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METHODOLOGY OF VALUATION OF CITIES’ BRANDS
SUMMARY

A growing number of articles and literature in Croatia and worldwide deals with the issue of applying
marketing and branding concepts to cities and countries or places in a wider sense (a city denoting an
urbanized, organized and functionally shaped place with all belonging contents and functions). From
the perspective of physical planning and urban development, literature is focused on macro
perspective of a place, on efficient social and economic functioning of an area in conformity with
objectives set by a particular social and political community. From the perspective of marketing and
branding theory, literature is more focused on marketing and branding nations and less on the
segment of cities and small towns. This particularly refers to Croatian and foreign literature and
scientific works in terms of modelling the methodology for the valuation of city brand. There are but a
few concrete researches in this particular field, and hence this paper examines and researches
reasons for branding cities and tries to set the theoretical framework for measuring — valuating the
city brand. Financially, it is very important to be able to assess the extent to which marketing, budget
and econoznic efforts invested in the creation of the brand have contributed to the newly created value
of the city.
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1. WHY BRAND A CITY AND WHAT ARE THE FUNCTIONS OF BRANDING?

The American Marketing Association (AMA) defines brand as a name, term, symbol or
design, or their combination, with the intention of identifying merchandise or services of a
sole vendor or a group of vendors and differentiating them from those of competitors (AMA,
2009), which is also the most frequent view of the notion of brand or trademark. Brand may
also be defined as a name that makes it possible for any given product or producer to be
unique among similar or same products or producers (Radawiecka, 2009). Brands have
become the main communicators in the market. A strong brand simplifies consumer’s
behaviour and decision-making and reduces the risk inherent in choosing or buying; it
establishes quality and high expectations. Strong brands also create strong thoughts and
emotions in the customer's awareness (Kuhn and Alpert, 2009.) Brand is a product, service or
organization considered in relation to its name, identity and reputation (Anholt, 2007).
Branding is the process of creating, planning and communicating the name and identity aimed
at managing one's own image and reputation (Anholt, 2007.) The identity of a trademark or
brand is the main concept of a product, service or city. Commercially, the first aspects we
notice of an identity are the logo, colours, slogans, packaging and design. Brand image is the
perception of trademark/brand in the customer's consciousness or reputation of a city, product
and service in the customer's consciousness. A lot depends on the image of the trademark.
City branding was the main topic of authors such as Cheratony, Levy, Munson, McWiliam
and Spivey (Andia, 2005.). Most authors study city branding from the standpoint of identity
and functionality (Andia, 2005), which is the key of branding. Branding for purposes of mere
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change of visual identity, promotion of mere slogan and presentation of logotype is not a
branding process and creation of city brand.

Why has city branding become increasingly popular and important? According to authors
Cheratony and Virgo (2006), branding helps cities attract tourists, funds or residents in the
increasingly competitive environment. Furthermore, authors are convinced that a strong city
brand shall have less difficulty in overcoming hard times such as economic crisis. The main
premise of city branding is creating added value for an organization - city with a brand
through adequate brand management (Tschirhart, 2009). According to the author Qingjun Wu
(2008), city brand for the city of Rizhao in China has become the biggest intangible asset of
the city. Anholt (2007) maintains that people evaluate cities and places, choose them, like or
dislike them based on stereotypes and clichés. If you do not have time to read a book, you
judge it by its cover. It is very difficult for a city or a country to convince their prospect
visitors or investors that their perceptions are unfounded. And this is the fundamental task of
city branding. Therefore, it has become more obvious that today's countries and cities
increasingly compete with other cities worldwide in terms of investments, attracting larger
numbers of tourists and the best possible placement of their export products. Their greatest
concern is to attract as many as possible suitable investors, to secure the best possible image
to secure long-term local and national development of economy. The process of branding
cities and countries is not simple and it takes quite a long time. Such long duration is the
result of the need to change the image of the city or country by constructing infrastructure
projects and creating attractions - recognizable features and forms. Country or city branding is
not a promotional campaign. Results become visible only after a couple of years, and only
after ten or fifteen years may it be stated and concluded whether the process has been
successful. Branding and creating a city brand is a prolonged part of strategy of city
marketing. Marketing or urban marketing has to teach city administration how to listen to its
stakeholders, how to recognize its wishes and needs and wishes and needs of all its
stakeholders and how to behave as competitors. City branding is an addition to the process.
Branding has to secure loyalty of stakeholders and attractiveness, recognition of a branded
city. Cities have a certain truth to themselves. The truth is actually the core that accumulates
all marketing and branding efforts.

Functions of city branding are considered based on the aspect of communication, perception,
creation of personality and new value. From the aspect of communication, brands are
continued communicators (Hankison, 2004). This is very important for cities and for the city
branding process. The role of city brand as communicator is to secure a continued process
geared at constant construction of one's own brand identity and its communication to the
public. A city brand will make the overall city identity measurable, tangible and
communicating (Aronczyk, 2009). As subjects of perception, brands affect customers'
feelings, emotions and requests. For this reason, the image of the brand is defined as images,
notions or feelings the customer has acquired or keeps acquiring about a product, while the
identity of a brand is something an organization or a mayor would want his/her citizens to
think about his/her city-brand. Identity is something we want to communicate, and perception
or images are impressions the buyers have acquired about us. Finally, city branding constructs
city’s personality and uniqueness. In such a manner, we create interdependent relationships
with customers. These relationships are particularly connected with customers’ attempt to
create their own image through wearing, consuming or using somebody else’s particular
image. The relationship is constructed through a positive experience a customer-visitor when
contacting a city brand.
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2. CITY BRAND AS GENERATOR OF NEW VALUE AND FINANCIAL BENEFITS

After a series of mergers of renowned companies in the 1970s and 1980s, brands started to be
perceived as part of corporate assets that have to be maintained and invested in. This concept
later led to the creation of the notion of brand equity. From the perspective of financiers and
accountants, brand equity is exclusively considered as financial asset. From the marketers’
standpoint, brand equity is considered an indicator of future business activities through brand
loyalty, distribution and recognition of the brand in the following years. Such standpoints
have produced a need to develop brand management that will manage a trademark,
particularly its identity (brand identity). Moreover, brands also contribute to the creation of
added value for customers. There is a positive correlation between the brand and customer
loyalty. For the customer, the brand acts as risk reducer in terms of quality, design and other
values. The more customers trust a brand and the more loyal they are, it reduces the risk of
purchasing in terms of all features of the product, because they know exactly what they get
from a brand. Valuation of the brand of a company is particularly important in acquisitions or
mergers, when one company is taken over by another, or when two companies merge, when
the brand is licensed to a third company or when a company collects or wants to collect
capital in the market and in terms of total brand management. For some companies, brands
are actually their most important company assets. Brands like Google, Coca Cola or Mercedes
Benz are almost sole guarantees of business success. These brands are worth more than total
tangible company assets. Philip Morris spent 12.9 billion dollars in 1989 on the brand Kraft, 6
times the total company assets. Successful brands have loyal customers, guaranteed sales and
foreseeable growth, which directly reflects on overall company income, its book and market
value. Similar is true for cities. Successful city brands are magnets for tourists, new residents
or prospect investors. Suddenly everyone wants to be a part of a successful city. Cities like
Sidney, Barcelona or Manchester that mainly owe their new identity to large sports
manifestations have actually increased their value by constructing their overall worldwide
recognition, which made them famous, desirable and trendy. With the Winter Olympic
Games, Turin attracted a large number of investors and renowned brands. These cities
witnessed a surge in the prices of real estate, they became more interesting for both investors
and tourists. These cities, having branded themselves, have created prerequisites for future
city revenues after a particular event or manifestation. The following section presents and
studies a possible model of valuation of city brand and its influence on the local economy and
budget.

3. DEVELOPMENT OF MEASURABLE INDICATORS AS PROOFS OF POSITIVE
OR NEGATIVE INFLUENCE OF BRANDING ON THE DEVELOPMENT AND
ASSETS OF CITY BRAND

Value of each property, be it tangible or intangible, may be assessed. From stakeholders'
perspective, brand value equals the financial return, or the profit it generates over a particular
period of time, and the shareholders may divide it in the form of dividend. From the
perspective of cities, it is not possible to apply such an exact approach. However, generally
looking, the value of a city brand should reflect on the total development and progress of a
community, a larger number of tourists, strengthening of local economy, growth of GDP,
growth of foreign investments, growth of employment and similar. In short, a city brand
should initially increase the value of the assets of all stakeholders’ over a particular period of
time and increase prospects of their business activities. Brand valuation is defined as the
calculation of future incomes from the brand over a particular period of time — lifespan
converted to present value (Forbes, 2006.)
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Methodology of valorisation of trademarks is based on the premise that brands are actually
long-term assets and that they will generate future income for their owners-companies over a
particular economic life. The stronger the connection between customers and the brand, the
more probable is a longer period of generating future income. In other words, brand valuation
in companies can be performed using the following methods.

There are numerous methods used in the estimate and calculation of brand value in companies
(Laboy 2009; Radawiecka 2009; Anti¢ and Panci¢ 2008). The following are some of the most
widely used brand valuation methods:

a) Method of calculation of net present value —the method that refers to presupposed life of
brand through discounting net cash flow and discount factor and it is one of the widely used
methods. It is based on the estimate of future income and net profit from a brand and on their
conversion to present value using a chosen discount factor.

NCV = Y (Annual income from brand n — Annual expense from brand n)/(1+p/100)» -
(Initially invested amount in the development of brand)

Brand is successful and cost-efficient and it generates newly created value for a company if
NCV > 0, it borders cost-efficiency when NCV = 0, and it is unprofitable — unsuccessful
when NCV<0

b) Book value versus market value- method that tries to provide brand valuation by
subtracting book value from market value. Book value comprises the value of overall assets
minus company liabilities and intangible assets. Market value of a company is estimated
based on market capitalization or value of all shares. There is a series of problems related to
this method, and one of the most evident is the difficulty to estimate the brand of a given
product in relation to the brand of the company. In other words, it is difficult to calculate the
value of detergent Tide for the company Proctor & Gamble when we know that the market
trades only with shares of the company, and not with shares of Tide. This method may be
expressed in the following way:

Bv =M (market value) — B ( book value)
where Bv = brand value, m stands for market value and b denotes book value.

¢) Premium price- for some products, it is possible to provide brand valuation using this
method. It is calculated provided that increased value of a branded product is actually the
difference between its price and the average price of similar non-branded products multiplied
by the number of sold units over a particular lifespan-period. The principal shortcoming of
this method is the difficulty to find comparable generic products that are not brands whose
quality and properties resemble those of branded products. This calculation is expressed in the
following way:

Bv = (P brand —N generic) x S sales
where Bv means brand value, p is the price of branded product, n being the average price of

similar non-branded products, and S stands for average number of sold products in the past
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year. (Note: a more extensive analysis is available in the work of Fernandez, 2001.,
Damodaran model)

d) Relief from Royalty — this method is based on the premise that particular companies, if
they do not have their own brand or a similar brand, may produce on the basis of a licence
granted by another producer. Companies pay royalty for the licence, or a commission
expressed as percentage from sales or total income. To obtain brand valuation, it is necessary,
as in the case of net present value, to estimate sales in an expected period of time-lifespan of a
brand, to calculate royalty from total amounts over a particular period and to discount and
convert them to present value.

e) Present value of performed investments and estimate of necessary investments in
advertising to realize the current level of brand recognition (Fernandez, 2001) - are methods
based on the estimate and calculation of performed investments in overall marketing efforts
geared at achieving the present level of brand recognition. These methods are based on past
available book values and amounts, so that the value of a brand can be estimated in relation to
the book value of company assets based on performed investments.

Naturally, there is a series of other methods used in assessing the value and influence of a
brand on the value of company assets (Anholt city brand index 2007 Prandfeta® indeks,
Safron European brand barometer). However, when using any of these methods, we must be
aware of the risk and the role they have in assessing future income and market trends
considering the fact that they are predominantly based on projections and estimates of future
trends of particular market flows and sales. When assessing the value and influence of a brand
on company assets, it is always advisable to take into consideration several methods so that
their combination will produce middle indicators.

Undoubtedly, the influence of brand and marketing concepts on cities is much more complex
than with companies where incomes are clearly defined. In the first place, a city brand
comprises a much wider range of services and incomes some of which are quite cost-driven
(such as culture and social sensitivity), so that they cannot be considered in the majority of the
above listed methods. As opposed to these methods, one of the most renowned world experts
in country and city branding, Simon Anholt (2003;2009), the author of the research “City
Brands Index”, provides the annual valuation of city-brands based on a particular
methodology. Index and overall methodology proceed from research and analysis of the
manner in which people react to city brands. The basic premise is that people react to such
brands in the absolutely same manner in which they react to all other trademarks
(www.nationbrandindex.com). Research of city brands has been carried out on the large
sample of 17,502 persons and it includes valuations for 60 cities, based on 6 dimensions,
export, city administration management, cultural and historical heritage of a city and its
preservation, kindness of citizens, tourism and attracting new citizens, or desirability to live in
a city. In fact, this methodology is not based on the model of expenses, but on the model of
satisfaction and valuation by users of services-citizens or by all stakeholders in contact with
the city. A similar method and identical parameters of valuation have also been used in
assessing the value of nations (Anholt, 2005.) This method is rather demanding and complex.
Together with the above listed methods, Roger Sinclair (2004) presented the result of his five-
year research in his work dealing with the elaboration of methodology of calculating the value
of brand for nations using the example of South Africa. Like the model proposed herein, his
model is partially based on financial premises (income), tourism and export, or the premise
that export incomes of a country actually mostly depend on recognizability, image or brand of
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a country. Further estimates in the model are performed by means of the Delphi Method and
other estimates of future trends aimed at constructing future estimated incomes based on
present conditions, and they are converted to present value by means of discount factor. Using
data available in international statistics, Sinclair (2004.) basically proves that the existing data
may be used in the estimate of brand recognition of each country in the world economy, and
the resulting number may be used in the valuation of marketing efforts invested in
construction of the brand. Nevertheless, the objective of this work is to apply one of the cost
approach methods of city brand valuation, which has been insufficiently researched both in
Croatia and abroad (estimate of value based on measurable influences without researching the
above mentioned stakeholders’ opinion). For this reason, we have tried to introduce a
combination and the premise that growth of local development of city economy through three
measurable components, namely export, foreign investments and tourism, contributes to
recognition and increase of value of total assets of a city and its stakeholders. The more
visited and known the city, the more expensive it becomes. The value of real estate grows for
the simple reason that a large number of visitors generate a larger demand for scarce assets
available for sale. Foreign investors, because of their employees, financial possibilities of a
city, its openness for collaboration and marketing concept, may and want to invest and
encourage investments in the growth and development of a successful city. Everybody wants
to be a part of success. When we create a city as a brand, we create a successful story. Success
and recognition create extra newly created value for all the citizens of a city brand, a new
value of overall local development.

To be able to use one of the above explained methodologies for estimating brand value, we
have tried to provide basic premises for the estimate and financial calculation of selected
incomes generated by a city as a result of its branding. This means that we have to be able to
estimate the particular share of income the city acquires thanks to the application of a given
methodology. This income is considered a part of new city value expressed financially that
has a positive effect on the development of local economy and the consequent growth and
development of a city, its assets and GDP. Income the city generates that is mostly related to
its image and perception and the communication of trademark is undoubtedly income from
city exports, annual amount of foreign investments and annual income from tourism. In
Croatia, the city of Rovinj is known for its tobacco industry, export potential of the city and
its famous slogan “Greetings from Rovinj”, and it is also renowned as a tourist destination
with a beautiful old town. Similar is true for the cities of Dubrovnik and Varazdin. The city of
Varazdin is known in Croatia as the city of culture and baroque and for some trade export
brands that increase its recognition and value through its export potential, namely textile
brands Varteks, Di Caprio and Levis. The following model and valuation could serve as a
starting point and framework for the beginning of research. It is presented in the below table
and in the proposal of calculation.
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Table 1
Available income of city economy for city brand valuation
average
CITY INCOME IN THE for n
PAST PERIOD year n-3 | year n-2 | yearn-1 | yearn | years
1. INCOME FROM TOURISM
IN THE CITY
Estimate of total tourist turnover
of the city
2. INCOME FROM FOREIGN
INVESTMENTS

Estimate of direct cash flow from
foreign investments in the city

3. TOTAL EXPORT

total city export (expressed in
HRK)

A = TOTAL INCOME FROM
CITY BRAND (1+2+3)

BUDGET EXPENSES OF
THE CITY IN THE PAST
PERIOD

City communal expense directly
related to tourism and city
arrangement

Total import of goods and
services in the city

Total investments of domestic
companies out of administrative

city borders
B = TOTAL EXPENSES
RELATED TO CITY
BRANDING

NET INCOME FROM
BRAND =A-B

Source: authors

The above data and valuations and calculations proposed herein based on past and available
data should be used in the valuation of future income and expenses and discounted, converted
to their present value using the net present value method with the choice of a particular
discount factor. Discount factor should be within the range of interest given on city securities
in Croatia or within the range of average interest on received city credits for the construction
of infrastructure facilities or institutions (such as city sports hall, theatre or similar). All above
listed data or table requirements have to be independently calculated and estimated for every
city. Tourist turnover data for Croatian cities may be acquired from the city tourist board, and
average expenses can be obtained from the Croatian Institute for Tourism or through
polls/estimates of tourist companies in the city area. Direct foreign investments can be
estimated using the data of tax authorities competent for the city area. The same is true for
export data. These data are also statistically updated at the tax administration. A simple
comparison and eventual subtraction should produce the amount we can claim to be directly
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related to the creation of a city brand. Consequently, “net income* from the brand is inserted
in the following formula:

NCV = Y (Expected annual income from city brand n — Expected annual expenses from
city brand n)/(1+p/100)* - (Initial invested amount in the development of city brand, if
available)

The resulting value or net present value converted to present value of money will represent
finances the city as total entity generates from selected criteria we have defined as parts of
city brand. The calculation can simply be made using table calculators type Excel. The
selected income is basic positive engine of overall development of local economy and we can
correlate it to existence or inexistence of city brand.

In the future, we wish to test the model based on indicators presented herein on several
Croatian cities, which will lead to conclusions about its representative quality and its
usefulness.

4. FINAL CONSIDERATIONS

Brands are part of our everyday life, created as a consequence of growing competitiveness
and globalisation. City brand represents and comprises all its cultural, social, economic,
tourist and town planning assets. In today’s economy marked by crammed markets, fast
marketing, “media jam” and deluge of information, brands have become the principal and the
most important distinguishing features of particular products, services, organizations, as well
as recognition of particular countries and regions.

City branding process refers to managerial processes that endow any given city with a unique
identity and image, presents cities with a possibility of being clearly and positively identified
and thus different and recognizable from competitors. Compared to classical products and
services, branding geographical areas and tourist destinations (cities, regions, countries, etc) is
a process whereby a region actively creates its identity with the objective of as quality as
possible positioning in the domestic and international market as desirable destinations for
tourism, trade, investments, and similar. Naturally, stakeholders choose both with their
emotions, their hearts, but also with their minds.

The preliminary model presented herein is aimed at presenting one possible valuation and
calculation of city brand value using net present value or discounted cash flow. Income for
cash flow and expenses have been chosen based on authors’ experience and the availability of
data. All required entry data for proposed model may be gathered from city administrative
and tax authorities at the local level. Our wish was to indicate possible calculations of the
value of city brand through a unique methodology applied from business marketing and
business branding, considering that a study of existing literature indicated a lack of any
elaborate methodology or proposal of elaboration of methodology used in city brand
valuation. The only serious approach was given in the article by Roger Sinclair. However, it
refers to methodology of valuation of country brand based on a wider research of
competitiveness of nations and their comparison. The methodology we have presented based
on its simplicity already indicates in this work a direct connection of particular parts of city
income and city brand and their possible influence in the future period either as fall or
increase depending on the success of city branding process. Further authors’ research is
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necessary in order to prove whether our hypotheses and measurements and calculations we
have proposed are representative and useful and to prove their positive influence on the local
development and growth of the city.
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METODOLOGIJA OCJENE VRIJEDNOSTI GRADSKIH BRENDOVA
Sazetak

Sve veci broj c¢lanaka i literature u Hrvatskoj i svijetu bavi se pitanjem primjene marketinga i
koncepta brenda na gradove i zemlje ili mjesta u Sirem smislu (grad koji je urbanizirano, organizirano
i funkcionalno oblikovano mjesto sa svim pripadajuéim sadrzajima i funkcijama). Sa stajalista
prostornog planiranja i urbanog razvoja, literatura je usredotocena na makro perspektivu mjesta, na
efikasno socijalno i ekonomsko funkcioniranje podrucja u skladu s ciljevima odredene drustvene i
politicke zajednice. Sa stajalista teorije marketinga i brendiranja, literatura je vise fokusirana na
marketing i brendiranje nacija a manje na segment gradova i gradi¢a. To se posebno odnosi na
hrvatsku i stranu literaturu i znanstvene radove u pogledu kreiranja metodologije za ocjenu
vrijednosti gradskog brenda. Postoji samo nekoliko konkretnih istrazivanja na ovom specificnom polju
a ovaj rad istrazuje razloge za brendiranje gradova te pokusava postaviti teoretski okvir za procjenu
gradskog brenda. Sa stajalista financija, vrlo je vazno procijeniti u kojoj su mjeri marketing, budzet i
ekonomski napori uloZeni u stvaranje brenda doprinijeli novostvorenoj vrijednosti grada.

Kljuéne rijeci: brendiranje grada, ocjena brenda, razvoj lokalnog gospodarstva
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