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ABSTRACT 

Investors And Managers Evaluate Potential Investments In Terms Of Risk And Return. Research Has Focused On 

Linking Marketing Activities And Resource Deployments With Returns But Has Largely Neglected Marketing’s 

Role In Determining Risk. Yet The Theoretical Literature Asserts That Investments In Market-Based Assets, Such 

As Brands, Should Lead To Reductions In Firm Risk. Adopting Risk Measures That Are Well Established In The 

Finance Literature, The Authors Use Credit Ratings To Capture Debt-Holder Risk And The Standard Deviation Of 

Stock Returns To Measure Equity-Holder Risk, Which They Then Decompose Into Systematic And Unsystematic 

Equity Risk. The Authors Examine The Impact Of Consumer-Based Brand Equity (CBBE) On Firm Risk Using 

Data Covering 252 Firms From Equitrend, COMPUSTAT, And The Center For Research In Security Prices Over 

The 2000–2006 Period. They Find That A Firm’s CBBE Is Associated With Firm Risk And Explains Variance In 

The Risk Measures Beyond That Explained By Existing Finance Models (I.E., It Has ―Risk Relevance‖). They Also 

Find That CBBE Has A Stronger Role In Predicting Firm-Specific Unsystematic Risk Than Systematic Risk But 

That It Also Has A Particularly Strong Role In Protecting Equity Holders From Downside Systematic Risk. The 

Results Have Clear Economic Significance And Suggest That Managers Should Make Brand Management Part Of 

The Firm’s Risk Management Strategy And Protect Or Even Increase CBBE Investments During Periods Of 

Economic Uncertainty. 
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I. INTRODUCTION 
Managers Can Increase The Value Of 

Investors’ Hold-Ings In A Firm In One (Or More) Of 

Four Ways: (1) Increasing The Level Of The Firm’s 

Cash Flows, (2) Realizing Cash Flows Earlier, (3) 

Extending The Duration Of Cash Flows, And (4) 

Reducing The Risks To The Firm’s Cash Flows 

(Rappaport 1997; Srivastava, Shervani, And Fahey 

1998). Thus, Investors And Managers Are Concerned 

Not Only With Assessing The Firm’s Expected 

Returns (I.E., The Antici-Pated Level, Timing, And 

Duration Of Cash Flows) But Also With The 

Associated Risks, Which Are Used To Discount Their 

Value (Day And Fahey 1988; Fama And French 

1993). Mar-Keting Theorists Posit That Superior 

Market-Based Assets, Such As Brands, May Enable 

Firms Not Only To Increase Returns But Also To 

Lower The Risks Associated With These Returns And 

Thus Increase Their Value (E.G., Fornell Et Al. 2006; 

Srivastava, Shervani, And Fahey 1998). Consistent 

With This Notion, There Is Growing Evidence 

Linking Brands And Firm Stock Returns (E.G., Aaker 

And Jacobson 1994, 2001; Kerin And Sethuraman 

1998; Madden, Fehle, And Fournier 2006; Mizik And 

Jacobson 2008). However, Little Is Known About The 

Effect Of Brands On Firm Risk (Mcalister, Srinivasan, 

And Kim 2007; Srivastava, Reibstein, And 

Joshi2006). 

Here, We Focus On The Role Of Consumer-

Based Brand Equity (CBBE) In Explaining Firm Risk. 

This Is An Important Gap In Current Knowledge For 

Two Main Reasons. First, Risk Affects The Value 

That Investors Place On The Firm’s Cash Flows. 

Therefore, Lowering Firm Risk Has An Immediate 

Impact On The Firm’s Market Value (E.G., Amit And 

Werner-Felt 1990). Risk Also Determines A Firm’s 

Cost Of Capital (E.G., Merton 1987; Shin And Stulz 

2000). By Raising The Required Rates Of Return On 

The Firm’s Equity And Debt, Higher Levels Of Risk 

Damage The Firm’s Strategic Opportunities And 

Future Financial Returns (E.G., Chatterjee, Lubatkin, 

And Schulze 1999). Firms Expend Significant 

Resources Building And Maintaining Brand Equity, 

And These Investments Are Fundamental To 

Marketing Theory Explanations Of Firms’ Returns To 

Investors And Their Risk (Keller And Lehmann 2006; 

Srivastava, Shervani, And Fahey 1998). Yet There Is 

Currently No Empirical Support For The Risk-Related 

Aspects Of These Assertions. This Leaves An 
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Important Theoretical Route—Risk Reduction—By 

Which Marketing Can Contribute To Firm 

Performance And The Value Delivered To Investors 

Largely Unexplored. 

Second, Marketers Often Lament That 

Marketing Costs Are Viewed In Accounting Terms As 

An Expense, To Be Evaluated Only In The Short Run 

And Minimized, Rather Than In Finance Terms As A 

Long-Term Investment (Rust Et Al. 2004). Unless 

Marketing-Related Spending Can Be Linked With 

Both Finan-Cial Rewards And Risks, This Situation Is 

Unlikely To Change (Day And Fahey 1988). This Has 

Implications For Marketers’ Ability Not Only To 

Secure Funds To Invest In Marketing Assets But Also 

To Ensure That They Have An Equal ―Seat At The 

Table‖ In Corporate-Level Decision Making (E.G., 

Lukas, Whitwell, And Doyle 2005; Webster, Malter, 

And Ganesan 2003). ItAlso Has Potential Implications 

For Accounting Regulations And Financial Reporting 

Requirements (E.G., Wyatt 2005). 

We Address This Important Knowledge Gap 

By Empiri-Cally Examining The Relationship 

Between A Firm’s CBBE And The Risk To The 

Firm’s Debt Holders And Equity Holders. 

Specifically, We Assess The Extent To Which CBBE 

Provides Incremental Information To Widely Used 

Accounting Mea-Sures In Predicting Firm Risk. Using 

Standard Predictor Variables And Modeling 

Approaches For Each Risk-Dependent Variable From 

The Finance Literature, We First Replicate Prior 

Findings In Finance. To These Models We Then Add 

The Firm’s CBBE To Assess The Extent To Which It 

Has ―Risk Relevance‖ In Explaining Debt-Holder And 

Equity-Holder Risk. This Approach Is Important 

Because Of Managers’ Tendency To Underinvest In 

Brands When Guided Solely By Their Impact On 

Accounting Measures (E.G., Mizik And Jacobson 

2008). If CBBE Has Risk Relevance For Investors 

Beyond Any Impact Through Current-Term 

Accounting Outcomes, Managers Will Be Better Able 

To Avoid Potential Underinvestment In The Firm’s 

Brands And To Maximize Long-Term Firm Value. 

Using Data From The Equitrend Database, 

COMPU-STAT, And Center For Research In Security 

Prices (CRSP) Covering 252 Firms Operating In 

Consumer Markets Over The 2000–2006 Period, We 

Find That A Firm’s CBBE Is Signifi-Cantly Related 

To The Risk Of The Firm’s Debt And Equity. 

Importantly, CBBE Explains Variance In Firm Risk 

Beyond That Explained By Traditional Finance 

Models. Specifically, We Find That Firms With 

Higher CBBE Have Higher Credit Ratings And Lower 

Total, Systematic, And Unsystematic Equity Risk. We 

Also Find That CBBE Has A Particularly Strong Role 

In Predicting Unsystematic Equity Risk And 

Downside Sys-Tematic Equity Risk. Our Results 

Indicate That The Link Between Firm Value And 

Brand Assets Is Partly Explained By The Effect Of 

CBBE On Firm Risk. 

We Begin By Examining The Literature On 

Firm Risk. We Then Detail The Theoretical Rationale 

For Linking CBBE With Firm Risk And Develop 

Specific Research Hypotheses. Next, We Describe Our 

Research Design Regarding The Data Set Assembled 

And The Analysis Approach Adopted. We Then Pre-

Sent And Discuss The Results Of Our Analyses And 

Consider The Implications For Theory And Practice. 

Finally, We Consider The Limitations Of Our Study 

And Detail Theoretically Notewor-Thy And 

Managerially Relevant Avenues For Further Research. 

 

Overview Of Firm-Level Risk 

Risk Is A Critical Concept In The Fields Of 

Finance, Insurance, Accounting, Strategic 

Management, And Marketing. Two Related Aspects 

Of Risk Are Important In Any Study Of Firm-Level 

Risk: The Type Of Risk And The Stakeholders 

Involved. 

 

Types Of Firm-Level Risk 

Two Important Types Of Risk Have Been 

Identified As Being Potentially Important In 

Understanding Firm-Level Risk. The First Is 

Variability-Based Risk—The Perspective Adopted In 

Most Marketing Research (E.G., Gruca And Rego 

2005; Mcalister, Srinivasan, And Kim 2007). From 

This Perspec-Tive, Variability In Firm Cash Flows 

Creates Uncertainty In Terms Of A Lack Of 

Predictability. Investors Require Higher Rates Of 

Return To Compensate For Lower Predictability, 

Which Translates Into Lower Stock Prices And Higher 

Debt Costs. The 

Second Type Is Vulnerability-Based Risk—

The Perspective Adopted In Finance Research That 

Deals With Firm Debt And In Accounting Research 

That Deals With Bankruptcy (E.G., D’Aveni And 

Ilinitch 1992; Miller And Leiblein 1996). From This 

Perspective, Firm Cash Flows Are Assessed In Terms 

Of The Likelihood That They Will Be Sufficient To 

Meet The Firm’s Financial Needs And Obligations. 

This Vulnerability Aspect Of Risk Is Analogous To 

Notions Of ―Probability Of Loss‖ In Con-Sumer 

Behavior And Insurance Research (Mitchell 1999). 

Studies Have Shown That The Vulnerability-Based 

Risk Per-Spective Is Widely Held Among Both 

Managers And Investors (E.G., Ruefli, Collins, And 

Lacugna 1999). Although Cash Flow Vulnerability Is 

A Key Aspect Of Firm-Level Risk In Mar-Keting 

Theory (E.G., Dickson And Giglierano 1986; Srivas-
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Tava, Shervani, And Fahey 1998), It Has Not Been 

Empirically Studied By Marketing Researchers. 

 

Stakeholder Risk Perspectives 

Different Stakeholders May Have Different 

Interests In And Perspectives On Firm-Level Risk. For 

Example, The Perspec-Tives Of Investors, Employees, 

And Governments Are Likely To Be Different (E.G., 

Ruefli, Collins, And Lacugna 1999). Here, Our 

Primary Focus Is The Investor Perspective, For Which 

Finance Theory Indicates Two Key Stakeholders—

Debt Hold-Ers And Equity Holders. Although The 

Marketing Literature Has Recently Begun Paying 

Attention To Equity Holders, Debt Holders Have Not 

Been Studied By Marketing Researchers. Yet, From A 

Finance Perspective, Debt Holders Are Often More 

Important Because They Have The Primary Legal 

Claim On The Firm’s Assets (E.G., Brealey, Myers, 

And Allen 2008). Fur-Thermore, The Value Of The 

World’s Bond Markets Approxi-Mates That Of Equity 

Markets, Suggesting That Investors In Debt Are As 

Important As Investors In Equity. By Directly 

Affecting The Firm’s Cost Of Debt And Cost Of 

Equity, Both Debt-Holder And Equity-Holder Risks 

Have An Important Effect On The Firm’s Cost Of 

Capital (E.G., Anderson, Mansi, And Reeb 2004; Ang 

Et Al. 2006; Fama And French 1997; Merton 1974). 

Thus, We View Risk From Both Debt-Holder And 

Equity-Holder Perspectives In This Study. 

Debt-Holder Risk. From A Debt-Holder 

Perspective, The Vulnerability Of The Firm’s Future 

Cash Flows Is The Primary Aspect Of Risk Interest 

Because This Determines The Firm’s Ability To 

Service Its Existing Debt And Its Capacity To Take 

On And Service New Debt (E.G., Merton 1974). This 

Is Consistent With Accounting-Based Assessments Of 

The Likelihood Of The Firm Being Able To Cover Its 

Debt Repayments And Avoid Bankruptcy (E.G., 

D’Aveni And Ilinitch 1992; Singh, Fair-Cloth, And 

Nejadmalayeri 2005). In Addition, The Value And 

Liquidity Of A Firm’s Assets May Also Play A Part In 

Debtor Risk Assessments Because These Can Be Used 

As Collateral (E.G., Brealey, Myers, And Allen 2008). 

Equity-Holder Risk. From An Equity-Holder 

Perspective, Risk Research In Finance Has Been 

Driven By The Capital Asset Pricing Model, Which 

Views ―Total‖ Equity Risk As The Vari-Ability Of A 

Firm’s Stock Returns (E.G., Markowitz 1999; Sharpe 

1964). Total Equity Risk Can Be Divided Into 

―System-Atic‖ Equity Risk—The Extent To Which A 

Firm’s Stock Return Variability Is Related To That Of 

The Rest Of The Stock Market— And ―Unsystematic‖ 

Equity Risk, Which Is Firm-Specific And Unrelated 

To The Market As A Whole. Therefore, Systematic 

Equity Risk Reflects The Variability In A Firm’s 

Stock Returns Associated With Macroeconomic 

Events That Affect The Entire Stock Market, Such As 

Adjustments In Interest Or Exchange Rates And 

Changes In Energy Prices (E.G., Brealey, Myers, And 

Allen 2008). Meanwhile, Unsystematic Equity Risk 

Reflects The Variability In A Firm’s Stock Returns 

Associated With Events That Primarily Affect Only 

That Firm, Such As A Labor Dispute Or The Launch 

Of An Innovative New Product (E.G., Shin And Stulz 

2000). 

Because Systematic Equity Risk Involves 

The Impact Of Economywide Events In Terms Of The 

Correlation Between Variations In The Firm’s Returns 

And Those Of The Overall Stock Market, It May Be 

Difficult For Managers To Control (E.G., Lubatkin 

And Chatterjee 1994). Conversely, Firm-Specific 

Events And The Unsystematic Equity Risk They 

Produce Are More Directly Within Managers’ Control 

And Therefore Are More Likely To Be An Important 

Factor In Managers’ Risk Assessments Of The Firm’s 

Investment Alternatives (E.G., Chatterjee, Lubatkin, 

And Schulze 1999). In The Few Empiri-Cal Marketing 

Studies That Have Explicitly Addressed Equity Risk, 

Researchers Have Assessed Either Firms’ Total Equity 

Risk (E.G., Gruca And Rego 2005) Or Their 

Systematic Equity Risk (E.G., Madden, Fehle, And 

Fournier 2006; Mcalister, Srini-Vasan, And Kim 

2007). As A Result, Despite Being Viewed By 

Researchers As The Key Factor In Managers’ Equity-

Related Risk Assessments Of Internal Investment 

Alternatives (E.G., Chatterjee, Lubatkin, And Schulze 

1999), Few Marketing Studies Have Assessed Firms’ 

Unsystematic Equity Risk (E.G., Luo And 

Bhattacharya 2008). 

By Examining A Firm’s Vulnerability-

Related Risk From The Perspective Of Debt Holders 

And Variability-Related Risk From The Perspective 

Of Equity Holders, Our Study Provides A 

Comprehensive Understanding Of How Brands 

Influence Firm Risk. Finance Research Has Identified 

Four Types Of Variables As The Most Significant 

Predictors Of Firm Risk From The Per-Spective Of 

Both Debt Holders And Equity Holders: Firm Size, 

Financial Leverage, Profitability, And Earnings 

Variability (E.G., Coles, Daniel, And Naveen 2006; 

Ferreira And Laux 2007; Kaplan And Urwitz 1979; 

Kisgen 2006). By First Replicating Standard Finance 

Models Using These Variables To Explain Debt-

Holder And Equity-Holder Risk And Then Explor-Ing 

The Extent To Which Firms’ Brand Assets Add 

Additional Explanatory Power To These Finance 

Models, We Can Examine The Risk Relevance Of 

Brand Assets.
1 

 



Sunil Kant Verma Int. Journal of Engineering Research and Application            www.ijera.com                                                 

ISSN : 2248-9622, Vol. 8, Issue3, ( Part -2) march2018, pp.59-74 

 
www.ijera.com                          DOI: 10.9790/9622-0803025974                                62 | P a g e  

 

 

 

 

Brands And Firm-Level Risk 

The Literature Does Not Address Which 

Aspects Of Brand Assets May Be Most Closely 

Connected With Firm Risk. We Selected Brand Equity 

As The Focus Of This Study Because There Was 

Some Support For The Idea That This Construct May 

Be Logically Connected With Firm Risk. The 

Rationale Is Pro-Vided Theoretically By Srivastava, 

Shervani, And Fahey’s (1998) Connection Of Market-

Based Relational Assets (E.G., Synthesized The Work 

Of Anderson, Mansi, And Reeb (2004), Billett And 

Liu (2008), Kamstra, Kennedy, And Suan (2001), And 

Kisgen (2006) For Our Debt-Holder-Risk Model 

Specification And That Of Ferreira And Laux (2007) 

For Our Equity-Holder-Risk Model Specification. 

Brands) With The Risks To Firm Cash Flows. 

There Is Also Some Empirical Support For This 

Theoretical Relationship In Gruca And Rego’s (2005) 

Findings Linking Cash Flow Variability With 

Customer Satisfaction As A Market-Based Relational 

Asset And In Madden, Fehle, And Fournier’s (2006) 

Finding That A Portfolio Of Stocks For Firms With 

High-Value Brands Has Lower Systematic Risk. In 

Theoretically Linking Brand Equity With Firm Risk, 

We Do Not Develop Separate Hypothe-Ses For Debt-

Holder And Equity-Holder Risk, Because The Finance 

And Accounting Literature Suggests That The 

Rationale For The Proposed Impact Of Brand Equity 

Is Conceptually Similar For Each Group Of Financial 

Claimants. 

Brand Equity Is The Value Added To A 

Product Or Service By Its Association With A Brand 

Name And/Or Symbol (E.G., Aaker 2004; Keller 

1993). Brand Equity Has Been Operation-Alized In 

Three Main Ways In The Marketing Literature: (1) As 

Consumers’ Brand Beliefs And Attitudes That Affect 

Purchase Behavior, (2) As An Observed Set Of 

Product-Market-Level Revenue Outcomes Relative To 

An Unbranded Benchmark, And 

(3) As A Financial-Market-Based Estimate Of The 

Dollar Value Of The Firm’s Intangible Assets That 

May Be Attributable To The Firm’s Brands (E.G., 

Ailawadi, Lehmann, And Neslin 2003; Keller And 

Lehmann 2006). Here, We Adopt A Consumer-Based 

Perspective Because All Three Approaches View The 

Value Of A Brand’s Equity As Ultimately Being A 

Function Of The Value That The Brand Delivers To 

Consumers (Aaker 2004).
2
 In Turn, This Is A Function 

Of Consumers’ Awareness Of The Brand And The 

Image Associations Of The Brand In Their Memory 

(Berthon, Hulbert, And Pitt 1999; Lane And Jacob-

Son 1995). Brands With High CBBE Are Those That 

Have High Levels Of Consumer Awareness And 

Strong, Positive, And Unique Associations In 

Consumers’ Memory (Keller 1993). 

The Literature Suggests Three Primary 

Reasons To Expect That Firms With Strong CBBE 

Should Have Lower Risk. First, By Enabling Rapid 

Product/Service Identification And Reduc-Ing 

Consumer Search Costs, Brands With High 

Consumer-Based Equity Facilitate Repeat-Purchasing 

Behavior (Berthon, Hulbert, And Pitt 1999; Keller 

2003). This May Be Particu-Larly Important In 

Relatively Low-Involvement Purchase Deci-Sions, 

Such As FrequentlyPurchased Consumer Packaged 

Goods (E.G., Hoyer And Brown 1990). In Addition, 

High CBBE Should Be Associated With Consumers’ 

Emotional Connection With The Brand And Result In 

Stronger Brand Loy-Alty (E.G., Chaudhuri And 

Holbrook 2001). Loyal Consumers Are Those Who 

Rebuy A Brand, Consider Only That Brand, And 

Engage In No Brand-Related Information Search 

(Newman And Werbel 1973). Thus, Consumers Who 

Are Loyal To A Par-Ticular Brand Are Less 

Susceptible To The Marketing Efforts Of Rivals, 

Reducing ―Churn‖ Among The Brand’s Customer 

Base (Oliver 1997). The Uniqueness Aspect Of CBBE 

(The Differ-Entiation Between The Brand’s 

Associations And Those Of Other Brands In 

Consumers’ Memory) Should Also Reduce Brand 

Substitution And Therefore Further Protect The Firm’s 

Future Cash Flows (E.G., Mcalister, Srinivasan, And 

Kim 2007; Mela, Gupta, And Lehmann 199 
2
Product-Market-Based And Financial-

Market-Based Brand Equity Operationalizations Also 

Require Data That Are Not Publically Avail-Able For 

Most Firms. 

Second, Because They Are Perceived As 

Higher Quality (E.G., Aaker And Jacobson 1994; 

Erdem 1998), Brands With Strong CBBE Are 

Associated With Lower Consumer Price Sen-Sitivity 

(E.G., Ailawadi, Neslin, And Lehmann 2003; Allenby 

And Rossi 1991). This Should Further Enhance The 

Behavioral Loyalty We Described Previously Because 

Consumers Will Be Less Susceptible To Price-Based 

Appeals From Rival Brands. Lower Price Sensitivity 

Among Consumers Should Also Pro-Tect Cash Flows 

From The Risks Of Supply And Operational Changes 

That Raise The Firm’s Costs (E.G., Sivakumar And 

Raj 1997). This Is Consistent With Management 

Research Linking Higher Product Quality With Lower 

Firm Risk (Kroll, Wright, And Heiens 1999). 

Third, Among Investors, Firms With Strong CBBE 

Should Also Be More Well Known (Have Higher 

Levels Of Awareness), And What Is Known About 

Them Should Be More Positive (Have Stronger 

Positive Quality Associations) Than Firms With Low 

CBBE. This May Have A Corporate Reputation 

Effect, Which Signals Lower Risks To Debt Holders 

And Equity Hold-Ers. There Is Some Support For  
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Such A Direct Signaling Phenomenon, With 

Several Studies Reporting That Investors Prefer To 

Hold Stocks Of Well-Known Companies (E.G., 

Mcalister, Srinivasan, And Kim 2007; Singh, 

Faircloth, And Nejadmalayeri 2005). More Formally, 

H1: CBBE Is Negatively Associated With Firms’ 

Debt-Holder And Equity-Holder Risk. 

Systematic Risk Pertains To Variability In A 

Firm’s Stock Returns That Is Common To The Entire 

Economy Or Market. Therefore, Firms That Are Able 

To Cushion Themselves From The Impact Of Market 

Fluctuations And Deliver Consistent Cash Flows 

Enjoy Lower Systematic Risk. As Such, CBBE May 

Reduce A Firm’s Systematic Risk By Increasing 

Brand Loyalty, Which Decreases The Risk Of Market-

Level Shocks To The Firm’s Cash Flows. 

Unsystematic Risk Pertains To Stock Return 

Variability That Is Not Explained By Movements In 

The Market As A Whole And Therefore Is Driven By 

Firm-Specific Actions And Shocks. Investments In 

Creating CBBE May Affect Unsystematic Risk By 

Creating A Market-Based Asset That Is Significantly 

Different From Those Created By Other Firms. 

Although H1 Posits That CBBE Is Negatively Associ-

Ated With Both Systematic And Unsystematic Equity 

Risk, There Are Reasons To Expect That The 

Magnitude Of The Effect Of CBBE May Be Different  

Across The Two Types Of Risk. 

Specifically, We Anticipate That The Negative 

Effect Of CBBE Is Likely To Be Stronger On Firms’ 

Unsystematic Than Systematic Equity Risk For Two 

Reasons. First, From A Theo-Retical Perspective, 

Brands Are Viewed As Resources That Are Not Only 

Rare, Valuable, And Difficult To Imitate Or Substitute 

But Also Idiosyncratic (E.G., Aaker 2004; Barney 

1991). Indeed, The Reason A Brand With Strong 

CBBE Is Believed To Be Financially Valuable Is That 

The Positive Associations With The Brand In 

Consumers’ Memories Are Distinct From Those With 

Other Brands (E.G., Keller And Lehmann 2006; Mizik 

And Jacobson 2008). Such Idiosyncratic Brand 

Associations Are Likely To Mean That Though 

Brands With Strong CBBE Provide A Protective 

Earnings ―Cushion‖ From Market-Level Shocks, Each 

Firm’s Specific Brands May Be Affected Differ-Ently. 

To The Extent That Firms’ Brands Are Idiosyncratic, 

They Are Likely To Have A Stronger Effect On Firm-

Specific Unsys-Tematic Risk Than On Systematic 

Risk. 

Second, From An Empirical Perspective, 

Recent Research In Finance Has Reported That 

Unsystematic Risk Has A Much Greater Role In 

Explaining Firms’ Total Equity Risk Than Sys-

Tematic Risk. For Example, Both Goyal And Santa-

Clara (2003) And Gaspar And Massa (2006) Find That 

Idiosyncratic Risk Explains More Than 80% Of Total 

Equity Risk. Thus, Finance Research Suggests That 

Market-Level Shocks Are Less Frequent And/Or Less 

Important In Determining Firms’ Overall Stock Return 

Variability. Because Brand Assets Are Relatively 

Stable And Durable (E.G., Aaker 2004), To The 

Extent That CBBE Protects The Firm’s Returns, They 

Are Likely To Play A More Important Role In Doing 

So From The More Frequent And/Or Important Firm-

Specific Shocks Than From Less Fre-Quent And/Or 

Less Important Market-Level Shocks. Thus: 

H2: CBBE Is More Strongly Negatively Associated 

With Firms’ Unsystematic Than Systematic Equity 

Risk. 

In Further Decomposing Firms’ Equity Risk, 

Researchers Have Recently Begun To Explore Its 

―Upside‖ (When Stock Returns Are Increasing) And 

―Downside‖ (When Stock Returns Are Decreasing) 

Components.
3
 This Is A New (And Still Some-What 

Controversial) Approach In The Finance Literature 

Exam-Ining Systematic Risk (E.G., Ang, Chen, And 

Xing 2006). It Has Also Recently Been Extended Into 

The Realm Of Unsystem-Atic Risk In The Marketing 

Literature (E.G., Tuli And Bharad-Waj 2008). From A 

Systematic-Risk Perspective, Downside (Upside) Risk 

Is The Observed Variability In A Firm’s Stock 

Returns Accounted For By Equity Market Movements 

When The Stock Market Declines (Trades Higher). 

We Expect That The Systematic Risk-Reducing Effect 

Of CBBE Is Greater On Downside Risk Than On 

Upside Risk For Two Reasons. First, During Market 

Downturns, Firms With Strong CBBE Are Likely To 

Be Particularly Strongly Insulated From Earnings 

Declines Because Of The Stronger Loyalty And 

Commitment Of Consumers To High-CBBE Brands. 

In Addition, To The Extent That Price Competition Is 

Enhanced During Market Down-Turns, Pressures For 

Short-Term Price Reductions Are Likely To Be Lower 

For Brands With High CBBE, And Engaging In Price 

Promotions Is More Likely To Benefit High- Than 

Low-CBBE Brands (E.G., Allenby And Rossi 1991; 

Sivakumar And Raj 1997). Second, Although Brands 

With Strong CBBE May Achieve Greater Stability In 

Returns (For The Reasons We Out-Lined In H1), This 

Is Likely To Be Even More Valued By Investors 

When Market-Level Cash Flows Are Perceived As 

Risky. This Is Consistent With Widely Held Investor 

Sentiment Regarding The ―Defensive‖ Value Of The 

Stocks Of Well-Known Consumer Packaged Goods 

Firms During Times Of Economic Uncertainty. 

From An Unsystematic-Risk Perspective, 

Downside (Upside) Risk Is The Idiosyncratic 

Variability In The Firm’s Stock Returns On Days 

When The Firm’s Stock Price Moves Lower (Higher). 

The Literature Does Not Provide Any Specific 
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Reasons To Expect That CBBE Is More Strongly 

Negatively Associated With Downside Than Upside 

Unsystematic Risk. However, Analogically, Tuli And 

Bharadwaj (2008) Find That Firms With Increasing   

Levels Of Customer Satisfaction Have Lower 

Downside (Versus Overall) Unsystematic Risk. To 

The Extent That Firms With Strong CBBE Can Be 

Expected To Have Higher Levels Of Customer 

Satisfaction And Loyalty, This Sug-Gests That CBBE 

Is Particularly Important In Lowering The Variability 

Of Losses From Investing In A Firm’s Stock. More 

Formally, 

H3: CBBE Is More Strongly Negatively Associated 

With Firms’ Downside Equity Risk Than Upside 

Equity Risk. 

 

II. RESEARCH DESIGN 
Data 

To Examine The Relationship Between 

CBBE And Firm Risk, We Use Harris Interactive’s 

Equitrend Database As Our Sam-Pling Frame. This Is 

An Appropriate Sampling Frame For Three Main 

Reasons. First, Harris Interactive Collects Data On 

Con-Sumer Brand Perceptions That Are Required To 

Operationalize CBBE. Second, Brands Owned By A 

Large Number Of Firms Across A Wide Range Of 

Different Categories Are Included In The Equitrend 

Database, Which Provides A Broadly Based Sample 

From A Generalizability Perspective. Third, Most Of 

The Firms With Brands Represented In The Equitrend 

Database Are Publicly Traded, Which Enables Us To 

Collect Risk Perfor-Mance And Other Accounting, 

Finance, And Operating Data From Secondary 

Sources. 

Harris Interactive Collects Annual Data From 

More Than 20,000 U.S. Consumers Of More Than 

1000 Large Brands Across 35 Categories To Measure 

Consumers’ Brand Knowl-Edge And Perceptions. The 

Consumer Sample Is Designed To Be Representative 

Of The U.S. Population Over 15 Years Of Age, And 

Each Brand In The Database Is Rated By More Than 

1200 Consumers. As We Detail Subsequently, We 

Also Col-Lected Data On Several Industry- And Firm-

Level Control Variables From Other Secondary 

Sources, Including Standard 

& Poor’s COMPUSTAT And The CRSP Databases. 

Table 1 Provides Descriptive Statistics For Each Of 

The Variables In Our Data Set, Which We Discuss In 

Greater Detail Subsequently. 

 

Brand Equity 

At The Brand Level, Our CBBE Measure Is 

A Latent Variable Scaled To A 0–100 Index And 

Estimated Using Four Individual-Level Consumer 

Variables: Familiarity Is Assessed By Consumer 

Ratings Of Familiarity With The Brand On A 5-Point 

Scale (1 = ―Never Heard Of The Brand,‖ 2 = ―Just 

Know Of The Brand,‖ 3 = ―Somewhat Familiar With 

The Brand,‖ 4 = ―Very Familiar With The Brand,‖ 

And 5 = ―Extremely Familiar With The Brand‖). 

Perceived Quality Is Assessed By Consumer Ratings 

Of The Quality Of The BrandOn An 11-Point Scale (0 

= ―Unacceptable/Poor,‖ 5 = ―Quite Acceptable,‖ And 

1 

= ―Outstanding/Extraordinary‖). Pur-Chase 

Consideration Is Assessed By Consumers’ Ratings Of 

Intentions Regarding Their Future Relationship With 

The Brand On An 11-Point Scale (0 = ―Never Would 

Purchase The Brand,‖ And 10 = ―Absolutely Would 

Purchase The Brand‖). Finally, Distinctiveness Is 

Assessed By Consumer Ratings Of The 

Differentiation Of The Brand On An 11-Point Scale (0 

= ―Not Distinctive At All,‖ And 10 = ―Totally 

Distinctive From Others‖). These Four Variables 

Provide Excellent Indicators Of Consumers’ 

Awareness Of The Brand (Familiarity) And The 

Strength Of Positive (Perceived Quality And Purchase 

Con-Sideration) And Unique (Perceived 

Distinctiveness) Associ-Ations With The Brand In 

Their Minds; They Are Also The Major Aspects Of 

Keller’s (1993) Conceptualization Of CBBE. 

 

 

We Validated Our Measure By Comparing It 

With A Product-Market Operationalization For The 

Subsets Of Obser-Vations That Were Common With 

Our Data Set. The Correlation Between Our Brand-

Level CBBE Score And A Revenue-Premium Value 

That We Computed Using Information Resources 

Inc.’S Data Is .57 (N = 92). This Suggests That Our 

Data And Operationalization Provide A Valid 

Indicator Of The Strength Of A Brand’s CBBE. We 

Aggregate The CBBE Score For Each Brand To The 

Firm Level (Because This Is The Level At Which 

Investors Assess Risk) As The Mean Level Of CBBE 

Of All The Firm’s Brands In The Equitrend Database.
4
 

The Mean CBBE Value For The Firms In Our Sample 

Is 60.8, With A Median Of 61.4 And A Standard 

Deviation Of 7.9. 

 

Firm Risk Measures 

We Examine Firm Risk Using Two 

Indicators. First, Credit Rat-Ings (COMPUSTAT Item 

280), Which Provide An Assess-Ment Of Firms’ Cash 

Flow Vulnerability (I.E., The Likelihood That They 

Will Be Able To Repay Debt), Are Widely Used By  

Debtors (E.G., Anderson, Mansi, And Reeb 2004; 

Kisgen 2006). Credit Rating Is An Ordinal Measure  

Ranging From 2 (For An AAA Rating, The 

Highest Possible) To 27 (For A D, Or Default). We 
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Reverse This Measure By Subtracting It From 27, So 

That A Higher Number Corresponds To A Higher 

Credit Rat-Ing (I.E., Better Credit Worthiness With A 

Maximum Of 25 And 

4Although It May Be Preferable To Weight 

Each Brand’s CBBE By Its Relative Contribution To 

The Firm’s Overall Revenue, Such Data Are Not 

Publicly Available For The Vast Majority Of The 

Brands In Our Database. 

 

 
Table 1 

A Minimum Of 0). As Table 1 Shows, The 

Mean Credit Rating Among The Firms In Our Sample 

Was 16.7, With A Median Of 17 (Corresponding To A 

BBB+ Rating) And A Standard Devia-Tion Of 4.1 

(Slightly More Than Four Rating Categories). 

Second, We Use The Variance Of Stock 

Returns As Our Measure Of Total Equity Risk, Which 

Is A Widely Used Equity Risk Indicator In Finance 

Research (E.G., Schwert 1989). For Each Firm Year In 

Our Sample, Using CRSP Data, We Retrieved Daily 

Stock Returns For The 252 Trading Days Before The 

Fiscal Year End. The Standard Deviation Of These 

Daily Returns Is Our Measure Of Total Equity Risk. 

The Mean Annu-Alized Total Equity Risk For Our 

Sample Is 35.54%, With A Median Of 30.18% And A 

Standard Deviation Of 19.04%. 

We Then Separate Our Total Equity Risk 

Measure Into Its Two Components: Systematic Equity 

Risk And Unsystematic Equity Risk. Using The Same 

Daily Returns Data For Each Firm, We Regress These 

Against Market Returns And Use The Standard 

Deviation Of The Errors In This Regression As Our 

Measure Of Firms’ Unsystematic Equity Risk (E.G., 

Bansal And Clelland 2004). We Then Subtract The 

Squared Standard Deviation In The Errors From The 

Squared Standard Deviation In Returns To Obtain Our 

Systematic Equity Risk Metric (E.G., Lubatkin And 

Chatterjee 1994). Finally, We Apply A Square Root 

Transfor-Mation To This Measure To Make It 

Comparable To Our Total Equity Risk Measure. In 

Our Sample, Annualized Systematic Equity Risk Has 

A Mean 

Of 15.06%, With A Median Of 12.64% And A 

Standard Deviation Of 9.67%, And Annualized  

Unsys-Tematic Equity Risk Has A Mean Of 

31.40%, With A Median Of 26.41% And A Standard 

Deviation Of 17.50%. Management Researchers 

Argue That Measures Of Firm Risk Should Be Widely 

Available And Well Understood If They Are To 

Affect Management Behavior (E.G., Choices To 

Invest In Building Brand Equity Versus Some Other 

Asset) (E.G., Ruefli, Collins, And Lacugna 1999). 

From This Perspective, Credit Ratings Are Public 

Data That Are Widely Available And Used By 

Managers And Investors. Credit Ratings Have Been 

Estab Lishedn The Finance Literature As 

ValidIndicators Of Debt- Holder Risk, And When 

Rating Changes Occur, Both Stock And Bond Prices 

Have Been Shown To React (See Hand, Holthausen, 

And Leftwich 1992). Similarly, Stock Return 

Variability Is Easily Observed And Is Something That 

Analysts And Investors Track. Thus, The Measures Of 

Risk We Use Are Easy To Understand And Readily 

Available To Managers And Investors. 

 

Control Variables 

We Include Several Firm- And Industry-

Level Covariates In Our Analyses, Closely Following 

Widely Used Models Of Credit Ratings (E.G., 

Kamstra, Kennedy, And Suan 2001; Kisgen 2006) 

And Equity Risk (E.G., Ferreira And Laux 2007) In 

The Finance Literature. This Enables Us To Control 

For Fac-Tors That Are Already Known To Affect 

Firm Risk And To Cali-Brate The Extent To Which 

CBBE Contributes New Informa-Tion In Explaining 

Firm Risk That Is, Its Risk Relevance (E.G., 

Anderson, Mansi, And Reeb 2004; Billett And Liu 

2008; Coles, Daniel, And Naveen 2006). 

Firm Size. We Use COMPUSTAT Data To 

Compute The Natural Log Of Each Firm’s Total 

Assets (COMPUSTAT Item 6). The Value Of A 

Firm’s Assets Should Be Associated With Both The 

Value Of Collateral Available To Secure Debt And 

The Variability Of The Firm’s Returns. All Else Being 

Equal, Firms With More Valuable Assets Should 

Exhibit Better Creditwor-Thiness And Greater Returns 

Stability. The Mean Asset Value Of The Firms In Our 

Data Set Is Approximately $29 Billion, With A 

Median Of $9.2 Billion And A Standard Deviation Of 

$64.8 Billion. 

Leverage. We Compute Leverage As The 

Ratio Of Long-Term Debt (COMPUSTAT Item 9) 

Plus Current Liabilities (COMPUSTAT Item 34) To 

Total Assets (COMPUSTAT Item 6). The Finance 

Literature Has Linked Leverage With Equity Risk And 

With Firms’ Ability To Repay Debt (E.G., Ferreira 

And Laux 2007; Kisgen 2006). The Mean Leverage 

Of The Firms In Our Data Set Is .282, With A Median 

Of .244 And A Standard Deviation Of .255. 
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Return On Assets (ROA). We Compute ROA 

As The Ratio Of Income Before Extraordinary Items 

To Total Assets (COMPUSTAT Items 18 And 6). The 

Mean ROA In Our Data Set Is 4.2%, With A Median 

Of 5.5% And A Standard Deviation Of 13.4%. Greater 

ROA Should Be Associated With Improved 

Creditworthiness And Lower Equity Risk Because It 

Indicates The Firm’s Likely Future Financial Health 

(E.G., Ferreira And Laux 2007; Kamstra, Kennedy, 

And Suan 2001). 

ROA Variability. We Compute ROA 

Variability As The Standard Deviation Of The Prior 

Five Years’ ROA. The Mean Level Of ROA 

Variability In Our Data Set Is 16.89%, With A Median 

Of 3.7% And A Standard Deviation Of 160.9%. 

Greater ROA Variability Should Be Associated With 

Decreased Creditworthiness And Higher Equity Risk 

Because It Indicates The Uncertainty Of The Firm’s 

Likely Future Financial Health (Ferreira And Laux 

2007; Kisgen 2006). 

Market-To-Book Ratio. We Compute Market-

To-Book Ratio By Multiplying The Total Number Of 

Shares Outstanding With The Stock Price At Fiscal 

Year End And Then Dividing It By The Book Value 

Of Common Equity ([COMPUSTAT Items 25 × 

199]/60). Larger Market-To-Book Ratios Indicate 

Investor Expectations Of Greater Future Cash Flow 

Growth And There-Fore Should Be Associated With 

Lower Equity Risk. The Mean Market-To-Book Ratio 

For The Firms In Our Sample Is 1.377, With A 

Median Of 1.383 And A Standard Deviation Of 1.069. 

Diversification. Diversification In The Firm’s 

Business Operations Is Indicated By The Number Of 

Different Industries In Which The Firm Operates. 

These Data Are Collected From The COMPUSTAT 

Segments Database. Operating In A Greater Number 

Of Industries To Reduce The Negative Impact Of 

Industry-Level Shocks And To Provide 

Countercyclical Cash Flows, Both Of Which Reduce 

Firm Risk, Is A Common Reason Proposed For Firm 

Diversification (E.G., Lubatkin And Chat-Terjee 

1994). Following Ferreira And Laux (2007), We 

Create A Dummy Variable To Indicate Whether The 

Firm Has Signifi-Cant Business Operations In One Or 

More Different Industries (Business Segments). In Our 

Sample, More Than 90% Of The Firms Operate In 

More Than One Industry. 

For Control Purposes, We Also Create A 

Dummy For Firm Age (Whether The Firm Had Been 

Listed On CRSP For More Or Less Than 25 Years), 

Year Dummies, And Industry Dummies. We Create 

Industry Dummies Using Two Definitions. First, We 

Use Firms’ Primary Standard Industrial Classification 

Codes To Compute Fama And French’s (1997) 

Industry Definitions (48 Industries) And 

Corresponding Dummies (47 Dummies). 

Second, We Use These Codes To Compute 

Barth, Cram, And Nelson’s (2001) Industry 

Definitions (14 Industries) And Corresponding 

Dummies (13). Because The Estimates In Our 

Analyses Do Not Change Significantly When We Use 

Either Of These Two Definitions And Because None 

Of The Dummies Are Themselves Significant, We 

Chose To Use Barth, Cram, And Nelson’s Industry 

Dummies In Our Analyses Because They Minimize 

Loss In Degrees Of Freedom. 

We Removed Financial Firms From Our Data 

Set Because Their Capital And Risk Requirements Are 

Heavily Regulated And Atypical. We Also Removed 

Privately Held Companies And Nonprofit 

Organizations For Which The Secondary Financial 

Data Required For Our Analyses Are Not Available. 

The Final Data Set Contained 1096 Firm-Year 

Observations For Which We Have Complete Data, 

Representing 252 Different Firms Over A Seven-Year 

Period (2000–2006). Tables 1 And 2 And Figure 1 

Provide Descriptive Statistics And Correlations For 

The Variables In Our Data Set. 

 

Model Formulation 

We Use Two Types Of Regressions To 

Examine The Associations Between CBBE And Firm 

Risk. First, We Use An Ordered Logit Approach To 

Estimate The Relationship Between Firms’ CBBE 

And Debt-Holder Risk Because Our Credit Rating 

Measure Is An Ordinal Scale With Multiple 

Categories (E.G., Anderson, Mansi, And Reeb 2004; 

Kamstra, Kennedy, And Suan 2001). Second, We Use 

A Standard Ordinary Least Squares (OLS) Linear 

Regression Approach To Estimate The Relationship 

Between Firms’ CBBE And Equity-Holder Risk 

Because These Risk Measures Are Continuous (E.G., 

Coles, Daniel, And Naveen 2006; Ferreira And Laux 

2007). 

Time-Series Cross-Sectional Panel Data Sets 

Present The Potential For Estimation Bias And 

Efficiency Problems Associ-Ated With Serial 

Correlation (Kennedy 2003). This May Be Particularly 

Problematic For The Debt-Holder Risk Model 

Because Credit Ratings Are Not Likely To Change 

Dramatically In The Short Run. To Address These 

Potential Concerns, We Estimated Cluster-Adjusted 

Robust Standard Errors For The Credit Ratings Model 

(E.G., Eckbo And Smith 1998) And Use These To 

Assess The Significance Of The Estimates. Because 

Equity-Holder Risk Does Not Closely Follow A 

Random Walk, Serial Correlation Should Not Be A 

Major Concern In These Regressions. Nonetheless, To 

Assess This Possibility, In Addi-Tion To Using An 
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OLS Estimation, We Computed The Equity-Holder 

Regression Models Using The Newey–West Method 

(Cecchetti, Kashyap, And Wilcox 1997) And Found 

No Sig-Nificant Changes To The Estimates. 

Therefore, We Report The Standardized OLS 

Estimates In Table 3. Finally, The Haus-Man Test 

(Greene 2003) Indicates That A Fixed-Effects Correc-

Tion Is Necessary In Our Models. Therefore, We 

Estimate Our Models Using Industry- And Year-

Specific Dummies. We Also Test For Violations Of 

Standard Regression Assumptions Per-Taining To 

Model Misspecification Using Ramsey’s (1969) 

RESET Test, Normality Using The Jarque–Bera Test, 

And Het-Eroskedasticity Using The Breusch–Pagan 

Test. None Of These Violations Appear To Be Either 

Generalized Or Problematic In Our Data. Finally, The 

Relatively Low Correlations Among Our Independent 

Variables And The Variance Inflation And Condi-Tion 

Indexes Statistics Well Below Standard Cutoffs (The 

High-Est Values Being 2.7 And 9.8, Respectively) 

Indicate No Par-Ticular Problems With 

Multicollinearity In Our Regressions. 

For The Credit Ratings Equation, We 

Synthesize The Rele-Vant Findings Of Anderson, 

Mansi, And Reeb (2004), Billett And Liu (2008), 

Kamstra, Kennedy, And Suan (2001), And Kisgen 

(2006) To Develop Our ―Financial Control Variables– 

Only‖ Baseline Ordered Logit Model. To Examine 

The Risk Relevance Of CBBE, In Table 3, We 

Estimate A Nested Model Formulation: (1) Intercept 

Plus Financial Control Variables Only And (2) The 

Intercept And Financial Control Variables Plus The 

CBBE Variable. Similarly, For The Total Equity Risk 

Equation In Table 4, And Its Decomposition Into 

Systematic Equity Risk And Unsystematic Equity 

Risk And Their Upside And Downside Variants 

(Table 5), We Follow Ferreira And Laux’s (2007) 

Approach To Develop Our Financial Control Variable 

Model And Then Estimate Two Model Specifications: 

(1) Intercept Plus Financial Control Variables And (2) 

Inter-Cept Plus Financial Control Variables And The 

CBBE Variable. 

 

III. RESULTS AND DISCUSSION 
Table 3 Details The Estimates For The Credit 

Rating Model. The Estimates For The Control 

Variables Are Consistent With Prior Findings In The 

Finance Literature, And The R-Square Value Of 

Almost 62.8% For The Baseline Financial Control 

Variables– Only Model Is Almost Exactly Aligned 

With Those Reported In Kamstra, Kennedy, And 

Suan’s (2001) Review Of Similar Models In Finance. 

These Control Results Indicate That Higher Leverage 

Decreases Creditworthiness And That, Though Not 

Significant, The Coefficient On ROA Variability Is 

Also In The Anticipated Negative Direction. As We 

Expected, Larger ROA And Total Asset Values Are 

Associated With Higher Credit Rat-Ings. Although 

The Results Are Not Significant, The Coefficient For 

Diversification Is In The Direction Predicted By The 

Litera-Ture. An R-Square Increase Of 5% When 

CBBE Is Added To The Equation Indicates That 

CBBE Has Significant Risk Rele-Vance. This Result 

Suggests That The Financial Markets View CBBE As 

A Strong Predictor Of Firms’ Ability To Take On And 

Service Debt Capital. 

Table 4 Details The Estimates For The Total, 

Systematic, And Unsystematic Equity Risk Models. 

Across All Three Equity Risk Dependents, Our 

Models Have Strong Predictive Power And Exhibit 

Significantly Greater R-Square Values When CBBE Is 

Added To The Financial Control Variables. In Terms 

Of The Three Financial Control Variable Baseline 

Models, The R-Square Values Are Consistent With 

Those Observed In Prior Studies (E.G., Coles, Daniel, 

And Naveen 2006; Luo And Bhattacharya 2008). In 

Addition, The Observed Coefficients Are Consistent 

With Prior Findings In The Finance Literature. 

Namely, For Systematic Equity Risk, Only The ROA 

Variable Is Significant. Meanwhile, For Total And 

Unsystematic Risk, We Find That Firm Size (I.E., 

Total Asset Value), ROA, And Market-To-Book Ratio 

Are Negatively Associated With Equity Risk, While 

Leverage Is Positively Associated With Equity Risk 

(E.G., Coles, Daniel, And Naveen 2006; Ferreira And 

Laux 2007). For All Three Equity Risk Dependents, 

The Introduction Of The CBBE Variable Significantly 

Increases The R-Square By 4%–6%, Again Indicating 

That CBBE Contains Risk-Relevant Information For 

The Financial Markets. In Support Of H2, The Size 

And Significance Of The Coefficients And The Rela-

Tive R-Square Increases Suggest That CBBE Has A 

Stronger Negative Impact On Unsystematic Than 

Systematic Risk. 

H3 Makes Prediction About Firms’ Equity Risk 

When It Is Subdivided Into Upside And Downside 

Risk. As Table 5 

 
FIGURE 1Credit Ratings Histogram 
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TABLE 3 Debt-Holder-Risk Ordered Logit Model 

 
Notes: Dependent Variable = Credit Rating. N.S. = 

Not Significant, And AIC = Akaike Information 

Criterion. 

Shows, Our Results Suggest That CBBE 

Significantly Reduces Both Upside And Downside 

Systematic And Unsystematic Risk. The Difference In 

The CBBE Coefficient For Upside And Downside 

Equity Risk Is Not Significant For Unsystematic Risk. 

However, Consistent With H3, We Find That The Size 

Of The Negative CBBE Coefficient Is Significantly 

Larger For Down-Side Than For Upside Systematic 

Risk. This Suggests That Though CBBE Always 

Helps Significantly Reduce Stock Return Variability, 

It Is Particularly Helpful In Protecting The Firm’s 

Returns From Economy- And Market-Level Shocks 

Dur-Ing Equity Market Downturns. This Provides An 

EmpiricalRationale For The Widely Observed 

Phenomenon Of Investors Seeking To Invest In The 

Stock Of Companies With Strong Brands Operating In 

Consumer Markets During Periods Of Economic 

Uncertainty. 

 

Implications 

From A Theoretical Perspective, Our 

Findings Provide The Most Comprehensive Support 

To Date For The Central Thesis That Market-Based 

Assets Affect Firm Risk. This Is A Critical 

Component In Linking Marketing With Firm 

Performance Because When Firm Risk Is Reduced, 

The Value Of The Firm’s Cash Flows Increases Even 

If Their Level Remains Exactly The Same. We Show 

That Brands Can Affect Both The Vulnerability Of 

Cash Flows As Reflected In Evaluations Of The Risk 

To Debt Repayments And The Variability Of Cash 

Flows As Reflected In Stock Return Variations. 

Overall, These Results Contribute New Insights Into 

The Understanding Of The Role Of Brand Assets In 

Managing Firm Risk. No Previous Research In 

Marketing Has Examined The Debt-Holder Risk 

Perspective. The Only Previ-Ous Empirical Study Of 

Brands To Pay Any Attention To The Equity Risk 

Aspect Of Firm Performance Is That Of Madden, 

Fehle, And Fournier (2006). They Compare A Stock 

Portfolio Of Interbrand-Rated Firms With A Similar 

Sample Of Nonrated Firms And Report That 

Systematic Equity Risk Is Lower For The Interbrand 

Portfolio. Our Study Supports This Finding (Table 

4) And Complements It By Finding An Even Stronger 

System-Atic Equity Risk Effect When Stock Markets 

Move To The Downside (Table 5). 

In Addition, We Find That CBBE Is Strongly 

Related To The Firm’s Unsystematic Equity Risk. 

Indeed, Our Results Indicate That The CBBE Effect 

On Unsystematic Risk Is Even Greater Than Its Effect 

On Overall Systematic Risk. This Suggests That 

Though Both Effects Are Significant, The 

Idiosyncratic, Firm-Specific, Risk-Reducing Effect Of 

CBBE Is Stronger Than Its Effect On Insulating The 

Firm From Economy-Level Shocks. This Is Consistent 

With Recent Findings In The Context Of Cor-Porate 

Social Responsibility (Luo And Bhattacharya 2008). 

Our Study Also Has Important Implications 

For Finance Theory. For Example, Previous Studies In 

Finance Have Found A Negative Association Between 

Firms’ Intangible Assets And Their Debt Capacity 

And Have Suggested Greater Collateraliza-Tion 

Difficulties And Higher Liquidation Costs Of 

Intangibles As A Rationale (E.G., Harris And Raviv 

1991; Titman And Wessels 1988). As A Result, 

Finance Research On Capital Structure Has Assumed 

That All Intangible Assets Are Unattrac-Tive To Debt 

Markets. Our Results Show That This Is Not The 

Case; Indeed, The Risk Relevance Of CBBE For 

Credit Ratings Suggests That Brand Assets Can 

Enhance Rather Than Reduce A Firm’s Debt Capacity. 

Therefore, Finance Researchers Should Theoretically 

Reexamine Why This Is The Case For Brands But Not 

Other Types Of Intangible Assets. 

There May Be Several Reasons That CBBE’s 

Influence On Firms’ Capital Structure Differs From 

Other Types Of Legal (E.G., Trademarks, Patents) 

And Competitive (E.G., Knowl-Edge, Organizational 

Culture) Intangible Assets. From A Mar-Keting 

Theory Perspective, The Most Likely Reason May Be 
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CBBE’s Position As A Market-Based Asset That Has 

A Direct Value To Customers (E.G., Srivastava, 

Shervani, And Fahey 1998). In Contrast, Most Other 

Forms Of Intangible Assets Are Non-Market-Based 

Resource Inputs That May (Or May Not) Be 

TABLE 4 Shareholder Risk Cluster-Adjusted 

Robust Regression 

 
 

TABLE 5 Upside And Downside Equity Risk 

Comparisons 

 
 

Used In Ways That Ultimately Create Value 

For Customers. From A Finance Theory Perspective, 

Our Results May Also Be Interpreted As Implying 

That A More Liquid Market Exists For Brands Than 

For Other Types Of Intangible Assets (I.E., Brands 

Are Better Collateral, With Lower Liquidation Costs 

And Higher Asset Market Value) (E.G., Myers 1977). 

Regardless, Our Results Indicate The Potential For An 

Important New Stream OfFinance Research That 

Distinguishes Between Market-Based And Non-

Market-Based Intangible Assets In Predicting Firm 

Risk, Capital Structure, And Cost Of Capital. 

From A Managerial Perspective, We Provide 

New Insights Into How Investments In Brand Equity 

Affect Firm Perfor-Mance. From An Economic 

Standpoint, Our Results Strongly Suggest That Brands 

Matter In Contributing To Firm Perfor- Mance By 

Managing Firm Risk. For Example, On Average, A 

One-Standard-Deviation Increase In CBBE 

(Approximately 8 Points On Our 100-Point Scale) 

Corresponds To A Full Two-Category Improvement 

In The Credit Rating Of The Firms In Our Sample. 

The Average Firm In Our Sample Has $10 Billion In 

Long-Term Debt, And A Two-Category Credit Rating 

Improve-Ment From The Sample Average Of BBB+ 

Corresponds To A 40-Basis-Point Reduction In The 

Cost Of Capital.
5
 This Trans-Lates Into Savings Of 

Approximately $40 Million Per Year In Debt Service 

Alone. 

This Suggests That When Marketers Attempt 

To Persuade Chief Financial Officers And Others Of 

The Value Of Invest-Ments In The Firm’s Brand 

Assets, They Should Include Reduc-Tions In The 

Firm’s Cost Of Capital In Their Payback Calcula-

Tions. The Credit Rating Results We Report Here 

Provide An Initial Calibration Scale That May Be 

Useful For These Pur-Poses. However, These Figures 

Likely Underestimate The Cost Of Capital Benefits Of 

Firms’ Brand Assets Because They Do Not Include 

The Effects Through Equity Risk Reduction. From 

This Perspective, In Our Data Set, A One-Standard-

Deviation Increase In CBBE Corresponds To A .095 

Standard-Deviation Decrease In Total Equity Risk (A 

5.1% Decrease), A .060 Standard-Deviation Decrease 

In Systematic Equity Risk (A 3.9% Decrease), And 

.106 Standard-Deviation Decrease In Unsystematic 

Equity Risk (A 5.9% Decrease). These Percent-Ages 

Are Substantial Enough That They Will Also Likely 

Trans-Late Into A Significantly Lower Cost Of 

Capital, With Additional Substantial Corresponding 

Savings For The Firm. To Give Some Idea Of The 

Potential Scale Of These Likely Savings, Using Data 

From Stern Stewart, We Examined The Cost Of 

Capital For The Firms In The Top And Bottom 10% 

Of Our CBBE Data And Found A Significant 

Difference In The Expected Direction Of 

Approximately 60 Basis Points (8.00% Versus 

7.43%). 

In Addition, Our Results Suggest That 

Investments In Creat-Ing And Maintaining CBBE Are 

A Direct Way For Managers To Reduce Risks That 

Are Idiosyncratic To The Firm. Thus, Brand 

Management Should Be Viewed As An Additional 

Tool When Planning And Executing Firms’ Risk-

Management Strategies. We Also Find That CBBE 

Has A Particularly Strong Role In Reducing Firm Risk 

During Periods When The Stock Market Is Trending 

Downward. This Has Important Implications For 

Brand-Building And Maintenance Expenditures 

During Peri-Ods Of Economic Contraction. In 

Particular, It Suggests That Simply Reducing Brand-

Related Expenditures During A Reces-Sion (As Is 

Common) Will Likely Increase Rather Than Decrease 

Firm Risk. For The Benefit Of The Firm’s Investors, 

Marketers Should Use Our Risk-Reduction Results As 

Evidence In Vigorously Arguing With Chief Financial 

And Chief Execu-Tive Officers For At Least 

Sustaining Expenditures That Main-Tain Or Enhance 
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The Firm’s CBBE During Periods Of Eco-Nomic 

Uncertainty. 

5The Credit Risk Yield Curve Is Nonlinear, 

Indicating That The Change In The Cost Of Debt 

Associated With A Two-Category Credit Rating 

Improvement Depends On The Initial Rating. The 40-

Basis-Point Figure Is Taken From Bloomberg As Of 

December 27, 2007, But This Figure Was Relatively 

Stable For The 12 Months Before This Date. We 

Avoided Using Later Yield Curve Figures Because Of 

The Highly Unusual Turmoil In The Debt Markets 

Since That Time. Finally, Our Study Has Important 

Implications For Finan-Cial Reporting Regulations. 

Accounting Principles Suggest That Firms’ Financial 

Statements Should Contain All Possible Information 

That May Be Valuable To Investors (E.G., Ittner And 

Larcker 1998). Our Findings Indicate That 

Information Pertaining To Firms’ CBBE Has Risk 

Relevance Beyond The Value Of Accounting 

Information Contained In Firms’ Balance Sheets And 

Income Statements. As A Result, Our Findings Indi-

Cate That Firms May Want To Voluntarily Disclose 

Information Pertaining To Their CBBE, Such As The 

Results Of Consumer Brand Equity Tracking Studies. 

Our Results Also Add Weight To The Suggestion That 

Accounting Regulators Should Consider The 

Development Of Standardized Reporting 

Requirements Regarding Firms’ Intangible Assets To 

Help Analysts And Investors More Accurately Value 

Firms’ Stock And Debt (E.G., Whitwell, Lukas, And 

Hill 2007). Marketing Researchers Can Play An 

Important Role In The Development Of Standardized 

Measurement Systems For Assessing Firms’ Brand 

Assets (E.G., Fischer 2007). 

 

Limitations 

In Interpreting The Findings Of Our Study, 

We Should Note Several Limitations In Our Data Set. 

First, Because Of Data Source Limitations, Our 

Sample Contains Only Large Publicly Traded 

Companies In The United States With End-User Cus-

Tomers In The 35 Categories Captured By Equitrend. 

With 252 Different Firms In Our Data Set, We Expect 

These Results To Be Generalizable, At Least For 

Large Firms Operating In Con-Sumer Markets In 

Which These Findings Are Likely To Have Real 

Economic Significance. However, Our Results May 

Not Be Equally Generalizable To Firms Whose End-

User Customers Are Businesses. 

Second, We Do Not Have Equitrend Data For 

All The Brands Owned By Each Of The 252 Firms In 

Our Database. Thus, The Brands Included In Our Data 

Set Contribute Less Than 100% Of The Sales Revenue 

Of The Firms In Our Firm-Level Analyses, Meaning 

That There Is Noise In Our Data. Therefore, Our 

Findings May Underestimate The Significant Effects 

Of CBBE In Reducing Firm Risk (Aaker And 

Jacobson 1994). 

Third, We Adopt A Conservative Risk 

Relevance Approach To Modeling The Impact Of 

CBBE On Firm Risk. This Requires The Use Of 

Standard Finance Research Variables And Estima-

Tion Approaches. This Approach Is Helpful In 

Ensuring That Our Results Will Be Widely Accepted 

By Finance Researchers And Professionals (Including 

Chief Financial Officers). How-Ever, This Also Limits 

The Extent To Which We Can Use Addi-Tional 

Independent Variables And Nonstandard Formulations 

Of The Risk-Dependent Variables And Independent 

Variable Model Setup. 

 

Further Research 

Beyond The Need For Research To 

Overcome These Limitations, Our Study Also 

Suggests Several New Areas For Further Research. 

First, Finance Theory Suggests That Investments With 

Different Risks Should Require Different Returns The 

Classic Risk–Reward Trade-Off. Our Results Show 

That CBBE Is Associated With Firm Risk. This 

Suggests That A Firm With A Portfolio Containing 

Brands With Different Levels Of CBBE Should View 

Some Of Its Brands As Higher-Risk Investments Than 

Others. This Should Translate Into Higher Hurdle 

Rates For Investment Decisions Based On The 

Brand’s CBBE. To The Extent That This Does Not 

Occur, Managers Will Make Subopti-Mal Marketing 

Investments (Aaker And Jacobson 1987). Are Such 

Risk Differences Recognized By Managers And 

Reflected In Brand-Related Investments In Practice? If 

So, Do Such Risk-Based Brand Investment Criteria 

Produce Higher Returns? In Addition, The 

Correlations In Table 1 Indicate That Brands With 

Higher CBBE May Simultaneously Enjoy Lower Risk 

And Greater Returns. This Possibility Should Be 

Investigated Further. 

Second, Previous Researchers Have 

Suggested The Poten-Tial Utility Of Directly 

Applying Financial Portfolio Theory Regarding 

Investor Strategies For Mitigating Equity Risk To 

Firms’ Own Investments In Their Product Portfolios 

(E.G., Cardozo And Smith 1983). This Suggests Some 

Questions About Whether And How Firms’ 

Brand Portfolio Strategy Deci-Sions, Such As The 

Number Of Brands To Market And The Dif-Ferences 

Among The Brands In The Portfolio, Affect The Risks 

And Returns To Their Brand Investments. Conversely, 

Other Researchers Have Cast Doubt On The Utility Of 

Financial Port-Folio Theory In This Context And 

Have Suggested That Investors Can More Effectively 
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And Efficiently Diversify Away Brand-Specific Risk 

By Holding Stocks In Different Firms (Devinney And 

Stewart 1988). Thus, An Important Issue For Further 

Research Is The Relative Risk And Reward 

Performance Of A Stock Portfolio Of A Larger 

Number Of Different Firms Each Marketing A Single 

Brand Versus A Smaller Number Of 

irms Each Marketing A Larger Number Of 

Equally Strong Brands. 

Third, Our CBBE Findings Raise The 

Question Of The Impact Of Other Market-Based 

Assets On Firm Risk. For Exam-Ple, What Is The Risk 

Relevance Of Firms’ Customer Relation-Ships, 

Channel Relationships, And Market Knowledge? How 

Do These Market-Based Assets Compare With CBBE 

In Explaining Firm Risk? Are Different Market-Based 

Assets Complementary To One Another, Or Are They 

Substitutes In Their Relationship To Firm Risk? In 

Combination, What Is The Magnitude Of The Impact 

Of Firms’ Market-Based Assets On Firm Risk? 

Answering These Questions Provides An Important 

And Exciting Challenge In Building Out Knowledge 

Of The Contribution Of Marketing To Firm 

Performance And The Value Delivered To Investors. 

 

IV. CONCLUSIONS 
Our Study Of The Relationship Between 

CBBE And Firm Risk Contributes New Insights To 

The Emerging Marketing–Finance Literature By 

Illuminating A New Way Brands Contribute To The 

Financial Performance Of The Firm. We Show That 

Higher Levels Of The Average CBBE Of A Firm’s 

Brands Have A Robust Impact In Reducing Debt-

Holder Risk, Thus Directly Contribut-Ing To 

Lowering The Cost Of Capital For The Firm. In 

Addition, We Find That Firms That Possess Brands 

With Strong CBBE Are Also Able To Significantly 

Reduce Their Equity Risk. These Results Are Not 

Only Statistically Significant But Also Have Important 

Managerial And Economic Significance. 
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