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Why Brand Value and Why Now? 
 

Amid market volatility, companies with strong brands merit 
an allocation in investors’ portfolios. 
 
Time and again, companies with strong brand recognition have enjoyed continued 
investor interest in the face of market and economic uncertainties, for the simple reason 
that people tend to stick with familiar names, especially during periods of heightened 
market volatility.  
 
Valuation adds to the appeal of companies with strong brands. When markets are volatile, 
they present opportunities to invest in potentially undervalued, strong brands, and those 
offering attractive underlying fundamentals and dividend yields.  

In the current market environment, it may be time to consider the Brand Value Index 
(.BVAL). By occupying the less volatile part of investors’ portfolios, the Index may provide 
the stability investors seek in an uncertain market. Focused on undervalued, large-cap 
companies with strong brands, the Brand Value Index offers capital appreciation potential 
over the long term while also offering dividend income.  

Case Study: Considering Strong Brands When They Are 
Undervalued 
So why invest in Brand Value now? It is important to note that market conditions and 
short-term, company-specific factors may drive an undervaluation of strong brands. 
Undervaluation occurs when the gap between a company’s brand value and market value 
widens, thus creating an opportunity for investors to exploit.  
 
By focusing on potentially capturing return when those values converge, the Brand Value 
Index aims to enhance return and enable investors to own powerful but undervalued 
brands on a timely basis. Companies selected for the Brand Value Index exhibit brand 
strength, but have underperformed the market (i.e., are cheap relative to the market) and 
have a positive return on invested capital.  
 
The Brand Value Index had a weighted average price-to-earnings (p/e) ratio, a valuation 
measure, of 14.6x versus 17.1x for the S&P 500 TR Index as of 12/31/2018, and also 
compares favorably relative to other major market indices as demonstrated in the table in 
Figure 1. 
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Figure 1 
Weighted Average Valuation Metrics and Dividend Yields for Select 
Large-Cap Indices  

P/E  P/CF  P/B  P/S  Div Yld%  

EQM Brand Value Index  14.6 9.2 3.4 1.4 2.7 

S&P 500 TR Index  17.1 11.3 3.0 1.9 2.2 

Russell 1000 Index  17.5 11.3 3.4 1.9 2.7 

Russell 1000 Value Index  14.9 9.0 1.9 1.4 2.8 

 
Source: Bloomberg, as of 12/31/18 
 
Consider the case of technology firm International Business Machines (IBM), one of the 
holdings in the Brand Value Index. IBM’s P/E stood at 7.9x as of 12/31/2018. 
 
Underappreciated by the market for much of the past several years, IBM rose as much as 
10% in late January after the company announced its 2019 earnings forecast and fourth 
quarter 2018 earnings results beat analyst estimates.1   
 
According to Morgan Stanley analysts, IBM’s fourth quarter 2018 was its “cleanest quarter 
in years” on the back of a stronger-than-expected rebound for software and services after 
a weak third quarter. Analysts raised estimates for IBM’s 2019 earnings-per-share due to 
better-than-anticipated organic software and services revenue growth and operating 
leverage, along with a gain-on-sale of assets that made up for lost profit and additional 
restructuring costs. The analysts also cited strength in software, analytics and services 
focused on hybrid cloud and digital strategy.2 
 
Moreover, IBM stands to benefit from its acquisition of open-source software maker Red 
Hat in January 2019. Red Hat’s intangible book value, associated with its brand and 
intellectual property, will now be valued on IBM’s balance sheet.  
 
 

                                                            
1 Source: Bloomberg, “IBM Soars as Morgan Stanley Hails ‘Cleanest Quarter in Years’ 1/23/2019 https://www.bloomberg.com/news/articles/2019‐
01‐23/ibm‐soars‐as‐morgan‐stanley‐hails‐cleanest‐quarter‐in‐years 
2 Source: Bloomberg, “IBM Soars as Morgan Stanley Hails ‘Cleanest Quarter in Years’ 1/23/2019 https://www.bloomberg.com/news/articles/2019‐
01‐23/ibm‐soars‐as‐morgan‐stanley‐hails‐cleanest‐quarter‐in‐years 
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Dividends: The Smart Way to Ride Out Equity-Market Volatility 
Even during times of market volatility, investors can take steps to manage portfolios to 
mitigate possible downside and short-term market uncertainties. One way to do this is to 
favor dividend-paying stocks.  
 
According to a Financial Analysts Journal article, “What Difference Do Dividends Make?” 
high-dividend payers had the least risk, yet have returned more annually than do non-
dividend payers. The article pointed to data showing high-dividend paying stocks had half 
the volatility of no-yield stocks.  
 
The article’s authors examined data from 1962 to 2014, grouping stocks into four 
categories by average dividend yield: no dividends (0% average yield), low dividends 
(1.6% average yield), high dividends (4.3%) and extreme dividends (9.5%).3 
 
 
 
 
 

Even during times of market volatility, 
investors can take steps to manage portfolios 

to mitigate possible downside and 
short-term market uncertainties. 

 
 

As depicted in Figure 1, holdings in the Brand Value Index exhibited a higher average 
dividend yield of 2.7% compared with the S&P 500 Index yield of 2.2% as of 12/31/2018.  
 
Dividend Aristocrats, S&P 500 Index constituents that have paid increased dividends for 
25 consecutive years, have historically been a defensive trade during market sell-offs. 
From 1990 to 2018, there were six years when the S&P 500 Index experienced negative 
returns. During those years, the Dividend Aristocrats outperformed, on average, by 13.3% 
(Figure 2). 
 

 

                                                            
3 Source: Financial Analysts Journal Volume 72, Number 6, 2016 CFA Institute “What Difference Do Dividends Make?” by C. Mitchell Conover, CFA, 
CIPM, Gerald R. Jensen, CFA and <arc W. Simpson, CFA  
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Figure 2 
Dividend-Paying Stocks: Defensive Trade During Down Years  
 

Year S&P 500 Dividend 
Aristocrats S&P 500 TR Index Difference 

1990 5.7% -3.1% 8.8% 
1991 38.5% 30.5% 8.0% 
1992 10.1% 7.6% 2.5% 
1993 4.3% 10.1% -5.8% 
1994 0.9% 1.3% -0.4% 
1995 34.6% 37.6% -3.0% 
1996 20.9% 23.0% -2.1% 
1997 35.5% 33.4% 2.1% 
1998 16.8% 28.6% -11.8% 
1999 -5.4% 21.0% -26.4% 
2000 10.1% -9.1% 19.2% 
2001 10.8% -11.9% 22.7% 
2002 -9.9% -22.1% 12.2% 
2003 25.4% 28.7% -3.3% 
2004 15.5% 10.9% 4.6% 
2005 3.7% 4.9% -1.2% 
2006 17.3% 15.8% 1.5% 
2007 -2.1% 5.5% -7.6% 
2008 -21.9% -37.0% 15.1% 
2009 26.6% 26.5% 0.1% 
2010 19.4% 15.1% 4.3% 
2011 8.3% 2.1% 6.2% 
2012 16.9% 16.0% 0.9% 
2013 32.3% 32.4% -0.1% 
2014 15.8% 13.7% 2.1% 
2015 0.9% 1.4% -0.5% 
2016 11.8% 12.0% -0.1% 
2017 21.7% 21.8% -0.1% 
2018 -2.7% -4.4% 1.7% 

 

Average Outperformance in Down Years:     13.3% 
 

 Down Years                                  Source: Bloomberg 
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Brand Value Index: Own Undervalued, Strong Brands  
Given today’s market environment, rife with macroeconomic and geopolitical 
uncertainties, Brand Value can be the less volatile part of investors’ portfolios.  
 
Through the Brand Value Index (.BVAL), investors can gain access to undervalued, 
strong brands, identified and selected through qualitative and quantitative metrics. The 
EQM Brand Value Index holds U.S. large-cap companies and ADRs whose share prices 
have not reflected the true worth of their brands. The Index applies a qualitative and 
quantitative approach to analyzing potentially undervalued large-cap brands.  
 
See White Paper:  Investment Case for Brand Value 
 
 
Conclusion 
 

While owning strong brands makes sense as an integral part of investors’ well-diversified 

portfolios, today’s market volatility can present a compelling opportunity for investors 

seeking undervalued, large-cap brands with the potential to generate alpha and dividend 

income over the long term. 

 

 

    EQM INDEXES 

EQM Indexes LLC is a woman-owned firm dedicated to creating and supporting innovative 
indexes that track growth industries and emerging investment themes. Co-founded by Jane 
Edmondson, a former Institutional Portfolio Manager with more than 25 years in the investment 
industry, our index design expertise spans a wide range of asset classes and financial 
instruments. 

We partner with issuers and work jointly with other index firms to provide benchmarks for 
Exchange Traded Products (ETPs) such as Exchange Traded Funds (ETFs), Exchange Traded 
Notes (ETNs), and other similar products. EQM Indexes LLC also assists firms on a fee basis to 
design and implement their index ideas. 

EQM Indexes does not offer investment advice, nor offer the sale of securities. 

 



 

      

 

6 

IMPORTANT DISCLOSURES 

EQM Indexes, LLC (“EQM Indexes”) is a woman-owned firm dedicated to creating and supporting indexes 
that track growth industries and emerging investment themes. Co-founded by Jane Edmondson, a former 
Institutional Portfolio Manager with more than 25 years of investment industry experience, EQM Indexes’ 
index designs spans a wide range of asset classes and financial instruments. EQM Indexes does not 
provide investment advice, nor offer the sale of securities, but does partner and receive compensation in 
connection with licensing its indices to third parties to serve as benchmarks for Exchange Traded Products 
(“ETPs”) such as Exchange Traded Funds (“ETFs”), Exchange Traded Notes (“ETNs”), and other similar 
products. All information provided by EQM Indexes is impersonal and not tailored to the needs of any 
person, entity or group of persons. 

The EQM Brand Value Index utilizes a proprietary methodology that seeks to provide exposure to brand 
companies whose intangible brand assets have not been fully appreciated by the market. The index holds 
U.S. companies and U.S. exchange-traded ADRs with a minimum market capitalization of $1 billion. The 
index methodology is rules-based and equally weights the top 50 companies exhibiting both a discount of 
brand and intangible asset value to market capitalization and a positive return on invested capital (ROIC). 
The index is rebalanced on an annual basis. 
 

DEFINITION OF TERMS 

Alpha:   The excess return of an investment relative to the return 
benchmark index 

Dividend Yield:    Dividends per share divided by price per share 

Earnings Per Share:   The portion of a company's profit allocated to each share of 
common stock 

Price/Book:   Price per share divided by book value per share 

Price/Cash Flow:   Price per share divided by cash flow per share 

Price/Earnings:   Price per share divided by earnings per share   
   

Price/Sales:   Price per share divided by sales/revenues per share 

 

Return on Invested Capital:  Net income minus dividends divided by total capital;  
     used to assess a company's efficiency at allocating   
     the capital under its control to profitable investments. 

 

About Exponential ETFs  
Exponential ETFs offers exchange traded funds in partnership with select asset managers. These managers 
are chosen for their ability to utilize differentiated approaches to investing that seeks to provide superior 
results for investors. Backed by over 30 years of ETF industry expertise, Exponential ETFs are built and 
managed using the industry’s best practices, and are overseen by an experienced product management team 
and an industry leading capital markets infrastructure. Exponential ETFs is wholly owned by ACSI Funds.  
 

About Brandometry  
Brandometry helps investors know when to hold strong brands. The Brand ValueIndex uses Brand Strength 
signals in the numerator and Market Value in the denominator to determine when to hold strong and familiar 
US companies that are undervalued in the market. The Index uses a rules‐based methodology to identify 
strong brands that maintain brand equity value not reflected in share price. 


