
RESOURCE REDEPLOYMENT FOLLOWING
HORIZONTAL MERGERS AND

ACQUISITIONS IN EUROPE AND THE
UNITED STATES, 1988-1992

by

L. CAPRON*
P. DUSSAUGE**

and
W. MITCHELLt

97/68/SM

Assistant Professor of Strategy at INSEAD, Boulevard de Constance, 77305 Fontainebleau Cedex,
France.

Associate Professor of Strategy at HEC Graduate School of Management, 78351 Jouy en Josas Cedex,
France.

Associate Professor of Strategy and International Business at the University of Michigan School of
Business, Ann Arbor, Michigan , USA 48109-1234

A working paper in the INSEAD Working Paper Series is intended as a means whereby a faculty researcher's
thoughts and fmdings may be communicated to interested readers. The paper should be considered preliminary
in nature and may require revision.

Printed at INSEAD, Fontainebleau, France.



1

Resource Redeployment Following Horizontal Mergers And Acquisitions In Europe
And The United States, 1988-1992

Laurence Capron *
Pierre Dussauge **
Will Mitchell ***

* Assistant Professor of Strategy
INSEAD

Boulevard de Constance, 77 305 Fontainebleau Cedex, France
Phone 33 (0)1 60 72 44 68, Fax 33 (0)1 60 72 43 49

Internet: laurence_capron@smtpl.insead.fr

** Associate Professor of Strategy
HEC Graduate School of Management

78351 Jouy en Josas Cedex, France
Phone 33 (0)1 39 67 72 79, Fax 33 (0) 1 39 67 70 84

Internet: dussauge@gwsmtp.hec.fr

*** Associate Professor of Strategy and International Business
University of Michigan School of Business

Ann Arbor, Michigan, USA 48109-1234
Phone (313) 764-1230, Fax (313) 936-8716

Internet: wmitchel@umich.edu

July 1997

Forthcoming in Strategic Management Journal



Resource Redeployment Following Horizontal Acquisitions In Europe And North

America, 1988-1992

Abstract

This paper studies redeployment of resources between target and acquiring

businesses following horizontal acquisitions. The analysis draws from perspectives that

emphasize the strategic importance of resources that are subject to market failure. We

define a five-part typology of R&D, manufacturing, marketing, managerial, and financial

resources. We show that targets and acquirers frequently redeploy resources following

horizontal acquisitions, especially resources that frequently face market failure. We then

show that the magnitude of redeployment of each type of resource increases with the

asymmetry of the merging businesses' relative strength on the resource dimension. The

research stresses evolutionary perspectives on business organizations that emphasize the

importance of organizational differences in competitive markets. The central premise of

our research is that the market for businesses is often more robust than the market for

resources.
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Resource Redeployment Following Horizontal Acquisitions In Europe And North America,

1988-1992

This paper studies redeployment of resources between target and acquiring businesses

following horizontal mergers and acquisitions. Resources are stocks of knowledge, financial

assets, physical assets, human capital, and other tangible and intangible factors that a business

owns or controls (Grant, 1991; Arnit and Schoemaker, 1993). We define resource redeployment

as the use by a target or acquiring business of the other businesses' resources, which may involve

physical transfer of resources to new locations or sharing resources without physical transfer.

Horizontal mergers and acquisitions involve businesses that operate in the same industry. We will

refer to mergers and acquisitions simply as acquisitions. The two traditional research streams in

industrial organization economics emphasize market power and scale efficiencies as incentives for

horizontal acquisitions (Scherer and Ross, 1990). Strategy researchers, by contrast, have long

argued that firms often use acquisitions in order to reconfigure the acquiring or target businesses

as part of the process of commercial change (e.g., Berry, 1975; Steiner, 1975; Rock and Rock,

1990; Seth, 1990a). Several recent studies suggest that acquisitions allow firms to exchange firm-

specific resources that are subject to substantial market failure (Nelson and Winter, 1982;

Wemerfelt, 1984; Teece, 1987; Hennart and Park, 1993; Mitchell, 1994). This study outlines the

market-failure incentives for business combinations and offers a large-scale empirical analysis of

resource redeployment following horizontal acquisitions in Europe and North America.

Our analysis draws from perspectives that emphasize the strategic importance of resources

that are subject to market failure, particularly evolutionary economic theory, transaction cost

theory, and the resource-based view of the firm. We draw on prior literature to define a five-part

typology of R&D, manufacturing, marketing, managerial, and financial resources. We develop

two focal arguments concerning resource redeployment following horizontal acquisitions. First,

we expect that firms will frequently redeploy R&D, manufacturing, and marketing resources to

and from targets, and also will often redeploy managerial and financial resources to targets.

Second, we expect greater redeployment of particular resources when one business is stronger

than the other on the relevant resource dimension. Our analysis considers relative resource

strength along the focal dimension and along other resource dimensions, while addressing

potential endogeneity among redeployment of different types of resources. The study also
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investigates several other factors concerning traditional explanations for horizontal acquisitions,

business performance, and business context that might influence resource redeployment At its

most general level, as we discuss following the empirical analysis, the study has theoretical

implications for an evolutionary understanding of strategy, particularly the processes by which

variations diffuse through an industry.

Our empirical analysis examines resource redeployment between target and acquiring

businesses following 253 horizontal acquisitions that took place in European and North American

manufacturing industries between 1988 and 1992. The acquisitions include cases in which

corporations divested businesses to new owners and cases in which new owners acquired entire

corporations. The study focuses on resource redeployment following horizontal acquisitions in

order to draw a strong contrast with the traditional market power and scale efficiency

explanations for business combinations within an industry. The predictions would also apply to

redeployment following other acquisitions but our data limit us to testing the predictions for

horizontal combinations. The study draws from a detailed survey of managers of the acquiring

businesses.

Market-Failure Incentives For Business Acquisitions

Horizontal acquisitions receive substantial attention in economic and strategic analyses.

Economic discussions of horizontal acquisitions traditionally contrast two schools of thought.

Market power theories view horizontal acquisitions as a means for businesses to reduce the

intensity of competition and increase their market power (Heflebower, 1963; Stigler, 1964;

Scherer, 1970). In contrast, traditional efficiency theories argue that horizontal acquisitions lead

to increased scale efficiencies (Jensen, 1986; Dutz, 1989). Consequently, most economic research

on acquisitions compares the revenue-side effects of market power to the cost-side effects of scale

efficiencies. However, the two traditional views have limited applicability to analyzing

contemporary horizontal acquisitions. Both the market power and scale efficiencies incentives for

horizontal acquisitions are most relevant in the context of stable industries (Dutz, 1989), where

business combinations may help entrenched incumbents maintain their leadership positions. By

contrast, many modern businesses operate within dynamic environments of frequent technical and

regulatory changes, market globalization, product-market redefinition, and competitive entry. Any

market power or scale efficiencies gained by attempting to concentrate a dynamic industry
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through horizontal acquisitions are likely to disappear quickly, as the environment changes

(Hartman, Teece, Jorde, and Mitchell, 1994). Thus, a complementary framework is necessary to

better understand and analyze contemporary horizontal acquisitions.

The strategy literature provides elements of a complementary framework, emphasizing

that acquisitions play a dynamic role in increasing business efficiency and effectiveness. Strategy

research suggests that acquisitions sometimes allow firms to restructure business organizations

(Lubatkin and O'Neill, 1988; Bowman and Singh, 1993). Restructuring supports business growth,

allows changes in the mixes of goods and services that business offer, and helps businesses

improve their technical and organizational systems (Seth, 1990a). Thus, restructuring provides a

means by which firms can attempt to increase their efficiency and effectiveness by changing

business operations, rather than simply seeking increased scale efficiencies for existing operations.

Many case studies suggest that firms often restructure the target or acquiring firms after

acquisitions. However, most large-sample studies in the acquisitions strategy literature either

examine the causes of acquisitions or investigate the pre-acquisition and post-acquisition

performance of the target and acquiring firms. Ravenscraft and Scherer (1987), Lubatkin and

Chatterjee (1990), Seth (1990b), Chatterjee and Wernerfelt (1991), and Mitchell (1994) review

these studies. Although some studies of restructuring address post-acquisition divestiture of target

businesses and business units (e.g., Porter, 1987; Bowman and Singh, 1990), little research

examines redeployment of resources between the target and acquiring firms. We know of no

studies that systematically investigate the extent to which resource redeployment occurs following

horizontal mergers and acquisitions, compare differences in redeployment between the target and

acquiring businesses, and investigate the factors that cause firms to redeploy different types of

resources from one business to the other.

The remainder of this section of the paper outlines the market-failure incentives for

business acquisitions. The purpose of the discussion is to show that acquisitions help firms obtain

resources that they need to reconfigure their businesses or apply their existing resources in new

uses.

Theorists have long recognized that there are intrinsic differences among businesses that

compete in the same industries (e.g., Selznick, 1957; Penrose, 1959; Chandler, 1962; Ansoff,

1965; Andrews, 1971; Hofer and Schendel, 1978). More recently, strategy researchers have
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begun to develop the theoretical implications of viewing firms as unique collections of resources

used to compete in markets. This work is becoming known as the resource-based view of the firm

(Rumelt, 1984; Wernerfelt, 1984). Two aspects of the resource-based view are particularly

important for our study. First, many resources are difficult to copy or replicate, which is the

source of their competitive advantage (Lippman and Rumelt, 1982; Barney, 1986; Winter, 1987;

Conner, 1991). Second, businesses frequently need to reconfigure their resources, whether by

obtaining new resources or by employing existing excess resources in new uses. Businesses often

must obtain new resources in order to improve existing operations and respond to changes in the

competitive environment (Caves, 1982; Teece, 1982). Firms also often have opportunities to

grow by employing existing excess resources in new business applications (Penrose, 1959;

Dierickx and Cool, 1989). The central implication of this line of argument is that firms obtain

advantages from valuable resources that are difficult to replicate, but must change those resources

if they wish to maintain their advantages.

Businesses may use either internal development or external exchange to change resources,

whether to obtain new resources or employ existing resources in new uses. Development within

an existing business often provides substantial control of resource use. Many organizational

theorists, however, argue that businesses face substantial constraints to internal development.

Nelson and Winter (1982) stress that a firm's irreversible investments and limited range of

operating routines constrain its ability to develop and use resources. Businesses' routines tend to

create bounded rationality in organizational decision-making (Cyert and March, 1963; Hannan

and Freeman, 1977). Teece (1987) argues that inheritance of past routines implies that previous

activities tightly constrain opportunities for learning, so that a firm is most likely to learn new

skills in areas where it already has prior knowledge. Dosi (1982) points out that businesses tend to

develop new resources in areas closely related to their existing technological base. Cohen and

Levinthal (1990) argue that absorptive capacity, which is a business's' ability to evaluate and

utilize outside knowledge, tends to confine businesses to a particular technological domain or

product market. The self-reinforcing nature of the search process can lead businesses to reduce or

cease their search activity despite the presence of new opportunities (Levitt and March, 1988;

Levinthal, 1994). Moreover, rapid competitive changes often allow businesses too little time to

develop resources internally (Singh and Montgomery, 1987; Stalk and Hout, 1990). Therefore,



5

businesses often can not develop new resources internally or employ existing resources in new

internal uses quickly enough to meet competitive demands. Owing to the limited internal capacity,

businesses will often turn to the market to obtain new resources or employ existing resources in

new uses.

One can categorize two distinct types of external mechanisms for resource exchange.

First, businesses sometimes exchange discrete resources through permanent sale agreements or

rental contracts such as licenses or franchises (Rugman, 1981; Tushman and Romanelli, 1985).

Second, firms may exchange resources by buying and selling businesses and then redeploying

resources among the target and acquirer (Wernerfelt, 1984). Target businesses sometimes

welcome acquisition as a means of obtaining needed resources that they cannot obtain discretely

or cashing in the value of their resources (Shelton, 1988; Granstrand and Sjolander, 1990).

Following an acquisition, redeployment between the acquiring and target firms sometimes

involves physically transferring a resource to a new location. In other cases, firms redeploy

resources by leaving them in their original location but using them for the benefit of the other

business. For instance, the acquiring firm might use the sales network of a target business or

managers from the acquiring firm might spend part of their time helping the target create new

managerial capabilities. Firms will often prefer the first type of market mechanism for exchanging

resources, because exchanging discrete resources usually entails lower costs and less

organizational disruption than buying and selling businesses (Nees, 1981; Bowman and Singh,

1990). Despite any preferences for exchanging discrete resources, however, failures in the market

for resources sometimes cause firms to buy and sell businesses.

Failures in the market for resources arise from many causes. Two general factors involve

valuation difficulties for discrete resources and potential opportunistic behavior by contracting

parties. The value of resources within a business unit is often highly uncertain even for the

managers of the firm, let alone for outsiders. Resource valuation difficulties often arise when

using resources involves activities that span many functions within an organization, thereby

making it difficult to determine appropriate prices for discrete resources or even to disentangle

resources (Simon, 1969; Nelson and Winter, 1982; Huberman and Hogg, 1986; Itami and Roehl,

1987; Montgomery and Wernerfelt, 1988; Peteraf, 1993; Mitchell, 1994; Conner and Prahalad,

1996). By contrast, theoretical and empirical research suggests that buyers and sellers can
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estimate the overall value of a firm or its business units with some degree of accuracy, although

with substantial variation (Bradley, Desai, and Kim, 1983; Jensen and Ruback, 1983). Potential

opportunism may lead to market failures in exchanging discrete resources, whether by sale or by

license (Rugman, 1981; Caves, 1982; Hennart, 1982). Problems may occur in many cases,

including small numbers bidding situations, information asymmetry situations in a seller has

greater knowledge than a potential buyer about a resource, situations in which resources are

cospecialized with other resources, and situations in which patent or other appropriability

mechanisms are weak (Arrow, 1962; Williamson, 1985; Grossman and Hart, 1986; Teece, 1986;

Rumelt, 1987; Hennart and Park, 1993; Chi, 1994). Managers will be reluctant to exchange

discrete resources when they fear opportunistic bidding or post-contract behavior. Although

valuation and opportunism are at least partly separable as conceptual causes of market failure, in

practice the two types of causes tend to interweave. To some extent, valuation and opportunism

represent flip sides of the same coin in that valuation difficulties give rise to potential post-

contract opportunism, while potential opportunism can interfer with attempts to measure the

value of resources. The key point is that market failures sometimes overwhelm a firm's ability to

buy, sell, and license discrete resources.

This section of the paper stresses three points. First, one can view firms as unique bundles

of resources that managers must adjust over time. Second, managers face substantial internal

constraints to adjusting resources, and sometimes must turn to external market in order to obtain

new resources or to employ existing resources in new uses. Third, failures in the market for

resources sometimes will cause firms to buy and sell entire businesses rather than exchange

discrete resources. Our primary contention is that market failures in exchanging discrete resources

will be sufficiently common that business acquisitions play a substantial role in resource exchange.

In the next section of the paper, we turn to redeployment of resources following acquisitions.

Resource Redeployment Following Horizontal Acquisitions

Our argument concerning the market failure incentive for business acquisitions has two

primary implications. First, firms frequently redeploy resources following horizontal acquisitions.

Second, firms have most incentive to redeploy resources from the firm with the stronger position

to the firm with the weaker position. Our arguments apply directly to cases in which market

failure in resource exchange is the initial motivation for acquisitions, but the predictions also apply
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to cases in which redeployment is a second-stage decision following acquisitions that occur for

other reasons. As we report later in the paper, we found similar redeployment patterns whether

the managers stated that redeployment was a primary or secondary acquisition motive.

In order to investigate resource redeployment following horizontal acquisitions, we

specified a typology of resources that draws from prior research. Amit and Schoemaker (1993)

distinguish between R&D resources (technological capability, R&D capability, product

development speed), manufacturing resources (production cost-structure), and marketing

resources (brand management, distribution channels, buyer-seller relationships, user base,

customer service, business reputation). Similarly, Teece and Pisano (1994) distinguish between

technological resources, production resources, customer-related resources, and financial

resources. Chatterjee and Wernerfelt (1991) distinguish between physical production capacity,

intangible resources such as R&D and marketing capability, and financial resources. Barney

(1986) and Teece (1986) also emphasize the importance of management skills as business

resources. Five main categories of business resources stand out in these discussions: (1) R&D, (2)

manufacturing, (3) marketing, (4) managerial, and (5) financial resources. The five categories

address the commercialization sequence of product development, production, and marketing,

along with the complementary functions of general management and financial support.

We define resource redeployment as the use by a target or acquiring business of the other

business's resources. The use may involve physical transfer of resources to new locations or

sharing resources without physical transfer. Redeployment of a particular class of resource will

commonly involve physical assets, blueprints and other designs, and personnel who have relevant

skills. For instance, redeployment of R&D resources may involve laboratory equipment, product

and process designs, and research staff. Similarly, redeployment of manufacturing resources may

involve production equipment, methods, and personnel. Clearly, personnel will figure in many or

all redeployment cases, which suggests some overlap between the managerial resource category

and the other resource categories. We introduce the managerial resource category in order to

address reporting systems, planning tools, and other general management skills that firms require

as part of their ongoing administration. Redeployment of managerial resources may involve

transferring managers or teaching a firm to use new managerial systems. Firms might redeploy any

or all of the types of resources following acquisitions.
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Frequency of resource redeployment

We expect redeployment to be particularly common along dimensions of the typology that

often face high market failure. Although there will be substantial variation of market failure within

each of the five categories, market failure will tend to be strongest in the R&D, manufacturing,

and marketing resource categories, while managerial resources face moderate market failure and

financial resources face low market failure. We expect resource redeployment to be particularly

common along the R&D, manufacturing, and marketing dimensions of the typology.

R&D, manufacturing, and marketing resources often involve substantial market failure.

R&D often involves complex organizational processes and socially complex, idiosyncratic

coordination mechanisms (Nelson and Winter, 1977; Teece, 1986; Burgelman, Kosnik, and Van

den Poel, 1988; Dussauge, Hart, and Ramanantsoa, 1992). Manufacturing resources require

coordination amongst manufacturing personnel and require complex linkages with other parts of

the firm such as sales and marketing systems (Hayes and Wheelwright, 1988; Chi, 1994).

Marketing resources such as brand names and sales networks often embody socially complex

incentive mechanisms and tacit knowledge about the competitive environment (Anderson and

Schmittlein, 1984; Dierickx and Cool, 1989; Hennart and Park, 1993). Moreover, R&D,

manufacturing, and marketing resources often intertwine (Hayes and Wheelwright, 1988).

Therefore, exchanging R&D, manufacturing, and marketing resources often incurs substantial

market failure.

Managerial and financial resources incur lower levels of market failure than R&D,

manufacturing, and marketing resources. We define managerial resources in terms of managerial

capabilities such as reporting systems, planning tools, and financial expertise, which may be

embodied in codified systems or reside within tacit routines. Managerial resources incur a

moderate level of market failure. At the level of the individual manager, business schools

formalize and teach managerial knowledge. At the organizational level, also, efficient management

partly rests on the adequate use of discrete management tools such as planning or control

methods that managers can implement in many contexts. However, a fffm's managerial

capabilities are also partly dependent on organizationally complex issues such as culture and

informal networks (Barney, 1986). Moreover, while managers can apply some principles of

management in almost any context, other efficient management systems apply to the context of a
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particular firm. In this sense, management resources are in part generic and in part cospecialized

with other of resources within a particular firm (Barney, 1991). Financial resources, in spite of

their critical importance for business strategy, are subject to much less market failure than other

resources (Chatterjee and Wernerfelt, 1991). In modern economies, most businesses can raise

capital on the financial markets more efficiently than by acquiring or merging with a cash-rich

business. Although smaller firms, especially those involved with emerging technologies,

sometimes encounter capital market imperfections, those imperfections tend to be less than along

other resource dimensions. Therefore, managerial and financial resources have lower market

failure tendencies than R&D, manufacturing, and marketing resources.

We distinguish between redeployment to the acquiring firm and redeployment to the target

business. As we discussed above, acquiring firms may acquire businesses in order to acquire new

resources, in which case firms will redeploy resources from the target. In addition, business

acquisition provides an opportunity to apply excess resources in new business situations (Penrose,

1959; Teece 1982; Herman and Park, 1993), in which case firms will redeploy resources to

targets. Therefore, we expect redeployment to be common both to and from targets, particularly

of R&D, manufacturing, and marketing resources.

In addition, we expect that acquiring firms will be more likely to redeploy managerial and

financial resources to targets than from targets. Acquiring a firm can serve as a means by which an

acquiring firm employs excess managerial capabilities in new uses. Redeploying managerial

capabilities to a target business allows a corporation to retain skilled managers and to profit from

any improvements they are able to achieve at the target (Penrose, 1959). Moreover, managers of

the acquiring firm will often be confident in their own managerial capabilities and be more willing

to undertake management of the target business than to use the target's managerial capabilities at

the acquirer (Walsh, 1988). Therefore, managers from the acquiring firm will often colonize the

target company by providing it with their own management tools and controlling the

implementation of these tools. The acquiring firms also frequently provide financial resources to

support the growth of target businesses. In part, such cases arise because of limits to the financial

markets, in which small businesses sometimes find it difficult or costly to raise capital

(Williamson, 1975; Chatterjee, 1986; Palepu, 1986). Nelson and Winter (1982: 280) argue that

"acquisition can reflect the success and maturation of an entrepreneurial start-up that reaches a
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point when full exploitation of its profit opportunities requires a major infusion of capital or more

specific assets that the acquirer is able to provide." A behavioral rationale also applies to

redeployment of financial resources, because managers sometimes prefer to invest idle cash in

new business opportunities rather than pay extra dividends to shareholders (Jensen, 1986; Gibbs,

1993).

Our initial proposition has two parts: (a) we expect that acquirers will frequently redeploy

R&D, manufacturing, and marketing resources to and from targets; and (b) we also expect that

acquirers will often redeploy managerial and financial resources to targets following acquisitions.

This proposition serves two purposes. First, we want to show that firms commonly redeploy

many types of resources both to and from targets following horizontal acquisitions. Second, we

expect the frequency of redeploying different types of resources to vary with the extent to which

discrete exchange of the resources encounters market failures.

The discussion in this section also suggests that firms may tend to redeploy different

resources together. Firms might redeploy closely-linked R&D, manufacturing, and marketing

resources jointly. In addition, managerial resources will sometimes intertwine with other

resources. In such cases, firms will need to redeploy managerial resources along with R&D,

manufacturing, or marketing resources. Similarly, firms sometimes might need to redeploy

financial resources to support the use of other resources. Our empirical analysis will investigate

the individual and joint redeployment of resources to and from targets.

The effect of relative resource strength on resource redeployment

We now address how the relative strength of the target and acquirer on particular resource

dimensions will influence redeployment. Firms have most incentive to redeploy resources from the

firm with the stronger position to the firm with the weaker position. This incentive applies

whether the acquiring firm obtains new resources or employs its existing resources in new uses.

First, consider cases in which acquisitions allow acquiring firms to obtain new resources.

Evolutionary economic theory holds that businesses tend to search for new resources outside the

firm when their current performance declines or when they become concerned about future

performance (Nelson and Winter, 1982; Ginsburg and Baum, 1994). Winter (1975:105) proposes

a search guideline of "performance at less than aspiration level." Current profitability provides one

common performance measure (March and Simon, 1958; Mansfield, 1968). If current
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performance has the strongest influence on managers' decisions to acquire or sell businesses, then

businesses with low profits might tend to redeploy resources (Steiner, 1975; Duhaime and Grant,

1984). In many cases, though, business acquisition and resource redeployment will occur in

expectation of future needs to reach aspiration levels. Whether or not overall performance is

declining, managers will often search for targets with strong resources in areas where the

acquiring firm is weak, planning to redeploy the stronger resources from the target. Therefore,

strength along particular resource dimensions will be the most relevant influence on resource

redeployment following horizontal acquisitions. Owners of a target business may be willing to sell

the business if the acquirer offers an especially high price for a successful business (Ravenscraft

and Scherer, 1987) or if the target is weak on dimensions other than the focal resource (Shelton,

1988; Granstrand and Sjolander, 1990).

Second, consider cases in which acquisitions allow acquiring firms to employ their existing

resources in new uses. In such cases, firms with strong underutilized resources will tend to seek

targets with complementary weaknesses. The managers of an acquiring firm may be able to offer a

higher price than other potential buyers owing to the availability of resources needed to

strengthen the target (Mitchell, 1994). The owners of a target firm, meanwhile, may be willing to

sell the business because of its resource weakness (Nelson and Winter, 1982; Teece, 1987). After

the acquisition, the acquiring firm can redeploy its excess strong resources to the target, expecting

to increase the value of the target enough to justify the purchase price.

Our second proposition is that the greater the asymmetry in the strength of a resource, the

greater the extent of resource redeployment from the business with the stronger position to the

business with the weaker position. The implication of this proposition is that many acquisitions

are part of a process in which firms extend the use of strong resources. In some cases, firms seek

targets with strengths that the acquiring firm can use. In other cases, acquirers seek targets with

weaknesses that the acquiring firm can overcome. This argument implies that redeployment of

resources following horizontal acquisitions plays a key role in the diffusion of valuable business

resources through an industry, which is an evolutionary argument that we will return to later in

the paper.

Before turning to the empirical analysis, we will describe several other factors that might

influence resource redeployment following horizontal acquisitions. This part of the analysis both
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addresses alternative explanations to our predicted causes and explores complementary influences

on resource redeployment.

We will investigate four control factors that are relevant to traditional explanations for

horizontal acquisitions. Two factors, scale efficiency motives and overcapacity motives, derive

from the traditional scale efficiencies explanation for horizontal acquisitions. The other two

factors, market share motives and post-acquisition price increases, address the traditional market

power explanation for horizontal acquisitions. Investigating these factors will help us assess

whether resource redeployment primarily occurs in the context of acquisitions that fall within the

traditional views of business combinations or, as we expect, whether the resource asymmetry

plays an independent role.

We will also investigate how two performance variables affect redeployment, including

pre-acquisition financial performance and post-acquisition target survival. The financial

performance analysis will assess whether redeployment tends to take place only once a target or

acquiring business becomes unprofitable or whether business acquisitions and resource

redeployment are part of a prospective process of business change. We define target survival as

cases in which targets continued to operate on a standalone basis at the time of the survey. The

survival analysis will help assess which types of resources companies seek if they want to obtain

particular assets and then merge or shut down the targets. Investigating the performance factors

will help us determine whether redeployment occurs in only a narrow range of acquisitions or

whether it is a more general phenomenon.

We will examine five business-level and industry-level control variables, including relative

business size, international scope, acquirer nationality, acquisition experience, and industry

growth. Prior research suggests that relative business size may influence redeployment. Chatterjee

(1986) notes that larger businesses sometimes provide managerial support and financial resources

that smaller businesses require in order to grow, while Seth (1990b) suggests that acquirers and

targets with similar size tend to redeploy operational resources in R&D, manufacturing or

marketing functions. The relative business size variable helps address the possibility that smaller

firms may face financial market imperfections, even in developed economies. The international

scope factor stems from internalization theory. Internalization theory suggests that redeployment

will be common in international acquisitions, which provide a means for the acquiring firm to
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redeploy intangible assets that lack new domestic opportunities (Caves, 1982; Morck and Yeung,

1992). Firms also might redeploy resources from the international target to the acquiring firm

(Harris and Ravenscraft, 1991; Markides and Wrier, 1994). The acquirer nationality factor is

relevant because firms based in different countries might have different tendencies to redeploy

resources, owing to different legal and institutional environments. The acquisition experience

factor is relevant because firms that acquire more than one target might develop greater resource

redeployment skills. Finally, firms might be more likely to redeploy resources in order to

reconfigure businesses in growing industries, rather than in stable or declining industries. The

analysis of the business-level and industry-level factors both controls for alternative explanations

to the influences of resource asymmetry and explores additional influences on resource

redeployment.

In summary, we presented a typology of five types of resources and developed two

propositions. In the resource typology, R&D, manufacturing, and marketing resources tend to be

subject to greater market failure than managerial and financial resources. We expect that firms will

frequently redeploy R&D, manufacturing, and marketing resources to and from targets, and also

will often redeploy managerial and financial resources to targets. We also expect firms to redeploy

resources from the business with the stronger position to the business with the weaker position.

The empirical analysis will control several other factors that might affect resource redeployment.

We next describe the empirical context in which we test the predictions.

Data

Survey process

We gathered the data for this study through a survey in 1994 of American and European

companies. The initial sample consisted of 2,020 mergers and acquisitions that took place during

the 1988-1992 period between manufacturing companies operating within the same industry,

defined at the level of about the four digit U.S. Standard Industrial Classification. We chose the

1988-1992 period in order to exclude recent acquisitions in which post-acquisition decisions had

not yet led to resource redeployment at the time of the survey, as well as older acquisitions for

which managerial turnover makes it difficult to gather detailed information about post-acquisition

activities. Sources for the information include the International Merger Yearbook (1990, 1991,

1992), Merger and Acquisitions Sourcebook (1990, 1991, 1992), Mergers and Acquisitions
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International (1990, 1991, 1992), and Fusions et Acquisitions Magazine (1989, 1990, 1991,

1992). Appendix 1 lists descriptive home country information concerning the sample and

responding firms. The appendix shows that 73 percent of the acquiring firms and 59 percent of the

targets were located in France, the United Kingdom, and the United States.

The study period encompasses part of the 1980s merger wave. The common perception of

this period is that firms undertook many of the acquisitions in order to break up inefficient firms

(Bowman and Singh, 1993). The results of the study will help us understand more about the

period of downsizing, in particular whether the process simply took place through business

divestiture or whether acquiring and target businesses reconfigure their resources during the

downsizing process.

The survey process proceeded in four phases. In the first phase, we developed

measurement scales based on the relevant literature and discussed the scales with academics and

consultants. This first phase led us to consider the five main types of resources that we use in the

study. We then constructed a preliminary version of the questionnaire, written in both English and

French. In the second phase, we pretested the English and French versions of the questionnaire in

site interviews and with senior executives who were attending executive education programs at

two major business schools located in the United States and in France. The executives had a wide

range of backgrounds, including finance, marketing, and production. The pretests aimed at

ensuring that the respondents understood the questions in the context that we intended. To ensure

that the executives had equivalent understanding of the English and French-language versions of

the questions, a bilingual scholar conducted this extensive pretest process. This second phase led

us to clarify some questions and to add some items that the executives suggested. Our third stage

consisted of a pilot survey with the revised survey instrument during on-site interviews with CEOs

or executives in charge of acquisition programs in ten large firms, which resulted in the final

version of the questionnaire. We base the content validity of the resource redeployment measures

on this careful process of developing the categories and pre-testing the questions.

In the fourth stage of the data collection process, we mailed the survey to the acquiring

companies in the sample for which we could obtain addresses, which totaled 1,788 North

American and European cases. We designed and administered the mail survey under guidelines

established in Dillman's (1978) Total Design Method. We addressed the surveys to the chief
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executives of the business units that undertook the acquisitions. In the cover letter, we requested

that either the CEO or a senior executive with responsibility for the acquisition case studied

complete the survey. We also sent two follow-up letters and one replacement questionnaire within

the next three weeks following the first mail.

Survey responses

We received 273 responses. This is a reasonable response given the extensive set of

questions that we asked respondents to consider. The positions of the respondents included CEO,

president, executive chair, vice president of finance, and managing director. In order to ensure

that the cases were horizontal acquisitions, the survey asked the respondents to compare the

similarity of the acquiring and target business's products, technology, geographical markets, types

of customers, and degree of direct competition. We eliminated 20 responses, leaving a data set of

253 horizontal acquisitions. The data set includes 253 unique targets and 190 unique acquirers,

with the smaller number of acquirers occurring because some firms acquired more than one target.

The data set has a broad distribution of acquiring and target firms across all the countries in the

sample, although French acquiring firms are somewhat over-represented in the data set and

American and British acquirers are somewhat under-represented. This is the largest and most

internationally diverse set of detailed information concerning resource redeployment between

target and acquiring firms following horizontal acquisitions that we know of.

Appendix 1 reports summary information concerning acquisition prices. Many firms do

not report acquisition purchase prices, especially cases outside Britain and the United States, but

we were able to obtain information concerning purchase prices for 24% of the 2,020 cases in the

initial sample and 13% of the 253 respondents in the data set. The purchase prices ranged in value

from less than $1 million to more than $1 billion, with median value of $21 million among the

initial sample and $42 million among the respondents. Thus, the respondents appear to be

somewhat larger than the initial sample. The sample also emphasizes older targets; 71% of the

targets were older than 15 years.

Appendix 2 reports the survey questions that we used to form the dependent and

independent variables for this study. We used the answers to Q1 and Q2 in Part A of the appendix

to form dependent variables. The variables measure the magnitude of resource redeployment

following the acquisitions, with range from 1 to 5. We used the maximum response in the "sales
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network" and "brand name(s)" categories in part A of the appendix (rows 3a and 3b in Q1 and

Q2) to form the "marketing" resource category for this study.

Reliability and validity of the focal measures

We undertook the following steps to assess the reliability, convergent validity, and

discriminant validity of our focal measures. We used two-item scales for redeployment of

marketing resources, for which we took the maximum value of sharing of sales network and

sharing of brand names. A Cronbach-a test for the two-item measures of redeployment of

marketing resources to the acquirer and to the target produced coefficients of 0.7 and 0.6

respectively. The Cronbach-a test is not relevant for the other four resource redeployment

categories, which we based on single-item scales. Although multiple item measures would have

enriched the reliability of our data (Venkatraman and Grant, 1986), multiple measures also would

have increased the complexity and length of the questionnaire at the expenses of the response rate

(Dillman, 1974). We believe that the development and pretest process addresses variable

reliability.

Satisfying the criteria for convergent and discriminant validity calls for the use of multiple

methods to measure the same construct (Venkatraman and Grant, 1986). In this paper, we

operationalized the resource asymmetry independent variables with five single-item questions

regarding the position of the target compared to the acquiring firm before the acquisition on the

five resource dimensions: R&D, manufacturing, marketing, managerial, and financial. The survey

also contains a related question which compares the target's position before the acquisition on

these five resource dimensions to its main competitors. Given our focus on horizontal mergers,

such that the acquiring and target firms operate in the same industry, we expect a high

convergence of the answers to these two questions for each resource dimension. We investigated

convergent and discriminate validity within a multitrait-multimethod (MTMM) matrix (Campbell

and Fiske, 1959). Appendix 3 reports a subset of the MTMM matrix, including the monotrait-

multimethod diagonal and the multitrait-multimethod triangle. The correlations along the diagonal

of the matrix in the appendix are high, which suggests that the attempts to measure the position of

the target on specific resource dimensions are consistent. Moreover, the values on the diagonal

are much higher than the values off the diagonal, suggesting that respondents consistently

discriminated the different resource dimensions. This test of the core independent variables of our
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asymmetry proposition reflects confidence in the internal consistency of the measures we used in

the research.

Respondent bias also arises as an issue in survey research. We chose a single respondent

approach because the alternative multiple respondent approach raises practical problems.

Respondents must be knowledgeable about the firm and its competitive environment (Campbell,

1955), as well as, in our research, the consolidation processes following the acquisition. In a large

sample study, finding multiple well-informed respondents is difficult or impossible. Moreover,

determining whether any lack of convergence between multiple respondents stems from unequal

levels of knowledge or real disparity in assessments raises substantial empirical problems. The key

methodological solution in a single respondent approach, therefore, is to find the most appropriate

respondent (John and Reyes, 1982). We qualified our respondents as individuals who held a CEO

or equivalent position, or had been involved as senior managers of the acquisition process. We

pre-tested our survey to ensure that this targeted group of executives understood our questions.

We recognize that the survey records the acquirers' view of the exchanges. We judge that

the managers from the acquirers will tend to be most knowledgeable about the post-acquisition

activities, owing to the high level of target CEO turnover following acquisitions (Pitts, 1976;

Walsh, 1988). From a practical standpoint, it is difficult or impossible to track former executives

of the target, since in many cases the target is no longer a separate entity. We believe that the

acquirer personnel can provide credible assessments of resource redeployment within the time

frame of the study.

In summary, several steps address the quality of our construct measurement (1) content

validity of our measures through an extensive pre-testing process based on expert panel

assessment, cross validation with interviews with senior executives, and a pilot test of the final

survey; (2) convergent and discriminant validity of the measures concerning the core theoretical

independent variables of the resource asymmetry proposition, and (3) the use of relevant

respondents. We believe that we have chosen a appropriate methodology, which is commonly

used in the strategic management literature to gather data concerning firm attributes and post-

merger consolidation processes (e.g., Cool, Diericloc and Jemison, 1989; Hunt, 1990; Datta,

1991).

Results
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Redeployment to and from target businesses

Tables 1 and 2 report the extent of redeployment within the five categories in the resource

typology. The results are consistent with our first proposition.

Table 1 reports the extent to which firms redeployed resources from targets to acquirers.

As expected, firms frequently redeployed R&D, manufacturing, and marketing resources from

targets to acquirers following horizontal acquisitions. Among the three categories of resources

that often face high market failure, "to some extent" or greater of resource redeployment occurred

in 54% (R&D), 48% (manufacturing), and 66% (marketing) of the cases. By contrast, at least "to

some extent" redeployment was much less common for managerial (19%) and financial (14%)

resources. Similarly, the mean scores of the resource redeployment responses were substantially

higher for R&D (2.54), manufacturing (2.47), and marketing (3.08) resources than the mean

scores for managerial (1.69) and financial (1.49) resources. Statistical tests confirm the

significance of the differences between redeployment of R&D, manufacturing, and marketing

resources and redeployment of financial and managerial resources. We conducted paired-sample t-

tests on six pairs of resources: R&D versus managerial, R&D versus financial, manufacturing

versus managerial, manufacturing versus financial, marketing versus managerial, and marketing

versus financial. The result of each paired sample t-test was highly significant (p < 0.001). We

also used the non-parametric Wilcoxon signed ranks test to determine the robustness of the

paired-sample result, because a Kolmogorov-Smirnov test for the normality of the relative

frequency distribution of differences for each pair of variable rejects the assumption of normality

of the data. Wilcoxon tests of the relative rank order of redeployment magnitude produce highly

significant differences between the redeployment of R&D, manufacturing, and marketing

resources when compared to managerial and financial resources.

********** Table 1 about here **********

The correlation matrix in table 1 shows that firms frequently redeploy some types of

resources together. Firms often redeploy R&D and manufacturing resources jointly (r=.66), which

supports the argument that R&D and manufacturing resources often intertwine. Similarly, firms

often redeploy managerial resources together with R&D (r=.45), manufacturing (r=.38), or

financial (r=.52) resources. Thus, although firms rarely redeploy managerial resources from a

target to an acquirer, the cases in which the acquirer uses a target's managerial resources tends to
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occur in combination with other resources. A plausible explanation for the joint redeployment of

managerial and other resources is that the acquiring firm needs the managerial capabilities of the

target to help use the other resources.

Table 2 reports the extent to which firms redeployed resources from acquirers to targets.

As expected, firms frequently redeployed R&D, manufacturing, and marketing resources from

acquirers to targets. Indeed, the mean scores of the R&D, manufacturing, and marketing resource

redeployment are all slightly higher in table 2 than in table 1. Also as expected, table 2 shows that

firms frequently redeployed managerial and financial resources to targets. The acquiring firms

redeployed managerial resources to the target at least "to some extent" in 90% of the cases

(compared to 19% in table 1) and financial resources at least "to some extent" in 88% of the cases

(compared to 14% in table 1). Wilcoxon tests of the relative rank order of redeployment

magnitude produce highly significant differences between the redeployment of managerial and

financial resources to and from the target.

********** Table 2 about here **********

The pattern of the correlations among the resource redeployment variables in table 2 is

similar to the pattern reported in table 1, again suggesting that resources often intertwine. The

results support the argument that acquirers often provide operating, managerial, and financial

resources needed by their target businesses, frequently in combination with different types of

resources.

To check the sensitivity of the results concerning managerial resources to distinctions

between transfer of individual managers and redeployment of the more inclusive concept of

managerial capabilities, we also asked the respondents to tell us whether senior executives

transferred to or from the target business after the acquisition. Senior executive transfer took

similar patterns to our measure of managerial resource redeployment, especially for redeployment

to acquirers. The degree of senior executive transfer from targets to acquirers had a mean

response of 1.8 in the survey, similar to the mean value of 1.7 for redeployment of managerial

capabilities that table 1 reports. The degree of senior executive transfer from acquirers to targets

had a mean response of 2.7, compared to 4.1 for redeployment of managerial capabilities (table

2). The difference between senior executive transfer and redeployment of the more encompassing

managerial resources in the case of redeployment to targets suggests that acquirers can sometimes
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provide needed managerial assistance to targets by providing new managerial systems and

procedures without transferring individual managers, consistent with our earlier arguments

concerning managerial resources. Nonetheless, the senior executive transfer results are consistent

with our predictions that firms will be more likely to redeploy managerial resources to targets than

to acquirers. Thus, our basic results are consistent whether we examine redeployment of

managerial capabilities or transfer of individual managers.

An issue concerning the interpretation of the study is that we examine resource

redeployment after acquisitions occurred. As a result, it is possible that firms took advantage of

the opportunity to redeploy resources after undertaking acquisitions for other motives. Therefore,

the survey asked the respondents to rate the importance of two motives in acquiring the target

business: (a) acquiring assets or capabilities from the target, and (b) transferring assets or

capabilities to the target. The response scale had a range of 1 ("Not important") to 5 ("Very

important"). We conducted sensitivity analysis using two subsamples in which resource

redeployment was at least a moderately important motive for the acquisitions. The first subsample

included the cases in which the motive of acquiring resources from the target received a rating of

three or more (49% of the cases). The second subsample included the cases in which the motive

of transferring resources to the target received a rating of three or more (36% of the cases). We

then compared resource redeployment patterns in the subsamples to the full-sample results

reported in tables 1 and 2. In both cases, the subsample results and reported results were

materially equivalent. That is, there is little difference in the pattern of resource redeployment

whether respondents stated that redeployment was an important motive for the acquisition or

whether resource redeployment was a second-stage decision following acquisitions that took

place for other reasons. Again, our basic results are stable.

The effect of relative resource strength on redeployment

In order to investigate the second proposition, we calculated regression estimates of the

relationship between resource redeployment and the relative strength of the targets and acquirers.

We calculated two sets of least squares estimates, one for redeployment from target to acquirer

and a second for redeployment from acquirer to target. We used White's (1980) asymptotic

variance-covariance matrix to adjust the standard errors of the coefficients for unknown forms of



21

heteroscedasticity. We obtained the estimates with the OLS regression procedure of the Shazam

statistical package, using the HETCOV option (White, 1993). We used the survey responses to

the questions concerning resource redeployment to operationalize the dependent variables, using

the data that we reported in tables 1 and 2. We used the scores of the resource redeployment

responses as the value for each dependent variable, with range from 1 to 5. As sensitivity analysis,

we also calculated multinomial logistic regression estimates using the survey responses as

categorical outcomes, finding materially equivalent results to the least squares estimates that we

report. The independent variables for the regression analyses were the relative strength of the

target and acquiring firms on each resource dimension, plus the control variables. We estimated

ten regression equations, with five equations for resource redeployment to the targets and five

equations for redeployment to the acquiring firms.

The equations took the following general form:

= + 131 S i + 132Sj + 133C +

In this equation, Ri represents the magnitude of redeployment of resource i (i=R&D,

manufacturing, marketing, managerial, financial). a is a vector of intercept coefficients

representing the tendency to redeploy resource i to targets or acquirers. S i is the relative strength

of the two firms on resource dimension i, with i31 a vector of associated coefficients. Sj is a matrix

of variables recording the relative strength of the firms on resource dimensions other than i, with

02 a matrix of associated coefficients. C and 53 are matrices of control variables and associated

coefficients, while c is an error term. We expect positive coefficients in the P i vector.

The causal structure of the regression equations bears discussion. The equations estimate

the impact of several dimensions of relative resource strength at one time on subsequent resource

redeployment of each type of resource. We expect each type of resource to have most impact on

its own redeployment, producing positive values in the 13 i coefficient vector. If one looks ahead to

the results concerning redeployment of R&D resources in column 1 of Table 4, for instance, this

would produce a positive coefficient for R&D resources. Nonetheless, resource strength on one

dimension sometimes will be an outcome of strength on other dimensions. The strength of several

resources might affect redeployment of a particular resource if managers believe that causal

relationships among different resources are important determinants of resource value. If this is

common, many coefficients in the 12 matrix will be positive, in addition to positive D I coefficients.
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That is, in column 1 of Table 4, one might find positive coefficients on the manufacturing,

marketing, managerial, and financial resource variables, as well as on the R&D variable.

Alternatively, managers might tend to emphasize resources that they believe underlie strength on

other dimensions, such that resource strength on dimensions other than the exchanged resource

would have most influence on redeployment. If so, some 132 coefficients will be positive but few 131

coefficients will be positive. In such a case, the R&D resource coefficient in column 1 of Table 4

would be insignificant. We expect, though, that causal ambiguity will tend to limit outcomes in

which the strength of other resources influences resource redeployment. Managers will often find

it difficult to determine which of a pair of resources is a cause and which is an effect. Rather than

seek to identify complex underlying causes, managers will often redeploy the strong resource that

they need to complement an existing weakness, expecting that they can sustain the resource

strength in the new environment. The causal structure allows us to test the focal prediction while

examining alternative relationships among the resource strength and resource redeployment

variables.

A possible concern with the equation structure that we describe above is that decisions to

redeploy some types of resources might affect decisions to redeploy other types of resources,

which leads to a potential problem of omitted effects. This is a conservative bias in the context of

our study, however, because the associated relationships would tend to diffuse the impact of the

predicted resource strength influences. Simply adding the other four resource redeployment

dependent variables as covariates on the right hand side of each equation would not address the

possible bias, because the redeployment variables relate causally to the independent variables in

the equation. Instead, one needs a method that addresses the endogenous relationship among the

resource variables.

As sensitivity analysis, therefore, we used three-stage least squares regression with two

systems of five equations, one set of equations for redeployment to targets and one set of

equations for redeployment to acquirers. The resource redeployment variables (R i) were the

dependent variables in the equations. We specified the four nonfocal resource redeployment

variables as endogenous variables on the right-hand side of each equation along with the relative

resource strength measures (S i, Si) and intercept terms as exogenous variables. We found

materially equivalent estimates of the predicted effects in the five-equation systems and in the
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single-equation models. We report the results of the single equation models because we they are

more straightforward to interpret and because they create fewer problems of over-identification.

The survey provided the information needed to measure the independent variables used to

investigate the second proposition. We used the responses to the questions in part B of appendix

2 to measure the asymmetry in the strength of particular resources between the acquiring and

target businesses. We used the values of the responses to operationalize five measures of relative

resource strength, each with range from 1 to 5. Table 3 reports summary statistics for the

independent variables.

********** Table 3 about here **********

The survey questions reported in Appendix 2 also provided information for the four

control variables concerning acquisition motives. We used the value of the responses to the

questions in part F of appendix 2 to operationalize measures for scale economies, industry

overcapacity, and market share motives. We used the maximum value of the response in lines la

and lb in part F of appendix 2 to record the scale economies motive. We used the responses to

the questions in part G of the appendix to operationalize a post-acquisition price increase variable.

We first measured the change in the pricing policies of the target and acquiring businesses, defined

as the post-acquisition price category minus the pre-acquisition price category (i.e., target price

change equals response in line 3 minus response in line 1; acquirer price change equals response in

line 4 minus response in line 2). If the target and acquirer operated as a consolidated business at

the time of the survey, we defined the price change as the difference between the post-acquisition

pricing policy of the consolidated business and the minimum response to the pre-acquisition

pricing policy questions (i.e., the response in line 5 minus the minimum response in lines 1 and 2).

We then set the variable (Post-acquisition price increase) equal to the maximum change in the pre-

acquisition and post-acquisition price categories. In sensitivity analysis, we also used a dummy

variable that differentiated between cases with and without prices increases, finding equivalent

results.

The survey also provided measures for the remaining control variables. We used the value

of the responses to the questions in part E of appendix 2 to operationalize two profitability

measures in which larger values denoted greater financial difficulty (Acquirer unprofitable, Target

unprofitable). The survey asked whether the target continued to operate on a standalone basis at
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the time of the survey. We used the value of the responses to the question to define a dummy

variable that differentiated between targets that continued to operate (Target survival=1) and

targets that did not have standalone status (Target survival=0). The survey asked the respondents

to report the nationality of the target and acquiring firms. We used the responses to define a

dummy variable that differentiated between cases involving firms from the same country

(International scope) and firms with different home countries (International scope=1). We also

defined five dummy variables that denoted acquirers based in France, Germany, Britain, the U.S.,

and other countries. We also defined a dummy variable with value equal to one for respondents

that acquired more than one target in the sample (Acquisition experience). We used the value of

the responses to the questions in parts C and D of appendix 2 to operationalize measures for

industry growth and business size (Industry growth forecast, Target relative sales).

In cases for which respondents did not answer a question relevant to a control variable, we

used the mean value of the control variable for the regression analysis (Little, 1992). This mean

imputation procedure affected "Industry growth forecast" and the subsequent variables in table 3.

Among the cases used in the regression analysis, the mean imputation procedure affected no more

than 7% of the cases for any one control variable because the missing answers were distributed

throughout the response categories. We did not use mean imputation for the resource strength

variables because of their theoretic centrality to the study. In order to check for any systematic

relationship between the missing answers and the outcome variables, we defined a variable that

recorded the number of times that we used mean values for each case (Missing controls). We also

calculated the regression estimates with a subsample that omitted the cases with mean imputed

control variables, finding equivalent magnitude and significance for the predicted effects of the

resource strength variables.

The regression results reported in tables 4 and 5 support the second proposition. As

expected, the greater the asymmetry in the strength of a resource between an acquiring firm and a

target firm, the greater the extent of resource redeployment from the firm with the stronger

position to the firm with the weaker position. We found the predicted results in the full analysis

that we report and in sensitivity analyses that omitted the control variables. We first discuss the

results in table 4 and 5 concerning the influences of relative resource strength on resource

redeployment. We then address the other influences that the tables report.
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Table 4 reports that target strength for each type of resource associates with significantly

greater magnitude of resource redeployment from the target to the acquiring firm, as expected.

The positive significant coefficients along the diagonal of the first five rows of the table

demonstrate this result. The result is consistent with the argument that firms with weaknesses in

particular areas commonly seek targets with complementary strengths.

********** Table 4 about here **********

The off-diagonal resource strength results in the first five rows of table 4 also provide

useful information. Perhaps most strikingly, few off-diagonal resource strength variables are

significant, which suggests that managers tend to focus on the strength of the exchanged resource

rather than other resources that might relate causally to the exchanged resource. Nonetheless, a

few off-diagonal resource strength influences are noteworthy. Firms sometimes redeploy

manufacturing resources from targets with particularly strong R&D resources (column 2),

possibly because targets' manufacturing strength often derives from strength in process R&D. By

contrast, acquirers tend not to redeploy manufacturing resources from targets with strong

marketing resources (column 2), possibly because the target needs to retain its manufacturing

resources in order to continue to support its marketing strength. Although table 1 showed that

acquirers rarely redeploy managerial capabilities from targets, targets with strong financial

resources do sometimes provide managerial resources to the acquirer (column 4 of table 4). The

result suggests that firms sometimes use financial success as an indicator of managerial capability.

Table 5 reports that the relative resource strength of the acquirer associates with

significantly greater magnitude of redeployment from the acquirer to the target for all but

marketing resources, largely as the second proposition expected. We reverse coded the relative

resource strength variables for the analysis of resource redeployment to target firms, in order to

obtain positive coefficients for the expected effects. The coefficients along the diagonal of the first

five rows of the table, which are positive and significant in all but the marketing case (column 3),

show the expected result. The significant results are consistent with the argument that business

acquisition provides opportunities for firms to grow by redeploying superior resources. The

nonsignificant relationship between marketing strength and marketing resource redeployment in

table 5 is similar to the analysis in table 4, where target marketing strength and marketing

resource redeployment to acquirers had the weakest relationship among the effects along the
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diagonal. The nonsignificant marketing result suggests that obtaining a strong brand name or sales

network can be valuable even if a firm already possesses strong marketing resources, possibly

because regrouping several strong brand names and sales networks may increase sales

substantially. On the contrary, if a firm already possesses strong R&D or manufacturing

capabilities, acquiring another firm with strong capabilities is less likely to be appealing, possibly

because the likelihood of redundancies and conflicts is stronger than in the marketing case.

Similarly, firms with weak marketing positions may expect to achieve benefits from increased

scale if they redeploy weak marketing resources from a target. Few off-diagonal resource strength

variables in the first five rows of table 5 are significant, similar to the results shown in table 4. This

outcome provides additional support for the conclusion that managers tend to emphasize focal

resources.

********** Table 5 about here **********

It is useful to consider the question of why relative managerial and financial strength might

affect the redeployment of managerial and financial resources, which we argue incur less market

failure than R&D, manufacturing, and marketing resources. The most likely reason for the

managerial result is that, as we noted, some managerial resources face market failures and, in such

cases, the relative management strength of the acquiring and target firms underlies redeployment.

The financial result likely occurs because, although market failures for resources may underlie

many acquisitions, firms sometimes use acquisitions to obtain excess financial resources from a

target.

Other influences on resource redeployment

The other influences reported in tables 4 and 5 also provide useful information. Six sets of

results concerning acquisition motives, post-acquisition price increases, target relative size, and

target survival are striking. First, firms often redeploy R&D, marketing, and manufacturing

resources to both acquirers and targets following acquisitions undertaken in order to obtain

greater market share (columns 1 to 3 of tables 4 and 5). The result suggests that reconfiguration

of resources subject to high market failure is a major element of growth-motivated acquisitions.

Second, redeployment of some resources tends to follow acquisitions motivated by industry

overcapacity (R&D and manufacturing resources to acquirers in table 4; marketing and financial

resources to targets in table 5). The industry overcapacity result suggests that firms often use
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acquisitions in industries with overcapacity as opportunities to reconfigure the businesses, rather

than simply to eliminate excess capacity (Dutz, 1989; Anand and Singh, 1997). Third, resource

redeployment is less common following acquisitions motivated by scale economies than it is in the

market share or industry overcapacity cases, although there is some tendency for acquirers to

redeploy managerial resources from the target. Fourth, post-acquisition price increases have little

influence on resource redeployment, other than R&D and financial resources to targets (table 5).

The post-acquisition price increase results suggest that firms do not use high levels of resource

redeployment in order to obtain market power benefits. At the same time, though, resource

redeployment is no less common in price increase cases than in acquisitions that do not lead to

price increases. Thus, although resource redeployment does not appear to be a central part of

market power acquisitions, some redeployment nevertheless may occur, suggesting that

acquisitions can serve multiple purposes. Fifth, small targets often receive resources from larger

acquirers, although only the marketing resource result is statistically significant (column 3 of table

5). Finally, acquirers are less likely to redeploy resources to or from targets that continue

standalone operation than from targets that merge with the acquirer.

Among the remaining effects, none have substantial influence on resource redeployment to

acquiring firms (table 4) but some affect redeployment to targets (table 5). Following international

acquisitions, firms have some tendencies to redeploy R&D and manufacturing resources to the

foreign targets, while avoiding redeployment of marketing and managerial resources to the foreign

locations. The international scope results suggest that international acquisitions sometimes

provide firms with opportunities to gain new uses for their R&D and production capabilities at

targets with marketing systems and management capabilities suited to the foreign location. In

addition, international acquirers may tend to apply their skills in implementing promotion and

other marketing campaigns, rather than redeploy brand names and sales forces. Finally, firms that

acquired more than one target during the study period were somewhat more likely to redeploy

resources to targets than firms that acquired only one target business.

As exploratory analysis, we also investigated whether resource redeployment tends to be

unidirectional or whether firms frequently redeploy resources both to and from the target. We

found that firms rarely redeploy innovation and manufacturing resources to the acquirer if they

redeploy the resources to the target. By contrast, firms frequently redeploy marketing resources
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expect the sales networks and brand names of the target and acquiring firms to complement each

other, while the R&D and manufacturing resources of the target and acquirer are more likely to

be substitutes. This may reflect differences in the types of routines that underlie marketing

resources when compared to R&D or manufacturing resources, such that it is easier to expand a

marketing system than to combine different research or production activities.

Discussion

This study found two over-arching results concerning post-acquisition resource

redeployment. First, firms frequently redeploy R&D, manufacturing, and marketing resources to

and from targets, and also often redeploy managerial and financial resources to targets. This result

provides one of the few large scale analyses of post-acquisition resource redeployment and helps

provide an empirical basis for arguments concerning the role of market failure in business

acquisitions. The second over-arching result is that the relative pre-acquisition strength of the

merging firms along each resource dimension affects the direction of redeployment. It appears

that firms frequently seek targets with strengths that the acquiring firm can use or seek targets

with weaknesses that the acquiring firm can overcome. Together, the results show that resource

redeployment is a common part of post-acquisition behavior.

Perhaps the most critical issue concerning the theoretical interpretation of the results is

whether resource redeployment differs from traditional economic and strategic explanations for

horizontal acquisitions. Three aspects of the results concerning the frequency of resource

redeployment suggest that redeployment both plays a role in the traditional explanations and

extends well beyond the scale and power explanations. First, as we noted earlier, we found that

resource redeployment is no less common following acquisitions that result in price increases than

in other acquisitions, which suggests that resource redeployment plays a role in acquisitions that

appear to create market power. Second, we find that acquisitions motivated by scale economies

do not involve particularly high or particularly low degrees of resource redeployment. This result

suggests that resource redeployment is sometimes part of achieving scale efficiencies, likely as

firms combine operations in order to achieve the benefits of scale, but also occurs in many

situations other than the scale efficiencies cases. Third, the traditional theory addressing

acquisitions motivated by scale efficiencies in the context of industry overcapacity suggests that
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the acquisitions will result in resource elimination rather than resource redeployment. By contrast,

our results suggest that firms often redeploy resources following acquisitions motivated by

industry overcapacity, especially from the target to the acquiring firm. Thus, the results suggest

that resource redeployment is important outcome of many horizontal acquisitions, both as part of

the traditional economic explanations and as an independent strategic phenomenon. The

traditional market power and scale efficiencies arguments undoubtedly apply to many horizontal

mergers and acquisitions, but we believe that resource redeployment is common in practice and

underemphasized in theory.

To further assess the relationships between resource redeployment and the traditional

explanations, we explored the statistical relationship between the resource asymmetry results and

the scale efficiency and market power contexts. We define variables that interacted the resource

strength measures with the four variables most relevant to the traditional explanations. The scale

economies and industry overcapacity acquisition motives are relevant to the scale efficiency

argument. The market share acquisition motive and the post-acquisition price increase variable are

relevant to the market power argument. Our purpose in the analysis of interactions is to determine

whether firms tend to redeploy especially strong resources when the traditional scale efficiencies

or market power explanations for horizontal acquisitions appear to apply. If both the main effect

of resource asymmetry and the interactive effect of resource asymmetry are positive and

significant, then the results would suggest that resource asymmetry is a common feature of

resource redeployment and is especially strong in specific acquisition contexts. If the interactive

effect of resource asymmetry was not only significant but also replaced the main effect of resource

asymmetry, then the results would suggest that resource asymmetry applies only to specific

acquisition contexts.

We followed the following procedure when carrying out the interaction analysis. First, we

calculated baseline models for each of the ten cases of resource redeployment, that is, five models

each for redeployment to targets and to acquiring firms. We estimated somewhat simpler baseline

models than those that we report in tables 4 and 5 in order to reduce any concerns about

complicated relationships among the variables, although we found similar results when we

compared models using the full and simpler set of influences. The independent variables in each

baseline model included the firms' relative strength of the focal resource, the four variables that
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addressed the traditional explanations for horizontal acquisitions, the two profitability variables,

and relative business size. We found that the results of these simpler models were similar to those

we reported in tables 4 and 5. Second, we sequentially entered interaction variables that multiplied

the resource asymmetry variable with each of the other scale efficiency and market power main

effect variables. The signs on the interaction variables indicate whether scale efficiency and market

power tend to have particularly strong influences at extreme values of resource asymmetry.

Table 6 summarizes the qualitative results of the interaction analysis. The table reports the

significant effects of the resource strength variable, the main effect of the scale efficiency and

market power factors, and the interaction of resource strength and each other factor. In each cell

of the table, the first sign reports the impact of resource strength on the focal dimension, the

second sign reports the main effect of the other factor, and the third sign reports the interaction

effect. We can provide interested readers with quantitative summaries of the 50 models that make

up this analysis.

********** Table 6 about here **********

Panel A of table 6 summarizes the results for redeployment to acquirers. Three primary

results stand out. First, the scale efficiency and market power interactions with resource strength

have no significant impact on R&D, manufacturing, and marketing redeployment to acquirers, in

columns 1 to 3 of the table. The interaction term is not significant in any of the 12 relevant cases.

The second result in panel A of table 6 is that market power cases have little interaction with

resource strength. Although a significant interaction influence appears for financial resources in

the case of market share motives, in practice the result is largely a statistical balancing. With the

coefficient values estimated for the main and interaction effects, the negative main effects of

market share motive and resource strength cancel the positive interaction effect. The third result

in panel A of table 6 is that positive and significant interaction effects emerge for managerial and

financial resources in cases in which firms report scale efficiencies as important acquisition

motives, in columns 4 and 5 of the table. The main effect of resource strength disappears for

managerial resource redeployment when firms seek scale economies, while the main effect

disappears for financial resources when firms cite industry overcapacity as an important

acquisition motive. The implications of these results concerning managerial and financial

resources are intriguing. The results suggest that acquirers desire targets' strong managerial
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resources primarily in cases when an acquirer is seeking scale economies. The most likely

explanation is that the acquirers need the targets managerial capabilities to help combine the

existing operations of the two businesses, which is consistent with the positive correlation

between redeployment of managerial, R&D, and production resources that table 1 reports.

Similarly, acquirers tend to redeploy a targets' strong financial resources primarily in cases of

industry overcapacity. The most likely explanation is that the acquirer plans to reduce the size of

the targets' operations, leaving the target with less need for the financial resources. The summary

conclusion of the results in panel A of table 6 is that resource asymmetry has strong main effects

in the classes of resource redeployment that are most subject to market failures, while resource

asymmetry has more specific effects on managerial and financial resource redeployment,when

firms seek scale efficiencies.

Panel B of table 6 summarizes the results for redeployment to targets. In no case does a

significant interaction effect emerge. The most straightforward conclusion here is that acquirers

use their resources to improve targets in many contexts, well beyond the traditional contexts of

scale efficiency and market power.

These results suggest that there is a close conceptual relationship between efficiency

arguments and resource-based interpretations of acquisitions. We stress that we view resource

redeployment as a part of a dynamic process of achieving efficiencies necessary in changing

competitive environments. The resource-based interpretation of acquisitions intersects with

classical scale efficiencies arguments, because firms can achieve efficiency gains both through

increased scale and through redeploying superior resources. Cool, Dierick, and Jemison (1989)

point out that the efficiency line of thinking suggests that return differences reflect different

throughput and scale efficiencies, as well as differential access to rent-yielding assets. Resource

redeployment also may fall within the context of post-acquisition downsizing, whereby firms

simultaneously gain increased scale efficiencies by reducing excess capacity and gain dynamic

efficiencies by redeploying valuable resources. The resource-based interpretation of acquisitions

has theoretical implications that extend well beyond that the traditional efficiency arguments,

especially concerning the evolutionary processes by which firms use acquisitions to achieve

greater efficiency in changing environments.

Conclusion
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At its most general level, the study has theoretical implications for an evolutionary

understanding of business strategy. Nelson (1995) suggests that evolutionary explanations for

business strategy must address how variations emerge within an industry and how the variations

diffuse through an industry environment Our analysis of resource redeployment following

horizontal acquisitions specifies one such process. Our analysis also suggests diffusion

imperfections that contribute to the long-term presence of business heterogeneity within an

industry. We conclude the paper by summarizing the evolutionary theory implications of our

research.

Our approach to evolutionary theory starts by assuming that differences in the firm-

specific resources held by competitors cause some of the variations in business strategies within

an industry. This study then suggests that redeployment of resources following horizontal

acquisitions plays a key role in the diffusion of valuable business resources through an industry. A

business can expand the use of strong firm-specific resources by acquiring a competitor and then

redeploying resources to the target. Redeploying resources to acquirers also provides a means by

which strong resources of unsuccessful businesses or successful businesses that have reached the

limits of their success can survive within an industry. Thus, the redeployment process both helps

businesses expand and preserves valuable portions of unsuccessful businesses.

In our evolutionary view, the market failures that created the incentives for business

acquisition also cause imperfections in the processes by which resource redeployment helps

variations diffuse through an industry. There are at least two classes of imperfections. First, some

imperfections affect the focal diffusion between acquiring and target firms. Such imperfections

will be particularly common among resources subject to valuation difficulties. Just as valuation

difficulties contribute to the market failure in exchange of discrete resources between independent

firms, the underlying causes of valuation difficulties often cause suboptimal redeployment of

resources within the combined firm following an acquisition. Second, some imperfections affect

diffusion through the industry environment. The fact that almost all acquisitions involve only two

businesses affects the broader diffusion of valuable resources throughout an industry, because

resource redeployment usually affects only part of an industry at one time. Therefore, business

acquisitions provide only a slow means of redeploying resources subject to market failure through

an industry. If businesses introduce new variations in business strategy more quickly than existing
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variations diffuse through an industry, then business heterogeneity within an industry will persist

over time. Together, the internal and external diffusion imperfections suggest that individual firms

will retain unique characteristics no matter how strong the competitive or social influences toward

homogeneity.

Several research issues concerning the role of horizontal acquisitions and resource

redeployment in evolutionary theory remain. Additional research could usefully examine

independent variation in the valuation and opportunism causes of market failure in discrete

resource exchange. It would be useful to investigate joint resource redeployment. It would also be

fruitful to examine resource redeployment in international mergers and acquisitions in more detail.

Future research also could investigate the impact of resource redeployment on performance.

Many studies suggest that acquisitions often perform more poorly than expected by the acquiring

firm, but some acquisitions are very successful. It would be useful to determine whether particular

patterns of resource redeployment tend to associate with differential success. Nonetheless, the

conclusions of the current study are striking.

The study shows that horizontal mergers and acquisitions provide one means by which

businesses reorganize resources. The results contrast with research that views horizontal mergers

primarily as mechanisms for achieving scale efficiencies or market power. The research shifts the

theoretical analysis of mergers and acquisitions from neoclassical economic industrial organization

theory that emphasizes the similarities among different businesses, to resource-based and

evolutionary perspectives that emphasize the importance of organizational differences in

competitive markets.
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Table 1. Resource redeployment from targets to acquirers

Extent of resource redeployment *
Not	 Little To some Large	 To a very	 "To some extent"

at all	 extent	 large extent	 or greater	 Summary statistics	 Correlations
1	 2	 3	 4	 5	 (3+4+5)	 Mean	 s.d.	 Cases	 A B C DE

Resource
A. R&D	 34% 13%	 29%	 15%	 9%	 54%	 2.54 1.34	 238
B. Manufacturing	 32% 20%	 24%	 16%	 8%	 48%	 2.47 1.29	 241	 0.66
C. Marketing	 25%	 9%	 21%	 23%	 22%	 66%	 3.08 1.48	 242	 0.27 0.28
D. Managerial	 59% 22%	 12%	 3%	 3%	 19%	 1.69 1.02	 241	 0.45 0.38 0.17
E. Financial	 74% 13%	 8%	 3%	 3%	 14%	 1.49 0.98	 238	 0.28 0.26 0.14 0.52
F. Senior executives 60% 19%	 11%	 5%	 6%	 22%	 1.78 1.18	 231	 0.25 0.21 0.24 0.21 0.17
* The resource redep loyment figures are based on responses in the relevant categories of Q1 in Part A of Appendix 1.

Table 2. Resource redeployment from acquirers to targets

Resource
A. R&D
B. Manufacturing
C. Marketing
D. Managerial
E. Financial
F. Senior executives

Extent of resource redeployment *
Not	 Little To some Large	 To a very	 "To some extent"

at all	 extent	 large extent	 or greater
1	 2	 3	 4	 5	 (3+4+5)

12% 16%	 28%	 26%	 18%	 72%
10% 10%	 29%	 29%	 22%	 80%
10% 13%	 22%	 19%	 36%	 77%
5%	 5%	 14%	 30%	 46%	 90%
10% 2%	 14%	 25%	 49%	 88%
27% 21%	 24%	 14%	 15%	 53%

Summary statistics
Mean s.d.	 Cases

3.22	 1.26	 239
3.42	 1.23	 239
3.57	 1.37	 235
4.07	 1.11	 244
4.01	 1.26	 240
2.70	 1.39	 220

Correlations
A	 BC

0.60
0.35	 0.30
0.31	 0.41
0.26	 0.24
0.20	 0.23

0.29
0.28
0.23

0.41
0.28

DE

0.22

* The resource redeployment figures are based on responses in the relevant categories of Q2 in Part A of Appendix 1.



Table 3. Pearson correlations and summary statistics for independent variables *

Variables
1 Target R&D strength 1
2 Target manufacturing strength 0.48 1
3 Target marketing strength 0.43 0.33 1
4 Target managerial strength 0.36 0.41 0.47 1
5 Target financial strength 0.19 0.27 0.28 0.36 1
6 Industry growth forecast -0.06 0.11 0.13 0.06 -0.01 1
7 Target relative sales 0.17 0.21 0.26 0.22 0.11 0.15 1
8 Acquirer unprofitable 0.04 0.11 0.19 0.25 0.10 0.20 0.14 1
9 Target unprofitable -0.09 -0.04 -0.26 -0.24 -0.35 0.08 0.07 0.05 1

10 Scale economies motive 0.11 0.11 0.13 0.15 0.03 0.06 0.37 0.16 0.00 1
11 Industry overcapacity motive -0.02 0.13 0.00 0.10 0.16 0.16 0.20 0.07 0.13 0.26 1
12 Market share motive -0.07 -0.05 -0.02 -0.07 -0.03 0.07 0.13 -0.05 -0.01 0.26 0.15 1
13 Post-acquisition price increase -0.17 -0.05 -0.20 -0.25 -0.12 0.06 -0.01 -0.04 0.24 -0.04 0.17 0.08 1
14 Target survival 0.06 -0.07 0.03 0.11 -0.05 -0.02 -0.03 -0.04 -0.08 -0.19 -0.13 -0.17 -0.11 1
15 International scope -0.02 -0.01 0.07 0.08 0.04 -0.11 -0.16 -0.03 -0.15 -0.14 -0.10 -0.02 0.01 0.09 1
16 French acquirer -0.22 -0.04 -0.10 -0.04 -0.03 0.13 0.04 0.00 0.17 -0.09 0.03 0.22 0.07 -0.02 -0.02 1
17 German acquirer 0.02 -0.01 -0.05 -0.04 0.00 0.04 -0.11 -0.08 -0.03 0.00 0.02 -0.08 0.02 -0.09 0.10 -0.28 1
18 British acquirer 0.06 0.04 0.08 -0.01 0.06 0.07 0.02 0.02 -0.06 -0.06 -0.04 -0.14 0.11 0.15 -0.09 -0.37 -0.14 1
19 U.S. acquirer 0.13 0.04 -0.02 0.09 -0.04 -0.21 -0.03 -0.10 -0.08 0.08 -0.10 -0.15 -0.09 -0.03 -0.07 -0.34 -0.13 -0.18 1
20 Other acquirer 0.10 -0.01 0.10 0.02 0.03 -0.08 0.05 0.13 -0.08 0.10 0.08 0.04 -0.13 -0.02 0.10 -0.40 -0.16 -0.21 -0.19 1
21 Acquisition experience -0.19 -0.11 -0.04 -0.02 0.04 -0.09 -0.02 -0.04 0.01 -0.14 -0.07 0.07 -0.01 -0.03 0.12 0.35 -0.16 -0.15 -0.07 -0.12 1
22 Missing controls 0.05 0.02 0.06 0.07 0.02 -0.03 -0.01 0.04 0.06 0.07 0.15 0.04 0.00 -0.09 -0.11 -0.07 0.08 0.14 -0.01 0.03 -0.11 1

Summary statistics
Mean 2.60 2.50 2.85 2.38 1.90 2.32 1.92 1.88 2.68 3.01 1.42 3.45 0.55 0.57 0.70 0.42 0.10 0.16 0.14 0.19 0.30 0.60
Standard deviation 1.19 1.02 1.11 0.98 0.97 0.85 1.29 0.74 1.22 1.33 0.91 1.49 0.88 0.49 0.46 0.49 0.30 0.37 0.35 0.39 0.46 1.42
Number of cases 248 245 246 248 248 244 241 232 234 244 236 239 242 253 250 253 253 253 253 253 253 253
Range 1-5 1-5 1-5 1-5 1-5 1-5 1-5 1-5 1-5 1-5 1-5 1-5 -1-3 0-1 0-1 0-1 0-1 0-1 0-1 0-1 0-1 0-7

Variable 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22

" Spearman correlation coefficients are similar to the Pearson correlations.



Table 4. Least squares regression estimates of the effect of relative resource position on magnitude
of resource redeployment from targets to acquirers

Resource redeployed from the target to the acquirer
1. R&D
Coef.	 s.d.

2. Manufacturing
Coef.	 s.d.

3. Marketing
Coef.	 s.d.

4. Managerial
Coef.	 s.d.

5. Financial
Coef.	 s.d.

Relative strength of the target
R&D resources 0.440 0.074 *** 0.188 0.079 ** -0.031 0.090 0.081 0.064 -0.101 0.053 *
Manufacturing resources 0.119 0.089 0.492 0.081 *** 0.130 0.104 -0.010 0.070 -0.053 0.055
Marketing resources -0.015 0.079 -0.156 0.071 ** 0.170 0.098 * -0.039 0.064 0.004 0.053
Managerial resources -0.073 0.107 -0.008 0.086 -0.139 0.114 0.246 0.084 "" 0.084 0.075
Financial resources -0.009 0.102 -0.079 0.091 0.006 0.099 0.170 0.074 ** 0.365 0.082 ***

Other Influences
Market share motive 0.166 0.059 *** 0.136 0.053 ** 0.194 0.064 *** 0.068 0.042 0.050 0.044
Industry overcapacity motive 0.182 0.110 * 0.218 0.080 *** 0.041 0.117 0.077 0.087 0.145 0.097
Scale economies motive 0.076 0.068 0.066 0.064 0.119 0.077 0.124 0.046 *** 0.048 0.044
Post-acquisition price increase -0.035 0.095 0.108 0.090 -0.058 0.118 -0.024 0.066 -0.054 0.058
Target relative sales 0.055 0.064 0.109 0.063 * 0.026 0.076 0.148 0.055 *** 0.047 0.051
Target survival -0.282 0.159 * -0.284 0.154 * -0.584 0.184 *** 0.077 0.128 0.035 0.121
Acquiring firm unprofitable 0.028 0.102 -0.016 0.110 -0.038 0.133 -0.047 0.081 -0.028 0.071
Target unprofitable 0.009 0.080 -0.126 0.064 ** -0.067 0.080 0.014 0.056 -0.068 0.048
industry growth forecast -0.010 0.093 -0.034 0.090 0.185 0.113 -0.006 0.071 0.008 0.070
International scope -0.057 0.163 -0.106 0.142 0.146 0.203 0.017 0.131 -0.046 0.129
French acquirer -0.262 0.231 -0.257 0.199 -0.091 0.258 -0.122 0.175 0.221 0.155
German acquirer -0.260 0.325 -0.306 0.298 -0.347 0.325 0.106 0.242 0.229 0.216
British acquirer -0.249 0.267 -0.342 0.257 -0.288 0.306 -0.060 0.201 0.089 0.175
U.S. acquirer 0.002 0.298 0.102 0.279 -0.330 0.330 0.083 0.199 0.191 0.194
Acquisition experience 0.185 0.177 0.140 0.166 -0.008 0.205 0.083 0.131 -0.155 0.122
Missing controls 0.004 0.044 -0.096 0.051 -0.079 0.072 -0.013 0.048 -0.010 0.049
Intercept 0.490 0.593 1.024 0.508 ** 1.878 0.659 *** -0.233 0.411 0.531 0.373

Durbin-Watson statistic 2.07 1.98 2.07 1.79 1.80
R-squared statistic 0.29 0.36 0.20 0.28 0.25
Number of cases 228 232 233 231 228

* p<0.10, ** p<0.05, *** p<0.01 (two-tailed tests; heteroscedastic-consistent standard errors)



Table 5. Least squares regression estimates of the effect of relative resource position on magnitude
of resource redeployment from acquirers to targets 

Resource redeployed from the acquirer to the target
1. R&D
Coef.	 s.d.

2. Manufacturing
Coef.	 s.d.

3. Marketing
Coef.	 s.d.

4. Managerial
Coef.	 s.d.

5. Financial
Coef.	 s.d.

Relative strength of the acquirer
R&D resources 0.352 0.067 *** 0.070 0.080 0.053 0.098 0.168 0.068 ** 0.032 0.077
Manufacturing resources -0.008 0.077 0.185 0.084 ** -0.081 0.096 0.014 0.071 0.046 0.075
Marketing resources -0.129 0.072 * -0.005 0.077 0.013 0.086 -0.061 0.067 -0.119 0.080
Managerial resources -0.018 0.089 -0.050 0.098 0.050 0.109 0.179 0.087 ** -0.068 0.099
Financial resources 0.070 0.082 -0.081 0.098 0.103 0.099 0.107 0.077 0.368 0.109 ***

Other influences
Market share motive 0.172 0.053 *** 0.234 0.054 *** 0.162 0.062 ** 0.079 0.048 0.080 0.058
Industry overcapacity motive 0.029 0.095 0.119 0.079 0.228 0.089 ** 0.077 0.090 0.146 0.074 **
Scale economies motive 0.081 0.058 -0.086 0.061 0.000 0.068 0.022 0.061 0.059 0.070
Post-acquisition price increase 0.167 0.076 ** 0.127 0.084 0.127 0.102 0.037 0.076 0.190 0.077 **
Target relative sales -0.071 0.054 -0.028 0.061 -0.155 0.068 ** -0.031 0.055 -0.045 0.064
Target survival -0.382 0.146 ** -0.176 0.157 -0.577 0.174 *** -0.249 0.141 * -0.368 0.156 **
Acquiring firm unprofitable -0.135 0.105 -0.169 0.109 -0.017 0.124 -0.125 0.102 0.014 0.101
Target unprofitable 0.025 0.066 0.038 0.068 -0.018 0.083 0.013 0.057 0.194 0.070 -
Industry growth forecast -0.111 0.087 -0.245 0.090 *** -0.018 0.099 -0.099 0.068 0.004 0.092
International scope 0.436 0.171 ** 0.164 0.172 -0.291 0.185 -0.245 0.147 * -0.142 0.159
French acquirer -0.355 0.181 * -0.229 0.191 -0.364 0.212 * -0.087 0.167 -0.345 0.213
German acquirer -0.402 0.274 -0.052 0.295 -0.181 0.317 -0.539 0.245 ** -0.186 0.308
British acquirer -0.656 0.211 *** -0.620 0.230 *** -0.444 0.275 -0.281 0.217 0.276 0.250
U.S. acquirer -0.022 0.280 -0.029 0.280 -0.288 0.314 -0.238 0.262 -0.017 0.289
Acquisition experience 0.223 0.158 0.292 0.162 * 0.212 0.185 0.474 0.133 *** 0.531 0.154 ***
Missing controls 0.015 0.060 -0.041 0.058 -0.033 0.067 0.039 0.042 -0.013 0.044
Intercept 1.992 0.623 *** 3.251 0.685 *** 3.312 0.702 *** 2.886 0.588 *** 1.897 0.728 **

Durbin-Watson statistic 1.95 1.96 1.89 2.03 2.10
R-squared statistic 0.32 0.27 0.19 0.26 0.25
Number of cases 230 231 230 234 230

* p<0.10, ** p<0.05, *** p<0.01 (two-tailed tests; heteroscedastic-consistent standard errors)



B. Redeployment to targets: Acquirer resource strength, other factor, interaction
1. R&D 2. Manufacturing 3. Marketing 4. Managerial 5. Financial

+	 .	 . .	 +	 . +.. •	 •	 •

+	 .. + .	 . +..

+ + . + .. . +	 .. + + -
+	 .. • • . +	 .. +	 .	 .

Table 6. Signs of signficant influences of focal resource strength, other factor, and interaction on resource redeployment
r r: r -	 I t • 111 l:. f r n .II I• f .01. •

A. Redeployment to acquirers: Target resource strength, other factor, interaction
1. R&D 2. Manufacturing 3. Marketing 4. Managerial 5. Financial

Other Factors
Market power
Market share motive
Post-acquisition price increase

Scale efficiency
Scale economies motive
Industry overcapacity motive

Other Factors
Market power
Market share motive
Post-acquisition price increase

Scale efficiency
Scale economies motive
Industry overcapacity motive

+	 .. +	 .	 . +..
+	 .. +	 .	 . +..

+	 .. +	 .. + + . (+) (-) +
+	 .. +	 .. +	 •	 •

(-) - ++..

* Signs in parentheses are nonsignificant, which we included to show relationships with significant interaction coefficients



Appendix 1. Home country and acquisition price distribution of sample and responding cases

Sample firms (2,020)
Acquirers	 Targets

Responding firms (253)
Acquirers	 Targets

Home country
France 26% 18% 42% 20%
United Kingdom 25% 20% 16% 17%
United States 22% 21% 14% 16%
Germany 10% 8% 10% 11%
Scandinanvia (Norway, Sweden, Denmark, Finland) 8% 5% 8% 5%
Other European countries 6% 21% 8% 25%
Canada 3% 4% 2% 2%
Other countries or unknown <1% 3% 0 4%

Acquisition prices
Cases with known prices 24% 13%
Mean ($ million) $ 210 $ 429
Percentile 25 ($ million) 4 12
Percentile 50 ($ million) 21 42
Percentile 75 ($ million) 91 400



Appendix 2. Survey questions (The survey asked participants to circle the best response to each statement.)

A. Resource redeployment between targets and acquirers
01. To what extent have you used resources from the acquired business to assist your existing business?

	

Not at	 To some	 To a very
all	 extent	 large extent

1 Use of acquired business's technical innovation capabilities	 1	 2	 3	 4	 5
2 Use of acquired business's know-how in manufacturing processes 	 1	 2	 3	 4	 5
3a Use of acquired business's sales networks	 1	 2	 3	 4	 5
3b Use of acquired business's brand name(s) 	 1	 2	 3	 4	 5
4 Use of acquired business's managerial capabilities (reporting,

planning tools, financial expertise)	 1	 2	 3	 4	 5
5 Use of acquired business's financial resources 	 1	 2	 3	 4	 5

02. To what extent have you transfered resources from your existing business to assist the acquired business?

	

Not at	 To some	 To a very
all	 extent	 large extent

1 Transfer of technical innovation capabilities to the acquired business 	 1	 2	 3	 4	 5
2 Transfer of know-how in manufacturing to the acquired business 	 1	 2	 3	 4	 5
3a Integration of products from the acquired business into your existing

business's sales networks	 1	 2	 3	 4	 5
3b Sharing of brand name(s) with the acquired business	 1	 2	 3	 4	 5
4 Transfer of mananagerial capabilities to the acquired business (reporting,

planning tools, financial expertise) 	 1	 2	 3	 4	 5
5 Transfer of financial resources to the acquired business 	 1	 2	 3	 4	 5

B. Strength of the target compared to the acquirer
Please assess the acquired business's position, compared to your existing business's position at the moment of the acquisition.

The acquired business's position was: 	 Weaker	 Equal	 Stronger
1 Innovativeness	 1	 2	 3	 4	 5
2 Manufacturing processes 	 1	 2	 3	 4	 5
3 Customer-related assets (brands, commercial networks) 	 1	 2	 3	 4	 5
4 Managerial capabilities 	 1	 2	 3	 4	 5
5 Financial resources	 1	 2	 3	 4	 5

C. Growth of the industry	 Rapidly	 Slowly	 Stable	 Slowly	 Rapidly
Forecasted demand in the industry within the next five years: 	 increasing	 increasing	 declining	 declining

1	 2	 3	 4	 5

D. Relative size of the target and acquirer
Relative proportion of the acquired business's annual sales compared to 	 <25%	 25-49%	 50-74%	 75-100%	 >100%
your firm's sales before the acquisition (in the line of business concerned): 	 1	 2	 3	 4	 5

E. Profitability before the acquisition 	 Highly	 Moderately	 Break	 Moderately	 Highly

	

profitable	 profitable	 even	 unprofitable unprofitable
1 Profitability (profiVcapital employed) of the acquired business 	 1	 2	 3	 4	 5
2 Profitability (profiVcapital employed) of your existing business	 1	 2	 3	 4	 5

F. Acquisition motives
Please assess the importance of the following motives in acquiring the 	 Not	 Very
target business:	 important	 important
1 a To achieve economies of scale in manufacturing 	 1	 2	 3	 4	 5
1 b To achieve economies of scale in R&D, sales promotion,

distribution, or administration	 1	 2	 3	 4	 5
2 To reduce overcapacity in the industry 	 1	 2	 3	 4	 5
3 To increase market share in your current market	 1	 2	 3	 4	 5

G. Pricing policies	 Significantly	 Slightly	 Equivalent to	 Slightly	 Significantly
lower than	 lower than	 the average	 higher than higher than

	

average	 average	 industry price	 average	 average
1 Pricing policy of the acquired business before the acquisition	 1	 2	 3	 4	 5
2 Pricing policy of your existing business before the acquisition 	 1	 2	 3	 4	 5
3 Pricing policy of the acquired business after the acquisition 	 1	 2	 3	 4	 5
4 Pricing policy of your existing business after the acquisition 	 1	 2	 3	 4	 5
5 Pricing policy of the consolidated business after the acquisition 	 1	 2	 3	 4	 5



Appendix 3. MTMM matrix: Target's resource position before the acquisition

Compared to its main competitors in:

Compared to the acquirer
R&D resources
Manufacturing resources
Marketing resources
Managerial resources
Financial resources

R&D

0.64
0.17
0.21
0.26
0.06

Manufacturing

0.52
0.12
0.28
0.11

Marketing

0.59
0.29
0.22

Managerial

0.69
0.29

Financial

0.55
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