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Abstract

News of extensions can cause stock price movements in the parent brand. Marketers extend brands into areas that vary in
how typical they are of the parent brand. The degree of extension typicality can be an important cue for investors in their
performance expectations of the brand. Integrating insights from Categorization Theory, Behavioral Finance, and Berlyne’s
Two-Factor Theory, the authors argue that the impact of typicality on investor reactions depends upon the level of market
exposure to a particular brand extension. Our study emphasizes that firms should take critical marketing actions to influence
the buzz around the launch, depending on the extension’s typicality level. The results support our hypotheses. Particularly
interesting is the finding that more atypical extensions become acceptable the greater market exposure to them (through

marketing efforts as advertising and public relations).

Keywords Branding - Corporate brand extension - Marketing—finance interface - Event study

Introduction

Sony launched a Virtual Reality device in 2017 (Time 2017).
This new product category could be considered typical of
the brand considering its consumer electronics-related asso-
ciations developed over many years. Recently, Sony also
announced the launch of its new car brand in collaboration
with Honda—Afeela—expected to be available in the market
in 2016 (The Verge 2022a, b). Sony’s decision to introduce
a new brand name for the new category could be interpreted
as perceiving risk of brand dilution had they proceeded with
a brand extension rather than a new brand name.

Sony’s branding choice is relevant to all stakeholders,
including financial ones. As Sony seemingly assumes, will
having a more typical brand extension produce greater finan-
cial returns (as in the case of the Virtual Reality device) than
an atypical extension (as in the electric car category)? Does
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that assumption hold in all contexts, especially regarding
marketing support provided to the extension? More specifi-
cally, would the increased risk that an atypical brand exten-
sion brings be compensated by greater financial returns?
Finally, can this impact be influenced by marketing actions?

Compared to the extensive work on consumer and market-
level consequences of brand extensions (for recent examples,
see Eggers and Eggers 2022; Mathur et al. 2022), the finan-
cial consequences of brand extensions remain less explored
(see Kovalenko et al. 2022 for an exceptionl; Swaminathan
et al. 2022 for a recent review on brand actions and their
financial consequences). The difficulty in linking marketing
actions like brand extensions to firm value makes the contri-
bution of branding activities to the bottom line ambiguous.
Hence, proving marketing’s worth at the C-Suite is prob-
lematic (e.g., Hanssens and Pauwels 2016). This uncertainty
follows naturally from firm value being calculated at the

! Kovalenko et al. (2022) look at the antecedents and consequences
of branding decisions by developing a comprehensive conceptual
framework based on the marketing strategy literature and testing it
empirically. Our paper is differentiated from theirs in that we inte-
grate consumer behavior and behavioral finance theories and focus
exclusively on feedback effects to the parent brand arising from
extension typicality. Further, our research postulates the mechanisms
underlying potential marketing actions which may influence their
effectiveness for different levels of extension typicality.
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corporate level with no easy way to measure the contri-
bution to firm value of different products and brands. We
seek to contribute to this critical gap by capitalizing on the
advantage of corporate brands having the same brand name
between the brand at higher (corporate) levels and lower
(product/service) levels. We examine three such corporate
brands in different sectors, Sony, Ralph Lauren, and Virgin,
their extensions into new product/service categories, and
the impact on investors of the typicality of these extensions.

Our emphasis on typicality is motivated by the brand
extension literature. This literature has evolved from its ear-
lier emphasis on “fit” toward understanding under what con-
ditions (Chun et al. 2015) and when (Parker et al. 2018) dis-
tant (“low fit”) brand extensions should be introduced. The
existence of successfully diversified brands such as Virgin,
Samsung, General Electric, and 3M has provided momen-
tum to the decreasing preoccupation with levels of fit.

Our central construct—typicality—is related to the con-
cept of fir. Hence, the brand extension literature findings
have great implications for our research. We define typicality
as the degree to which an extension category is considered
representative of the brand associations rather than the level
of “fit” only between the parent and extension categories.>
Our definition is similar to the consideration of the role of
brand-specific associations in Broniarczyk and Alba (1994).
However, our definition differs from the brand-specific asso-
ciations in Broniarczyk and Alba (1994) in that we con-
sider the totality of all category-specific and brand-specific
associations in judging whether a new extension is typical
of the brand. Hence, all potential marketing activities (e.g.,
public relations activities of outspoken CEOs such as Rich-
ard Branson for Virgin) that add to the brand associations
are implicitly incorporated into the measurement of typical-
ity, not only category-related ones. In addition, we consider
the build-up of these brand associations over time rather
than comparing between (only) the parent brand and one
extension.

This paper proceeds as follows. “Conceptual develop-
ment” section explains our conceptual framework. “Sample
and methodology” section describes the data and method-
ology. “Results” section presents our results, and “Conclu-
sion” section concludes this study.

2 Previous research has found typicality to be related to the construct
of familiarity (e.g., Nedungadi and Hutchinson 1985). The more
familiar is an object, the more it will be judged as being typical. We
recognize that within our framework, the more typical the consid-
eration of an extension will be related to how familiar the consum-
ers are to that particular business line of the brand. However, given
the innate relatedness of both constructs, we judge this relation to be
natural.
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Conceptual development
Financial consequences of brand extensions

Determination of brand equity is a complex endeavor.
Non-financial market measures of a brand have shortcom-
ings, such as inherent subjectivity and lack of theoreti-
cal underpinnings. Aaker and Jacobson (2001) proposed
that current-term accounting measures such as ROI and
earnings cannot appropriately reflect firm value because
they do not reflect the benefits of investing in intangible
assets such as brands. A defining characteristic of brand
assets (e.g., brand equity) is inherently slow-moving and
not immediately visible (Srinivasan and Hanssens 2009).
A well-managed brand’s equity changes are usually too
slow to manifest on a firm’s bottom line. For these rea-
sons, stock returns have been a gold standard metric for
assessing branding’s impact on the firm (Srinivasan and
Hanssens 2009).

Determining how brand extensions add to or subtract
from the parent brand is an equally challenging endeavor
because it is unclear how to separate the values of differ-
ent brands and brand extensions from the total firm value.
Due to this difficulty, there is a paucity of research on brand
extensions at the financial level.

This study follows the spirit of Srinivasan and Hanssens
(2009), who highlight the importance of investors’ reac-
tions to changes in essential marketing assets and actions
that have the potential to change the outlook on the firm’s
cash flows. For this purpose, we focus on integrating rel-
evant behavioral decision theories (applied to behavioral
finance) and information processing-based theories.

Representativeness bias

People often take mental shortcuts in complex decision-
making rather than lengthy analytical processing (Yates
1990). One of these shortcuts is the representativeness
bias, the tendency to attribute one characteristic to imply
another under bounded rationality (Tversky and Kahne-
man 1974). Representativeness bias makes people form
quick opinions, a kind of “stereotypical” thinking (Shefrin
2008). Representativeness bias holds that “people expect
samples to be highly representative of their parent popu-
lations” (Tversky and Kahneman 1981, p. 2). Shafir et al.
(1990), building on the work of Tversky and Kahneman
(1981) on representativeness bias, show that “the judged
probability that an instance belongs to a category is an
increasing function of the typicality of the instance in the
category” (p. 229).
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Typicality effects

Research conducted in cognitive psychology has shown
that categories have graded structures (Lingle et al. 1984).
People perceive members or natural object categories
(such as birds, vehicles, and trees) and goal-derived cat-
egories (such as belongings to save from one’s house in
case of a fire) to demonstrate variance in their representa-
tiveness or typicality of the category. Research by Mervis
and Rosch (1981) has shown that, as category members
become more typical, they are “(1) named first in free
recall or category instances, (2) classified faster than less
typical instances, (3) classified with fewer errors, (4)
learned more rapidly as a category member, (5) used as
cognitive reference points in comparisons....” (Loken and
Ward 1987, p. 3). Thus, it is unsurprising that typicality
should also impact the relationship between extensions
and dilution effects on the parent brand.

Fluency: mechanism behind typicality effects

Research has shown that people prefer typical stimuli over
less typical ones in various research domains. The concept
of fluency explains the mechanism behind typicality’s posi-
tive effects (e.g., Reber et al. 2004). Fluency can be defined
as the cognitive ease experienced by people as they process
a stimulus (Schwarz 2004). Fluency has been shown to elicit
positive affect for diverse stimuli. Following fluency theory,
the argument could be made that typical extensions would
bring about greater fluency in their processing and, conse-
quently, more trust and positive affective attitudes toward
the parent brand. Ultimately, we expect investors to exhibit
higher confidence in the parent brand and drive up the stock
price, thereby creating abnormal returns.

The moderating effect of increasing exposure levels

Klink and Smith (2001) showed that increased exposure to
brand extension information generated more positive rat-
ings of low-fit brand extensions than one-time-only exposure
settings in the prior brand extension research. Similarly, we
expect that exposure will moderate the effect of typicality
on abnormal returns. We use Berlyne’s two-factor theory
(1970)—frequently used by marketing scholars, e.g., Anand
and Sternthal (1990)—to explain exposure effects.

In particular, initial exposure leads to increased positive
reactions toward the stimulus based on greater habitua-
tion, whereas further exposure increases the tedium pro-
cess with its negative consequences. Therefore, we expect
that typical brand extensions would generate more positive
abnormal returns at lower public exposure levels. Greater
atypicality would result in more positive abnormal returns
at higher exposure levels. We expect these results due to

the positive effect of increased habituation (for atypical
extensions) and the negative effect of tedium (for typi-
cal extensions) for higher exposure levels. Thus, formally
stated:

Hypothesis 1 Exposure moderates the impact of extension
typicality on abnormal returns.

Hypothesis TA At lower exposure levels, extension typical-
ity leads to higher abnormal returns.

Hypothesis 1B At higher exposure levels, extension atypi-
cality leads to higher abnormal returns.

This study conceptualizes exposure as the level of inves-
tor exposure to the news of a brand extension before making
an investment decision. Exposure could be operationalized
as public interest and buzz around a brand extension launch
within our applied context. This level of excitement around
the launch of the brand extension can be measured through
a proxy variable of online search activity.

Sample and methodology
Sample

We focused on three companies that introduced their new
products/services as corporate brand extensions, i.e., using
the same brand name for all offerings. These three compa-
nies had varying levels of brand breadth (ranging from Sony,
which is highly focused on consumer electronics, to Virgin,
which is present in a wide range of unrelated activities).
Ralph Lauren is situated in the middle of the “brand breadth
spectrum” between Sony and Virgin, a luxury-oriented life-
style brand in areas such as haute-couture fashion, watches,
jewelry, and chocolate, among others. All three operated in
a mixture of both product and service markets. Included in
our sample were all events (i.e., corporate brand extensions)
in the time frame when the parent companies were publicly
traded.

Methodology

“Event study”” methodology assesses investors’ expectations
regarding the financial consequences of brand extensions.
Fama et al. (1969) pioneered event studies that measure the
change in stock price (i.e., the change in market expectations
of firm value) related to the release of new information. The
method has been used widely to gauge the effects of various
events, such as announcements of earnings, dividends, stock
splits, and changes in regulatory and accounting practices.
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The impact of marketing events has also been the sub-
ject of event study analysis (Chaney et al. 1991; Horsky
and Swyngedouw 1987; Jarrell and Peltzman 1985; Simon
and Sullivan 1993). Due to its widespread use, the method-
ology of event studies has become relatively standardized.
Our study will closely follow the established conventions
of event studies (Brown and Warner 1980, 1985; Schwert
1981).

In the instance of an event, the market rapidly achieves
a consensus about the security price. Under the market
efficiency hypothesis, the estimated abnormal or excess
stock return is an unbiased estimate of the event’s future
earnings (change in market value) (Malkiel and Fama
1970; Fama 1991). The excess or abnormal stock return
calculates the difference between the actual (realized)
return and the return that would have occurred had the
event not occurred. Empirical research supports this
assumption of financial theory that investors will (1)
quickly integrate the implications of the brand extension
announcement into their estimations, (2) predict long-term
cash flows from the revenue and cost sides, (3) buy or
sell depending on their expectation of the future value
of the stock and whether the price is currently too low or
too high. In this way, the change in stock price following
the brand extension announcement provides an unbiased
estimate of what investors expect the firm to generate in
future long-term earnings.

Excess stock market return
Market expectations of the discounted value of the firm’s

future cash flows are reflected in the price of a security,
that is,

r=3 () e,

=t

where P, is the stock price at the time, X, is the net cash
flow at period 7 , and r is the appropriate discount rate for
the market expectation of the firm’s future cash flows. When
an event occurs, the market rapidly assimilates its financial
implications into the security’s price. After controlling for
the expected movement in the stock price and given mar-
ketwide fluctuations, the percentage change in the price of
the stock surrounding an event or an announcement, that is,
R,= (P, — P,_))/P,_,, reflects market expectations of the
long-term financial impact of the event.

Due to market efficiency, the abnormal or excess stock
return is an unbiased estimate of the future earnings (change
in market value) generated by the event (Malkiel and
Fama 1970; Fama 1991). Abnormal or excess stock return

¥

measures the difference between the actual and expected
returns had the event not occurred.

We use the market-adjusted return method to derive
abnormal returns within this study. The Market-adjusted
return (MAR) for each firm i and day ¢ measure the degree
of deviations of stock returns from the market index as the
abnormal return.

MARi,z =R;, - RM,-,z'

We use 21 days for the event window (10 days before and
after the determined event date), informed by the following
considerations:

Although shorter event windows, such as the 11-day
event window, are more common in the event study lit-
erature (Holler 2014), we believe the 21-day event win-
dow to be more appropriate for our research context. First,
one reason for the prevalent use of shorter event windows
is the emphasis on when the market reaches efficiency,
defined as the point after which past information no longer
predicts future price movements. While this focus helps to
determine a minimum event window, Krivin et al. (2003)
argue that it does not necessarily define the appropriate
end of the window. For example, while Busse and Green
(2002) show settlement effects within 15 min, their results
also point to significant price reactions 10 days later.

Second, the main concern with longer event windows is
that confounds are more likely to bias the results. In our
study, because the extensions are unique and numerous, it is
unlikely that there exist confounds that bias our results sys-
tematically. Further, when the market fully incorporates that
news into the stock price remains unknown due to potential
leakage of the news. In these situations, a longer event win-
dow is considered more appropriate.

Finally, atypical extensions may need more time to show
abnormal effects as larger surprises take longer for the mar-
ket to process (Krivin et al. 2003). In unreported regressions,
we observe that event effects get stronger for atypical exten-
sions as the event window progresses, which is very com-
mon in studies using longer event windows (e.g., Lehman
and Schwerdtfeger 2016).

Model

To test our hypotheses, we regress the dependent variable
of abnormal returns against the typicality of the extensions
(in terms of the parent brand) and the online search figures
(of the parent brand):

AR;, =Typicality; + Online Search,,
+ Time Counter Relative to Event;,

+ Typicality; * Online Search;, + €,,.
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Fig. 1 Survey-Typicality of
Categories of the Sony brand.
Please rate the following brand
extension categories on how
typical of the Sony brand image
you think they are, with 1 being
most atypical and 7 being most
typical

Electric SUVs
Material made from
recycled surplus
biomass

Global Educational
products

Virtual Reality devices

Credit card settlement
services

Life insurance
Content creator for TV
Medical equipment
Notebook computers
Televisions

Tablets

Smart Eyeglasses
Virtual Reality System
Internet TV

Cellphones

Dependent variable

Abnormal returns We used the Wharton Research Data
Services (WRDS) to access historical stock prices and the
“Event Study by WRDS” module to estimate the event stud-
ies, using the “Market-Adjusted Return model” within the
New York Stock Exchange (NYSE) and the Tokyo Stock
Exchange (Tosho).?

Independent variables

Typicality To judge the typicality of each brand exten-
sion, we surveyed U.S. participants (50 responses for each
set of brand extensions of the three firms) on the academic
research platform PROLIFIC to get representative aver-
age typicality scores for each brand extension. The survey
instrument was adapted from Loken and John’s (1993)
study. It included questions on how representative the par-
ticipants felt each product/service extension category was
of the three brands examined (Sony, Ralph Lauren, Virgin).

3 Sony is publicly traded on the Tokyo Stock Exchange (Tosho).
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The extensions’ degree of typicality was judged on a scale
of 1 to 7 (see Fig. 1). The survey was run with the follow-
ing pre-screening criteria to restrict the sample to (1) U.S.
Nationals who reside in the U.S., (2) 20-70 years of age, (3)
above 85% acceptance rate by other researchers for previous
studies in which the respondent participated, (4) has previ-
ously undertaken investment activities.*

Level of exposure This construct was operationalized
through the proxy of online (Google) search corresponding
to the time relative to the event (the extension launch news.).
We used the online search proxy based on the assumption
that online search represents the public interest and higher
levels of public interest capture higher exposure to an idea
(e.g., a brand extension).

* Prolific allows us to set the pre-screening criteria of “investment
experience” but not the quantity of the investment. It is expected that
these are generally investors of small magnitude due to their partici-
pation in the PROLIFIC platform. We chose to use this pre-screening
criteria because even small investors are likely to develop analytical
abilities regarding events such as brand extensions.
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Event time counter This variable runs from — 10 to 10, with
0 equal to the event date.

Empirical analysis
Determinants of abnormal returns

Using regression analysis, we studied the determinants of
abnormal returns. Because we expected that news of the
corporate brand extension would reach investors on differ-
ent dates within the event period of 21 days, we used panel
regression (a combination of the different extension news
event cross-sections and the time series of the calendar date
relative to the event day).

In order to account for possible problems with heteroske-
dasticity and collinearity, we used a split-sample weighted
least squares approach.’ The split-sample approach is a prev-
alent method used to detect interaction effects by examining
the coefficient of the variable of interest (typicality) at low
versus high levels of the moderator (level of exposure). In
addition, weighted least squares resolves potential heteroske-
dasticity by weighing each observation according to its vari-
ance level. Specifically, we used the Stata command “vwls.”
This function differs from ordinary least squares (OLS)
regression in not assuming homoskedasticity and requiring
the conditional variance of the dependent variable to be esti-
mated prior to the regression. Once these conditional vari-
ances are estimated, variance-weighted least squares regres-
sion uses this estimated variance as the true variance when
computing coefficient standard errors. (StataCorp 2005).

Results

Consistent with H1A and H1B, all three companies inves-
tigated show a sign switch from higher typicality (for lower
exposure levels) to atypicality (for higher exposure levels),
leading to greater positive abnormal returns. As predicted
by H1A, for lower exposure levels, the coefficients for
typicality for the respective companies are (f=0.0014%%*,
p <0.05) for Sony, (=0.0004, p>0.1) for Ralph Lauren,
and (#=0.0266***, p <0.001) for Virgin. Supporting HI1B,
for higher exposure levels, the coefficients for typical-
ity for the examined firms are (f=0.0021*%** p <0.001)

> There is a possible endogeneity problem in that typicality and/or
exposure levels could be dependent on abnormal returns. We tested
that within our model using the Hausman—Wu Test for endogeneity.
This test did not detect improved efficiency for an instrumental-vari-
able model versus our model, and hence we were able to rule out any
endogeneity concerns.
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for Sony, (f=— 0.0046, p <0.001) for Ralph Lauren, and
(f=-0.0057, p>0.1) for Virgin (Tables 1, 2).

Conclusion

There is little research on the impact of brand extensions
on financial returns within the brand extension literature.
In addition, the consumer behavior theory used in brand
extension research logically applies to investor behavior,
yet these theories have not been applied in a financial con-
text. The contribution of our study is to provide a theoretical
explanation and empirical validation of the impact of brand
extension typicality on investor behavior. We find that this
impact depends on the level of brand extension exposure
to investors, as evidenced by online search figures. Specifi-
cally, the typicality of corporate brand extensions matters,
but its effect on abnormal returns can be positive or negative,
depending on the extent of exposure to investors.

Our work builds on that of Lane and Jacobson (1995),
which focuses on brand attitude and brand name familiar-
ity as moderators of the financial impact of brand exten-
sions. Other related work includes Rao et al. (2004) and
Hsu et al. (2016), which focus on the financial implications
of brand architecture strategies. In particular, Hsu et al.
(2016) address the brand dilution risk of having a family
or master branding strategy, stretching a brand over diverse
product categories. The present study expands on the direc-
tion proposed by these papers, significantly contributing to
the literature stream of the financial consequences of brand
leveraging.

Our findings support the findings of Kovalenko et al.
(2022), who find that brand extensions produce sub-optimal
financial results when firms launch an innovative or low-fit
new product. Our study also concludes that higher typicality
(for low exposure settings) produces superior results. How-
ever, we add to the findings of Kovalenko et al. (2022) by
showing that the level of exposure moderates the financial
effect of extension typicality.

A direct managerial implication of this study is that there
should be a greater focus on marketing communications for
atypical extensions than for typical ones. Indeed, the exten-
sion no longer benefits from positive consumer and investor
associations from the parent. Thus, the brand needs to make
additional marketing communications efforts to turn a nega-
tive typicality effect into a positive one.

Our study’s findings suggest several potential directions
for future research. While we have examined three differ-
ent sectors to test our hypotheses, additional empirical work
is needed to explore conditions under which the typicality
effect is stronger vs. weaker. Notably, we have examined
three firms with offerings in both product and service cat-
egories. Future research may examine the situation for
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Table 1 Descriptive statistics

Event date Abnormal return Typicality Online search
Sony
1-Apr-04 Mean —0.0029 2.60 64.44
Financial services SD 0.0158 16.55
Min —0.0267 0.00
Max 0.0258 74.00
1-Sep-06 Mean —0.0006 2.53 85.52
Payment services SD 0.0092 4.49
Min —0.0182 79.00
Max 0.0210 95.00
12-May-10 Mean — 0.0006 2.53 85.52
Internet TV SD 0.0092 4.49
Min —0.0182 79.00
Max 0.0210 95.00
31-Aug-11 Mean —0.0036 4.46 89.38
Virtual reality device SD 0.0159 3.43
Min —0.0332 83.00
Max 0.0247 97.00
16-Sep-11 Mean —0.0051 4.35 85.26
Tablet SD 0.0151 321
Min —0.0332 82.00
Max 0.0226 96.00
10-Mar-15 Mean —0.0009 3.72 87.43
Smart eye glass SD 0.0190 2.98
Min —0.0362 82.00
Max 0.0469 94.00
8-Mar-16 Mean 0.0059 3.54 86.60
Education platform SD 0.0177 2.89
Min —0.0242 82.00
Max 0.0391 94.00
13-Oct-16 Mean —0.0026 4.28 84.30
Virtual reality system SD 0.0096 2.36
Min —0.0210 79.00
Max 0.0149 88.00
Virgin
7-Dec-09 Mean —0.0019 3.35 75.81
Formula 1 racing SD 0.0162 7.91
Min —0.0393 61.00
Max 0.0204 91.00
9-Aug-10 Mean 0.0020 3.33 83.90
Film production SD 0.0182 6.61
Min —-0.0314 72.00
Max 0.0415 96.00
31-May-12 Mean —0.0060 2.96 79.62
Purified water SD 0.0488 9.18
Min —0.0902 70.00
Max 0.1088 100.00
21-Aug-12 Mean 0.0011 2.62 82.90
Healthcare SD 0.0081 5.20
Min —0.0131 77.00
Max 0.0130 95.00




B. Sezen, D. Hanssens

Table 1 (continued)

Event date Abnormal return Typicality Online search
Ralph Lauren
1-Feb-07 Mean — 0.0006 2.78 45.10
Home accessories SD 0.0106 7.89
Min —0.0204 31.00
Max 0.0227 59.00
5-Mar-07 Mean 45.0952 3.78 51.52
Watches and jewelery SD 7.8924 12.82
Min 31.0000 28.00
Max 59.0000 75.00
6-Aug-14 Mean 0.0047 2.76 68.38
Clothes line for women SD 0.0065 8.33
Min —0.0074 58.00
Max 0.0150 90.00
27-Aug-14 Mean 0.0030 3.46 64.71
Biometric shirt SD 0.0073 8.39
Min —0.0081 53.00
Max 0.0229 90.00
10-Sep-14 Mean — 0.0004 2.99 75.05
Restaurant SD 0.0089 10.05
Min —0.0196 54.00
Max 0.0219 90.00
1-Sep-20 Mean 0.0067 3.22 60.33
Face masks SD 0.0310 6.76
Min —0.0414 48.00
Max 0.0728 72.00
17-Aug-21 Mean —0.0020 441 73.00
Underwear SD 0.0172 11.73
Min —0.0245 55.00
Max 0.0540 98.00

Table 2 Variance-weighted least squares regression results

DV: abnormal returns ~ Sony Ralph Lauren  Virgin

Low online search
0.0014%* 0.0009 0.0193%:
0.0004 %3 0.0005°%*3* 0.0002

Extension typicality
Event day counter
High online search
Extension typicality — — 0.0021%%*  —0.0046*%**  —0.0057*
Event day counter 0.0000 0.0000 0.0003

#p<0.1, #p <0.05, *+%p <0.001

firms that exclusively offer service products. Indeed, recent
research has uncovered that, for service brand extensions,
the findings of the necessity of “fit” do not apply (Dimitriu
and Warlop 2021).

Understanding other brand characteristics that affect
the negative impact of atypical extensions on abnormal
returns is also essential. It is plausible that broader brands
active in more diverse businesses, e.g., Virgin, perform
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better in the marketplace when they launch atypical brand
extensions under low exposure than more narrow brands,
such as Sony. Hence, narrower brands might perform
worse because their product categories are less accessible
from the largely diluted brand name. This expectation is
in line with the research of Dawar (1996), who contended
that brand breadth should be defined not only by product
category variability but also by the strength of associa-
tion between the brand and the categories. The strength
of the association, in turn, is determined by the retriev-
ability from memory of product associations. Because
the strength of product category—brand association is a
determinant of typicality, accessibility, and typicality are
most likely correlated. Hence, we would also expect the
moderating effect of exposure to be higher for a broad
brand like Virgin, where the level of exposure can reverse
the reactions to atypicality more easily. Our findings also
support this idea as Virgin as a representative of broader
brands, has more positive coefficients for typicality in
lower exposure levels than under higher exposure levels.
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More research is necessary to describe the moderating role
of brand breadth on the relationship between typicality and
abnormal returns demonstrated in this research. We hope
our paper sparks future research within this promising
and relevant area of the financial consequences of brand
actions, including integrating (consumer) psychology and
behavioral finance theories.
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