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Introduction

Planning and implementing corporate identity programs are important aspects of
corporate and marketing strategy. Corporate identity programs embrace everything from
the design of corporate names and logos to the very elusive business of image man-
agement. A company’s image is not only important with respect to present and po-
tential customers, but also to convey the right image to other stakeholders such as
employees, stockholders, commercial bankers, investment bankers, rating agencies, the
financial press and even government agencies.

One core element of a firm’s image and identity is its corporate name. Some
practitioners view the corporate name as a “business brand” that must be managed
strategically just as product brands. As reported by Rawsthorne [12], a significant
consulting industry in the “name and identity management” business, with total 1988
income of $9.6 billion, serves firms world-wide. The development of a number of
name generation software programs also reflects the importance attached to corporate
names.

Expenses associated with developing and changing individual corporate names
appear significant. For example, in 1986 UAL, Inc, the parent of United Airlines,
spent an entire year and $7.3 million to produce the new name Allegis. Exxon spent
$200 million to develop and implement its name change from Esso to Exxon. In spite
of substantial amounts spent on changing and creating new names, our knowledge of
the importance of corporate names is meager. Many corporate executives question the
high fees charged by marketing services organizations for name change development.
The purpose of this paper is to examine the merit of such services by assessing the
short-term financial consequences of corporate name changes. Given that corporations
invest substantial resources to change their corporate name, it is important to know if
these investments yield acceptable returns. A corporate nmame change could be per-
ceived negatively by the investment community due to: 1) the high cost of implement-
ing the name change, or 2) the sacrifice or loss of established name equity. (Name
equity refers to the inherent value of a recognizable name including all attributes as-
sociated with the name.) Alternatively, a corporate name change might signal a new
business strategy and drive by management and be perceived positively by investors.
Perceptions regarding corporate name changes should be reflected in stock price movements
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if the announcement of the name change provides new information about the firm.
However, if the name change conveys no new information, no share price reaction
should be observed.

Review of the Literature

Many prescriptive efforts related to corporate identity can be found in the litera-
ture ([1], [5], [6], [9], [10], [13]). Most of these hail the importance of corporate
identity and the importance of having relevant, recognizable, and memorable corpo-
rate names. Prior research into the wealth effects of corporate name changes suggests
that name changes are of little or no value to shareholders. Howe [7] found no share
price reaction to name change announcements. Karpoff and Rankine [8] found a posi-
tive 1.9 percent increase in shareholders’ wealth over the two days surrounding the
public announcement of a name change for a limited sample of 40 firms. Bosch and
Hirschey [2] also found that share prices react positively at the time of the public
announcement of name changes, however over the 21 day period surrounding the name
change, no significant wealth effect was observed. For their total sample of 79 firms,
they report a positive and significant share price response over the eleven day period
preceding and including the public announcement date, however this is reversed over
the ten day period following the name change announcement. Bosch and Hirschey
also partitioned their sample into 32 “major” and 47 “minor” corporate name changes
similar to our “complete” and “partial” categorization. Their results for “major” and
“minor” name changes are the same as for their total sample, i.e., a positive announce-
ment effect that is dissipated over the subsequent ten day period. More recently,
Ravichandran, Melicher, and Hearth [11] report positive two-day announcement returns
for a sample of 27 “major” (complete) name changes, however no significant differ-
ences in risk-adjusted stock performance were found between the one-year pre- and
post-name change announcement periods.

The existing evidence suggests that although the public announcement of name
changes is met with a positive share price response, the increase in value is not sus-
tained beyond a two-day announcement period horizon. To the contrary, the empiri-
cal results of this paper indicate that firms making complete name changes experience
a 3.2 percent increase in market value during the 21-day period surrounding the pub-
lic announcement. Modifications to an existing name however, have no effect on firm
value.!

1 Prior studies have used much smaller samples. This study contains 151 firms which almost
doubles the sample size of the next largest study by Bosch and Hirschey [2], which contained

79 firms.
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Although a 21-day cumulative share price response is not considered to be a long
term measure of performance, a 21-day window should be sufficient to capture inves-
tors expectations concerning the long-run impact of the name change.2 Our evidence
is consistent with the view that complete name changes act as a signal of commit-
ment to a new corporate strategy or as a positive net present value investment in a
new corporate identity.

Motivation for Corporate Name Changes

Although corporations change names for a wide variety of reasons, the underly-
ing motivations can be summarized into two overall categories; reactive and proactive.
Reactive name changes are the result of events which have already occurred such as
corporate restructuring, mergers, acquisitions, or diversification into new products or
markets. Although, these events may cause valuation adjustments, the name changes
should not, because they are reactive alignments with little strategic value. Name
changes made in response to past events should not affect market valuation since no
new information is conveyed to the market. In contrast, a substantial number of cor-
porate name changes are made for proactive reasons, i.e., the name change is made in
a deliberate attempt to create a new image or corporate identity. This can be viewed
as 1) a capital budgeting decision in which an investment is made to generate higher
future cash flows to the firm or 2) an information signal, whereby the name change
is a means of communicating a new strategy orientation or movement into new and
attractive business areas. A name change may be the right medium for communicat-
ing such a change if the firm does not wish to divulge their strategic plans to com-
petitors, yet management wants to convey to the market their favorable expectations
about future firm performance. If the name change is viewed as a value increasing
investment or as a positive information signal, then market values should increase at
the announcement of the change.

We categorize name changes into reactive and proactive categories depending on
whether the firm completely changed its name or only modifted an existing name. Of
the 92 partial name changes in our sample, 54 involve dropping a product from the
name. Examples of this are Melville Shoe Corp. to Melville Corp., American Gen-
eral Insurance Corp. to American General Corp., Lukens Steel Co. to Lukens Inc., Bic
Pen Corp. to Bic Corp., St. Regis Paper Co. to St. Regis Corp. These types of name
changes reflect past changes in corporate strategy such as the evolution from single
product companies to multi-product companies or to reflect recent diversification into
new products or services. The remaining 38 partial name changes can be described

2 Since event study methodology assumes that markets are efficient, any share price response
to new information about the firm should reflect the present value of all future cash flows that
investors expect as a result of the event. Thus, although we do not measure performance over
a long period of time, the 21-day window is sufficiently large to capture the abnormal returns
that reflect long-run expectations.
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as follows: 13 involve dropping a name from the name (e.g., Fischbach and Moore
Inc. to Fischbach Corp.), 13 involve changing product emphasis (e.g. Peoples Gas Co.
to Peoples Energy Co.), and 12 involve some type of restructuring (e.g., M.D.C. Corp.
to M.D.C. Holdings Inc.). These partial name changes appear to be reactive in na-
ture, reflecting past strategic actions and therefore, are not likely to convey any new
information to the market. Therefore, we hypothesize that partial name changes will
have a non-positive effect on equity value.

Alternatively, complete name changes appear to be for proactive reasons. Approxi-
mately one-half of the 59 complete name changes involved the creation of a “syn-
thetic” name where word fragments are combined to make new words. Often,
“synthetic” names are imagery names designed to convey valuable messages about the
benefits of a product, service, or company’s business. For example, United Airlines
new name, Allegis, was derived from “allegiance” (loyal) and “aegis” (protection). The
name was designed to convey the concept of longevity. In some cases synthetic names
are nonsense names which combine suffixes, prefixes, and other word fragments into
new words with no ostensible meaning (e.g., Acura). While nonsense names, by them-
selves, don’t communicate any valuable message about the company, they are more
likely designed to be short, catchy, and easily recognizable. Amoco, Citgo, and Exxon
are examples of this type of synthetic name. In our judgement, the underlying moti-
vation for adopting a “synthetic” name, whether a nonsense or imagery name, is to
create a new and different corporate image or identity. Firms that change their names
completely not only sacrifice existing name equity, but also are likely to incur heavier
advertising expenditures as these firms must publicize their new name. Rational man-
agers would not make these decisions if there were no clearly identified performance
benefits associated with these costs. Thus, these firms are more likely to be sending
stronger strategic signals than firms that make only minor adjustments to their name.
Since complete name changes appear to be made for proactive reasons, we hypoth-
esize that the announcement of complete name changes will increase shareholders’
wealth.

Methodology

Sample

A sample of firms that changed their name during the 1976-1987 period was iden-
tified from two sources; the Wall Street Journal Index and Moody’s Industrial and Bank
and Finance Manuals.3 Beginning in 1979, the WSJ Index has a section titled “Name
Changes”. Thus it was possible to identify all firms that had changed names during
the 1979-1987 period and for which an announcement was published in the Wall Street
Journal. To identify name changes that occurred in the 1976-1978 period, the section
in the Moody’s Manuals entitled “Additional Companies Formerly Included” was
searched. This section lists companies which appeared in previous editions of the

3 This period was chosen to provide a sufficient sample size and to ensure sufficient data avail-
ability from the 1989 CRSP tape.
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Moody’s Manual, but had been dropped in the current edition. This list indicates if a
company was dropped due to a name change and gives the year of the change. The
WSJ Index was then searched for the date of the public announcement of the name
changes, as well as for any other announcements occurring within plus or minus 10
days of the name change announcement. Firms whose name change announcements
were contaminated by any other news announcements within plus or minus ten days
of the name change announcement were eliminated from the sample. Additionally,
firms whose name change was associated with a merger were dropped from the sample.
Of the remaining firms, only companies whose shares are traded on the New York or
American Stock Exchanges were included in the final sample. This restriction enabled
us to use the CRSP (Center for Research' in Security Prices, University of Chicago)
Daily Returns File to obtain capital market data. This search yielded 151 firms to be
considered for analysis.4

Measurement and Study Design

The Market Model Residuals method is used to measure the stock price reaction
to public announcements of name changes. This empirical technique is used exten-
sively in the financial economics literature.5 This methodology measures the “abnor-
mal” stock price reaction to the announcement of a corporate event. Under the
assumption that the stock market is “efficient” in processing new information, the
abnormal return is a measure of the stock markets revaluation as a result of an unan-
ticipated news announcement.

4 The sample of 151 firms over a 12 year period seems small when compared to various busi-
ness publications that have reported over a thousand name changes every year since 1983. This
small sample size relative to the huge number of firms changing names results from the vari-
ous screening procedures we employed. First, the Wall Street Journal Index only publishes a
small fraction of the total name changes made in a given year. For example, in 1986 an ar-
ticle in the Wall Street Journal reported that a record 1,382 firms changed their name, yet in
the Wall Street Journal Index section on Name Changes, only 52 firms are listed.  Second,
use of the CRSP tapes limits the sample to only NYSE and AMEX firms. Third, as reported
in the Wall Street Journal, about half of all name changes are attributable to mergers and ac-
quisitions, and these have not been included in our sample. Finally, because of the well docu-
mented announcement effects, many firms whose name change announcements were contaminated
by other news announcements within plus or minus 10 days, were eliminated from the final
sample.

5 The strengths and weaknesses of this standard event study methodology are discussed thor-
oughly in two papers by Brown and Warner ([3], [4])-
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The market model relates the companies stock returns over time to the general
stock market returns using ordinary least squares regression. The market model is:

R]t_a ant"'e

where,

2, bj = OLS regression coefficients estimated with daily return data for each firm
in the sample for the 150 day trading period ending 20 trading days before
the event date, where day t = 0 is defined as the event date,

i"mt = The contemporaneous rate of return on the equally weighted market
portfolio on day t, {(t = -170 to -21)

i{jt = the rate of return of security j over day t, (t = -170 to -21)

éjt = residual error term of security j on day t (i.i.d. normal with mean zero and

constant variance).

Regression parameters obtained from the 150 day estimation period prior to the
name change are used to predict the expected return for each security in the sample,
or,

(RthRmt) = 3 + bijt

Abnormal return (AR) is the difference between the expected (forecasted) return

and the actual return for each security j on day t as follows,

The cumulative abnormal return (CAR) for each security j (CAR) is calculated
by summing the abnormal returns over the days in the event period undcr study, or,

CARJ- =§1 ARjt

For a sample of N securities, the measure of abnormal performance between the
two dates is given by the mean cumulative abnormal return,

CAR = llN i CARj
j=1
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In the absence of any abnormal performance, the expected value of the mean cu-
mulative abnormal return is equal to zero. To determine whether or not the mean cu-
mulative abnormal return is significantly different from zero, a Z-statistic is calculated.
The abnormal return for each firm is measured in the period surrounding the public
announcement of the name change. There are three potential times when information
about the name change becomes known to various market participants. Firms must
notify the stock exchange two weeks (10 trading days) prior to the name change. The
exchange then notifies member firms about the impending name change one week (5
trading days) prior to the name change. Finally, the firm typically makes a public
announcement (press release to Wall Street Journal) when they change their name.
Accordingly we examine the cumulative abnormal returns over several time periods
relative to day t=0, defined as the WSJ announcement date: 1) a two-day return from
day t = -1 to day t = 0, 2) a six-day return from day t = -5 to day t = 0, 3) an 11
day return surrounding the public announcement from day = -5 to day = +5 and 4) a
21-day return surrounding the public announcement from day = -10 to day = +10.

Analysis and Results

The results of the analysis are presented in Table 1. For the entire sample of
151 firms the 2-day mean cumulative abnormal return (MCAR) is positive, but not
statistically significant at the .10 level. The six-day MCAR is a positive 1.1 percent,
marginally significant at the .10 level (Z = 1.67).6

Table 1: Mean Cumulative Abnormal Returns (MCAR)
(Z-statistics in parentheses)

Sample Days -1,0 Days -5,0 Days -5,+5 Days -10,+10

Samp] ((1)'2% (}'cl',%’* (8'2?)’ ((1)'3%

ample . . . .

N p= 151)
Complete 0.9% 2.1% 2.5% 3.2%
Name Change (1.82)* (2.66)*** (2.75)*** (2.23)**
(N = 59)
Partial 0.5% 0.4% -0.8% 0.0%
Name Change (0.60) 0.02) (-1.52) (-0.70)
N = 92)

*P <.10

**P < 05

*++p ¢ ()

6 The results for the entire sample for the 2-day (not significant) and 6-day (significant) MCARs
suggests that the event date (Day = 0) may be misspecified. The information about the name
change appears to be capitalized when the exchange notifies member firms rather than when
announced in the Wall Street Journal.
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However, when we look at the two time periods surrounding the name change (Days
-5 to +5 and Days -10 to +10) we find no significant shareholder wealth effects.

When the sample is partitioned into complete and partial name changes the re-
sults are more dramatic. For the 59 firms who completely changed their names, the
two-day MCAR is 0.9 percent (Z = 1.82, statistically significant at the .10 level). The
six-day MCAR is a positive 2.1 percent (Z = 2.66, statistically significant at the .01
level). Moreover, looking at the time periods surrounding the name change announce-
ments, this positive valuation effect does not appear to be transitory. Share prices, on
average, increase by 2.5 percent (Z = 2.75) over the 11-day period from Day -5 to
Day +5 and by 3.2 percent (Z = 2.23) over the 21-day period from Day -10 to Day
+10. This positive market reaction is consistent with investors interpreting complete
name changes as a favorable signal of commitment to a new corporate strategy or as
a positive net present value investment in a new corporate identity.

In contrast, for the sample of 92 firms who made only minor modifications in
their names (partial name changes) we observe no abnormal share price performance
upon or surrounding the name change announcement. While a minor modification to
a corporate name could also signal a change in strategy, the results indicate that the
signal (if any) is very weak. More likely, partial name changes don’t provide any
new information to the market because they are reactive in nature, reflecting changes
in corporate strategy that have already taken place.

Looking at Table 2, the corresponding mean dollar abnormal returns are quite large
for the complete name change sample and negligible for the partial name change group.
Over the 21-day period surrounding complete name change announcements, firm val-
ues increase by $19.371 million, on average. In contrast, partial name changes have
no effect on firm value over the same 21-day period.

Table 2: Dollar Abnormal Returns
(In Millions of Dollars)

Sample Days -1,0 Days -5,0 Days -5,45 Days -10,+10

Entire $ 3.779 $ 6.928 $ 3.149 $ 83819
Sample

(N = 151)

Complete $ 5.448 $12.712 $15.134 $19.371
Name Changes

N = 59)

Partial
Name Changes

(N = 92) $ 3.228 $ 2.582 -$ 5.165 $ 0.000

*The mean dollar abnormal return is calculated by multiplying the mean market value of eg-
uity for a particular sample times the cumulative abnormal return for that sample.
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Conclusions and Implications

This research examines the strategic motivations and shareholder wealth conse-
quences of corporate name changes made by 151 firms over the period 1976-1987.
The empirical results indicate that complete name changes elicit a positive share price
reaction, while firms that only modify an existing name experience no change in share-
holder wealth. Although the reported results are only valid for a 21-day period sur-
rounding the name change announcement, this window should be sufficient to capture
investors long-term expectations regarding the impact of the name change. Our evi-
dence supports the view that corporate name changes can be an effective means of
signaling a new strategic emphasis. However, this effect is confined to firms that
completely change their names. Complete name changes require large expenditures
to change and advertise the new corporate name as well as the loss of existing name
equity. Thus, choosing to make a complete name change may reflect commitment by
managers to pursue a change in corporate strategy. Alternatively, the positive wealth
effects among the complete name change firms, could also be interpreted as a posi-
tive net present value investment resulting from a new corporate identity that is ex-
pected to generate higher future cash flows to the firm.
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