; Topuz & Aksit, 2016;
Matsumura et al., 2019).

1.2.1. The link between brand value and key market performance indicators

Copraro and Srivastava (1997) analysed market to book ratios (MB ratios) of Fortune
500 enterprises and demonstrated that more than 70% of the market value is based on
intangible assets of those enterprises. Research shows that there is a correlation between
brand value and stock market value (Bart et al., 2003; Kirk et al., 2012). These authors
also point to the impact of brand value on earnings per share (EPS). They claim that
brand value provides relevant information about future EPS.

Other studies confirm the strong influence of the brand on the share price (Dutordoir et
al., 2015). Topuz and Aksit (2016) concluded that brand value has a positive and
statistically significant effect on stock prices. While some other authors (Basgoze et al.,
2016) consider that there is an impact of brand value on stock prices; however, this
relationship is based on the relatively long run. It means that it takes a long time for the
market response to change brand value. Verbeeten and Vijn (2010) claim that the financial
value of a brand is a factor that affects the stock prices of an enterprise. Observing data
from the 100 Global Brands from 2001 to 2010, Hsu et al. (2013) confirmed a positive
correlation between brand value and stock performance (brand value is positively correlated
with year-end share price). These analyses, thus, indirectly indicate the influence of brand
values on market capitalization. And other authors point to a link between brand value and
stock market performance indicators (Yeung & Ramasamy, 2008). De Mortanges and Van
Riel (2003) also concluded that brand value significantly affects enterprise value. When it
comes to the direct impact of brand value on market capitalization, Madden et al. (2006)
argue that brand value, according to Interbrand methodology, includes 37% of enterprise's
market capitalization, on average. Moreover, other authors emphasize the close connection
between brand value and market capitalization (Matsumura et al., 2019).

The impact of brand value on market performance can be observed through the
impact of this value on MB ratio, which indicates the relationship between the market
value of the enterprise and the enterprise's value according to the financial statements.
Lev (1997) suggests that the average MB ratio increased from 2:1 in the late 1980s to 3:1
in the mid-1990s, which is due to the enterprise's intangible resources. He further
concludes that in the early 2000s, of every 6 dollars market value, only 1 dollar was
shown in the balance sheet, indicating that 5 dollars represent the enterprise's intangible
assets (Lev, 2001, p. 8). Kerin and Sethuraman (1998) analysed the relationship between
brand value and MB ratio among 50 US consumer goods enterprises. They concluded
that enterprises with higher brand value have higher MB ratios. It confirmed a positive
relationship between brand value and MB ratio. This research also led to the conclusion
that brand value explains as much as 40 per cent of the difference in MB ratios between
enterprises. They showed that the relationship is concave with decreasing returns to scale.
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It indicates that, when the accumulated brand value is small, the increase in the enterprise's
MB ratio is higher, but enterprises with high accumulated brand value exhibit a relatively
modest increase in MB ratio. Rasti and Gharibvand (2013) claim that the growth of brand
value affects book value, which indirectly indicates the impact of brand value growth on
MB ratio, but also on Tobin's Q.

Tobin's Q is the ratio of the company's market value to the replacement cost of assets
shown in the balance sheet (Tobin, 1969; 1978). The research of Varaiya et al. (1987)
indicates that management creates value for stakeholders if MB ratio of the company is
higher than 1. It means, to create value in a company, the market value of the company must
be higher than its book value. This indicates an important influence of market value on value
creation. This study shows that MB ratio and Tobin's Q are theoretically and empirically,
equivalent measures of value creation. Hirschey and Weygandt (1985) concluded that
advertising and R&D expenditure, which are determinants of brand value, have positive and
significant effects on Tobin's Q. The study of Berzkalne and Zelgalve (2014), which included
65 Baltic listed companies over the period from 2005 to 2011, indicates that an increase in
intangible assets (in which a large part is brand value) leads to increase in Tobin's Q.

The empirical part of the research includes examining the influence of brand value on
selected market performance indicators. Therefore, based on the theoretical aspect of
these relationships which were given in the previous section, the following research
hypothesis will be tested:

Hypothesis H1: Brand value is a significant contributor to market performance.

2. METHODOLOGY OF RESEARCH

Data collecting procedure. The study focuses on the impact of brand value on the
market performance. To do so, secondary data was used collected from the annual reports
(balance sheet, income statement, cash flow statement, statement of changes in equity, notes
to the financial statements) of the analysed enterprises. Furthermore, information from the
official websites of the sample enterprises is also used to provide the necessary information.

Instruments. The research is based on the data of five indicators: brand value, market
capitalization, Tobin’s Q, MB ratio and EPS. Data for the brand value is obtained from
the brand value evaluation done by Interbrand methodology. Market capitalization is
calculated according to Sontakke (2016) by multiplying the market price per share with
the total number of outstanding shares. Tobin’s Q is calculated as a ratio of market
capitalization and total assets (Lindenberg & Ross, 1981; Perfect & Wiles, 1994), while
MB ratio is a ratio of market capitalization and net asset of an enterprise (Chen et al.,
2005; Yu et al., 2010). Lastly, EPS were measured by dividing net income attributable to
shareholders of parent enterprise by the total number of outstanding shares (Balsam &
Lipka, 1998; Slavin, & Yun, 2001; Arora & Chaudhary, 2016).

Sample. The sample included top 5 enterprises from high-technology sector, whose
brands are on the list of the 100 most valuable brands according to the Interbrand
methodology (Krsti¢ & Popovi¢, 2011), taking into account only top 5 enterprises whose
corporate brands are on this list in all years of the analysed eight-year period from 2012 to
2019. These are the following: Apple, Microsoft, IBM, Intel, and Cisco (Table 1).
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Table 1 Enterprises and their brand value for the period 2012-2019, in millions of dollars

Name Average brand value
Apple 159,377
Microsoft 75,072
IBM 59,295
Intel 38,264
Cisco 31,257

Source: Authors’ calculations based on the Interbrand survey from 2012 to 2019

Statistical technique. IBM program SPSS (version 26) was employed for analysing
the data. Firstly, descriptive analysis was applied to present the main characteristics of
the sample. Before conducting parametric tests for measuring relationship and influence
of variables, normality tests were applied. Hence, the hypothesis of normally distributed
data was not met, all variables have been transformed by taking their logarithm. Secondly, for
testing the proposed hypothesis, Pearson's correlation and simple linear regression analysis
were applied. For Pearson's correlation coefficient, values of + .10 present small, £ .30
medium effect and + .50 large practical effect (Cohen, 1992). The significance level of
p<.05 was used as a cut-off point.

Model formulation. The study used simple linear regression models that allowed
investigating the impact of brand value on market performance of the top 5 high- technology
enterprises. The similar research was conducted by Arora and Chaudhary (2016) where
they tested an impact of brand value on the financial performance of Indian banks. In our
model, brand value was predictor variable while the other four variables were dependent.
Therefore, the following models were defined:

1st model Market capitalization = & + SBrand value + & 1)
2nd model Tobin's Q =  + SBrand value + ¢ (2
3rd model Market to book ratio = « + gBrand value + ¢ 3)
4th model Earnings per share = o + gBrand value + ¢ 4)

3. THE RESULTS AND DISCUSSION

In this section, the findings and discussion on the relationship and influence of
enterprise's brand value on market capitalization, Tobin's Q, MB ratio and EPS will be
presented.

Table 2 Descriptive statistical analysis of variables

Variable N Minimum Maximum Mean St. Deviation
Brand value (in million $) 40 27,197.00 234,241.00 72,653.00 53,305.40
Market capitalization (in million $) 40  84,626.64 1,105,000.00 345,032.10 281,896.12
Tobin's Q 40 .78 3.61 1.86 .69
MB ratio 40 1.65 13.40 5.46 3.09
EPS (in $) 40 1.20 15.64 5.56 4.42

Source: Authors’ calculations
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Descriptive statistical analysis was used to present minimum, maximum, mean and
standard deviation values of researched variables. Table 2 presents the obtained results of
the variables analysed in this paper. The average brand value of researched enterprises is
72,653 (St. dev. = 281,896.12) millions of dollars for the eight years, while this value
ranges from 27,197 to 234,241 millions of dollars. Market capitalization ranges from
84,626.64 to 1,105,000.00 millions of dollars and mean market capitalization was
345,032.10 (St. dev. = 281,896.12) millions of dollars. Additional data of researched
variables are given in Table 2.

In the following table, correlations between brand value and market performance
indicators are presented.

Table 3 Correlations between researched variables

1 2 3 4 5
1. Brand value 1 .861"" .635™" .644™ .625™"
2. Market capitalization 1 .888™ 482" .284
3. Tobin's Q 1 379" 069
4. MB ratio 1 742%
5. EPS 1

Note: **Significant at 0.01; *significant at 0.05
Source: Authors’ calculations

Table 3 shows that among most of researched variables there exists significant and
positive correlation. The Pearson correlation coefficient between brand value and market
capitalization of r = 0.861 (p < 0.05, large practical effect) indicates that there is a strong
and positive relationship between these variables. Furthermore, brand value correlates
significantly and positively with Tobin's Q (r = 0.635, p < 0.05, large practical effect),
MB ratio (r = 0.644, p < 0.05, large practical effect), and EPS (r = 0.625, p < 0.05, large
practical effect). Additionally, this analysis has confirmed that when the value of
enterprise’s brand increases, firm market performance will increase likewise.

Simple linear regression analysis was conducted to test the proposed research
hypothesis stating that brand value is a significant contributor to market performance.
The succeeding table gives an overview of the results obtained.

Table 4 Linear regression results

1% model 2" model 3 model 4™ model
. Market - ;
Dependent variable S Tobin's Q MB ratio EPS
capitalization
Brand value (B) 1.036™" .392" 607" 835"
R square 741 403 415 391
Adjusted R? 734 .388 .399 .375
Change R? 7417 .403™ 415" 3917
F 108.542""" 25.685™" 26.944™" 24.382""

Note: *Significant at 0.001
Source: Authors’ calculations

Table 4 reflects that in the first model brand value has a statistically significant
positive influence on market capitalization. R square = 0.741 indicates that 74.1% of the
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variation in market capitalization is explained by brand value. The regression model is
statistically significant (F = 108.542; p < 0.05). The second model shows that brand value
influences 40.3% of variations in Tobin's Q (R square = 0.403) and the model is statistically
significant (F = 25.685; p < 0.05). Similarly, in the third model, brand value explains 41.5%
of changes in MB ratio (R square = 0.415). F statistics of this model is 26.944 and
statistically significant at the level of 0.000 (p < 0.05). Lastly, the fourth model points out
that brand value explains 39.1% variations in EPS and F statistics indicates that there is a
model fit between the independent and dependent variable (F = 24.382; p < 0.05). In all
four models, the beta coefficient is statistically significant (p < 0.05) and has a positive
value indicating the positive influence of brand value on researched variables.

Previous results point out that hypothesis H1 stating that brand value is a significant
contributor to market performance is confirmed.

The results of our study are in the line with Matsumura et al. (2019) who have found a
significantly high correlation between brand values and market capitalization of Japanese
companies (r=0.864152, p < 0.01). Yang et al. (2018) revealed a positive correlation
between brand value and EPS of Taiwan-based businesses. Another study of Eng and Keh
(2007) detected that an advertising expense has a positive correlation with brand value.
Consequently, brand value has a significant positive correlation with brand sales and brand-
operating income and an increase in brand value would lead to an increase in these indicators.
They conclude that spending on advertising is beneficial for brand sales and brand
profitability, whereas brand value is a good predictor of brand performance.

Arora and Chaudhary (2016) researched the impact of brand value on the financial
performance of the top ten Indian banks during the period from 2009 to 2014. According
to their results, brand value has a negative impact on indicators such as return on assets,
return on investment and return on equity, while it has a positive impact on stock prices.
When it comes to EPS, similarly to results of our study, Arora and Chaudhary (2016)
showed that brand value has a positive influence on EPS and together with variables age,
ownership and size explains 66.1% of the variability in EPS of Indian banks. They also
state that high brand value contributes to the reputation of the bank and motivates investors
to buy shares of that bank. In this way, the EPS of banks would increase (Arora &
Chaudhary, 2016 p. 94). Rasti and Gharibvand (2013) explored the effect of brand value on
book value, earnings before interest and taxes and dividend yield in Malaysian companies.
A positive correlation was found with book value and 40.7% of the change in book value
was explained by brand value. Moreover, earnings before interest and taxes showed a
positive correlation with brand value and brand value determines 50% of fluctuations in
earnings before interest and taxes. No significant relationship and influence were found in
their study between brand value and dividend yield.

CONCLUSION

This study researched the relationship between brand value and market performance
measured by market capitalization, Tobin’s Q, MB ratio and EPS. Moreover, the main
objective of the study was to determine the influence that brand value has on the market
performance. As the influence of brand value could be significant for one business and its
performances, it was important to investigate the extent of that impact using the example
of companies from high-technology sector.
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The research was conducted on the sample of five high-technology enterprises rated as
valuable brands according to the Interbrand methodology. The results have shown that there
is a statistically significant positive relationship between brand value and market performance
of enterprises, meaning that when the brand value increases, the market performance would
increase accordingly. Moreover, brand value proved to be a significant predictor which
positively influences the fluctuations in market performance of enterprise.

This study makes a significant contribution to brand value research by demonstrating
that enterprise’s primary business benefits from its brand value. Additionally, this study
positively answers the question whether it is important for one enterprise from high-
technology sector to make investments in its brand, because this expenditure will generate
bigger market capitalization, Tobin’s Q, MB ratio and EPS.

There are a few limitations to the study. Firstly, the results cannot be generalized for
all enterprises and sectors. Secondly, the research includes data related to one period of
time. Therefore, the authors suggest further research in this field that would overcome
these shortcomings.
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UTICAJ VREDNOSTI MARKE NA INDIKATORE TRZISNIH
PERFORMANSI VISOKO-TEHNOLOSKIH PREDUZECA

Koncept vrednosti marke dobija na znacaju tokom 1980-ih, kada je primecena razlika izmedu
cene po kojoj se kupuju preduzeca i njihove vrednosti prema bilansu stanja. Vrednost marke moze
se smatrati nematerijalnom imovinom preduzeca, ¢iji se uticaj na finansijske i trzisne performanse
mora uzeti u obzir. Ovaj rad ispituje odnos izmedu vrednosti marke i odabranih indikatora trZisnih
performansi, koristeéi korelacionu i regresionu analizu. Analiza se zasniva na podacima Interbranda
o0 vrednosti marke i godisnjim izvestajima odabranih Visoko — tehnoloskih preduzeca. Uzorak ukljucuje
top 5 preduzeca iz visoko-tehnoloskog sektora Ciji se korporativni brend nalazi na listi 100 najvrednijih
brendova u svim godinama analiziranog osmogodisnjeg perioda (od 2012. do 2019. godine). IstraZivanje
je pokazalo statisticki pozitivan odnos izmedu vrednosti marke i indikatora trzisnih performansi, kao i
da vrednost marke pozitivno utice na performance preduzeca iz ovog sektora. U fokusu ovog rada su
sledeci indikatori trZisnih performansi: trzisna kapitalizacija, Tobin-ov Q, racio trZisne i knjigovodstvene
vrednosti i neto dobit po akciji. Rad doprinosi polju istraZivanja upravijanja vredno$éu marke i
naglasava vaznost ulaganja preduzeéa u process korporativnog brendiranja.

Kljucne reci: vrednost marke, trzisne performanse, trzisna kapitalizacija, Tobin-ov Q, racio trzisne
i knjigovodstvene vrednosti, neto dobit po akciji
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