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This dissertation is comprised of two essays examining the effect of mergers and 

acquisitions on firm resource environment. In the first study, I draw from optimal 

distinctiveness theory to examine how an acquisition has the potential to create a superior 

industry position. Specifically, optimal distinctiveness theory argues that firms can accrue 

the benefits of differentiation and legitimacy through an optimal industry position, which 

is neither too close to (over-conforming) nor too distant from (over-deviating) industry 

norms. I argue that investors will see greater potential value in a position-enhancing 

acquisition, especially when they observe a greater acquirer-to-target fit to facilitate the 

resource realignment and coordination between the two firms. Thus, I predict that 

position-enhancing acquisitions will receive positive market reactions, which will 

strengthen under conditions in which the deal characteristic reflects a stronger resource fit 

between acquirer and target based on asset similarity, market similarity, and superior 

target positioning. Using data from the U.S. commercial banking industry, I find support 
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for my hypotheses. In the second study, I draw on Lavie’s (2006) framework on inter-

firm relationships to examine the influence of an acquisition on the acquirer’s alliance 

partners. Specifically, under conditions in which an acquisition increases inter-firm 

connections for the acquirer alliance partner, I posit that spillover rents should flow from 

the acquirer to the focal partner. Moreover, I also posit that the relative bargaining power 

within an existing alliance relationship will determine relational rents, 

which flow from the relatively weaker partner to the stronger partner. In addition, under 

conditions in which an acquirer and target share common alliance partners, the acquirer’s 

alliance partner will receive less spillover rents due to reduced inter-firm connections 

after the acquisition. Whereas more common partners shared between acquirer and target 

will increase relational rents as the acquirer consolidates relational rents from the target. 

Using data from the pharmaceutical industry, I find support for my hypotheses.  
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OVERVIEW 

This dissertation aims to examine the transformative capacity of mergers and acquisitions 

(M&A) in reshaping performance-shaping resource environments. Instead of considering 

such environments as predetermined, this dissertation emphasizes an acquirer's potential 

to reconstruct its external environments through resource combination. Specifically, a 

firm's resource environments may contain competition and institutional pressures, and 

interfirm connections between individual resource sets, which are endogenous to firm 

strategic behavior and resource combination actions. Moreover, I seek to add nuance to 

the understanding of how external resource conditions determine firm internal resource 

value. Since an acquisition has the potential to reshape the performance-determining 

institutions, competition, and interfirm relationships, the recombined resource set serves 

as the medium for strategic positioning and alliance, which have the potential to influence 

the resource environments and generate market reactions to the transformative impact. 

Acquisition Transforms Legitimacy and Competition Pressures 

Acquisition is a strategy vehicle to reconfigure firm resource base. After reconfiguration, 

a resource set may produce more profits under reduced competition pressures and 

institutional challenges (Deephouse, 1999). Accordingly, the recombined resource set in 

acquisition will become more valuable if the focal firm’s positioning improves by 

becoming more legitimate or competitive. Especially within an established industry, 

competitive and institutional forces are more likely to persist, creating a condition in 

which both over-conformity and over-deviation from industry norms will result in 

diminishing economic profits (Zhao, Fisher, Lounsbury, & Miller, 2016). 
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Although resources are relatively immobile, acquirers may mobilize external 

resources by acquiring a different resource set from the target firm (Barney, 1991; 

Wernerfelt, 1984). The potential for an acquisition to enhance firm resource value 

depends on two conditions. First, the institution and competition within an established 

industry determine the profitability of individual resource positions (Deephouse, 1999). 

Second, a resource set supplied by the target firm determines the organizational change as 

well as the resource fit for building supporting capabilities (Rumelt, 1991; Coen & 

Maritan, 2011). From the acquirer’s standpoint, the acquisition needs to achieve two 

levels of realignments in accomplishing the resource transformation: first, the alignment 

of a firm’s internal resource configuration with the external legitimacy and competition 

environments, and two, the alignment among the firm’s various resource elements in 

support of the new resource position. 

By considering firm resources as the medium for strategic actions, this 

dissertation seeks to reformulate the drivers to a firm’s resource value. Specifically, the 

value-creation potential of a resource set is both conditioned by external environment and 

also manipulable by firm strategic behavior (Porter, 1991). As individual resource sets 

collectively constitute the competitive and institutional forces, the environmental 

determinants of firm resource value will manifest in the level of difference between a 

focal firm’s resource configuration and the industry norms. Thus, strategic actions for 

enhancing resource value need to be taken in consonance with the external forces to 

ensure the positioning movement is in the right direction with desirable magnitude. 

Moreover, to fully capitalize on the new external position, the acquirer should leverage 
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the internal fit with the target firm to maximize the realignment across various resource 

elements. 

Acquisition Transforms Inter-firm Resource Connections 

As a transformative action, acquisition also has the potential to reconstruct inter-firm 

resource connections. Following an acquisition, the restructured inter-firm relationships 

will result in a change in the rent-generating potential of inter-connected firm resources 

(Lavie, 2006a). Notably, although external relationships play a significant role in 

channeling resource flows, internal resource accumulation may draw primary managerial 

attention (Barreto & Patient, 2013). Thus, an acquisition may result in unintended 

second-order impact beyond the focal acquirer and reconstruct the resource connections 

for the acquirer’s alliance partners (Hernandez & Menon, 2018a). Also, because 

managers have the discretion in launching an acquisition without the consent of alliance 

partners, an acquisition may constitute an unanticipated shock to the resources flows for 

acquirer’s alliance partners. Overall, alliance and acquisition are not unrelated activities 

but instead jointly form the resource-exchange system, which determines individual firm 

resource value. 

Within the resource-exchange system, firm internal resource value is under the 

influence of external resource flow and subject to the change in the interfirm connections. 

Since each firm and its connecting relationships are both integral parts of the system, the 

internal resource combination in an acquisition will also inevitably reconstruct external 

resource connections (Hernandez & Menon, 2018a). As a result, economic rents stored 

within a focal firm also depend on interrelated resource flows the focal firm connects to 
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(Lavie, 2006a). As the resource connections continually evolve due to acquisition and 

alliance activities, a tradeoff between internal stability and external connectivity will 

emerge. Specifically, the more firms rely on external connections to obtain resources, the 

more likely the economic rents will spill over and move through interfirm connections. 

Also, the new forms of rents will differ from internal rents and depend more on the 

external connections beyond a firm’s proprietary control. 

Therefore, by considering acquisition and alliance as interrelated activities, this 

dissertation chapter reformulates the drivers to the economic rents within an 

interconnected resource flows (Conner, 1991). More specifically, the number and pattern 

of resource connections will determine the ease of rent spillover (Gulati, 1998) and firm 

capability of rent appropriation (Dyer, Singh, & Hesterly, 2018). When acquisition 

collapses the resource connections between the acquirer and the target, the change in the 

rent flows will follow for acquirer’s alliance partners. Moreover, the rents that flow to 

acquirer’s alliance partners also depend on the reconstructed resource connections 

between the acquirer and the target, which are beyond the focal partner’s control. An 

important implication is that, the more firms gain resource access from external 

exchange, the more firms are under the external influence of alliance partner’s activities; 

the more external rent firms derive from complex interfirm connections, the less control 

they may retain on internal rent preservation (Lavie, 2006a). 
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Essay 1: Using Acquisitions to Achieve Optional Distinctiveness: 

Acquirer Repositioning through Resource Recombination 

 

INTRODUCTION 

  

Institutional and competitive environments coexist and impose countervailing pressures 

on firms (Deephouse, 1999; Zhao, Fisher, Lounsbury, & Miller, 2017). Although firms 

need to be similar to their peers to receive social acceptance (DiMaggio & Powell, 1983; 

Meyer & Rowan, 1977; Suchman, 1995; Zuckerman, 2016), they should also be different 

from other firms to reduce competitive pressures (Baum & Mezias, 1992; Henderson, 

1989; Porter, 1991; Rumelt, 1987). To address the tension, optimal distinctiveness theory 

(ODT) has been developed to integrate institutional and strategic management theories 

(Zhao et al., 2017; Zuckerman, 2016). This approach conceptualizes optimal 

distinctiveness as an optimal position that allows firms to best meet the expectations of 

stakeholders (Zhao et al., 2017). Accordingly, empirical studies have identified an 

optimal position in a variety of product markets, including pop music (Askin & 

Mauskapf, 2017), console games (Zhao, Ishihara, Jennings, & Lounsbury, 2018), google 

apps (Barlow, Verhaal, & Angus, 2019), French cuisine (Durand, Rao, & Monin, 2007), 

creative websites (Haans, 2019), and crowdfunding platforms (Taeuscher, Bouncken, & 

Pesch, 2020). 

I add to the understanding of optimal positioning as I examine a previously 

unexplored issue—the manner in which firms can use strategic agency to achieve a more 

optimal position (Heugens & Lander, 2009; Lawrence, 1999). Although audience 

perceptions determine the attractiveness of product positions (Barlow et al., 2019; Haans, 
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2019; Zhao et al., 2017, 2018), scant scholarly attention in this area has focused on how 

firm managers may account for market evaluations by taking actions to carve out a more 

optimal industry position in the eyes of stakeholders. I explore acquisitions as one key 

means for firms to create a more optimal position through resource recombination 

(Capron, Dussauge, & Mitchell, 1998). A combined resource set between acquirer and 

target has the potential to create an improved industry position for the acquirer. 

Specifically, an acquirer may move towards an optimal position using two basic 

approaches. First, under conditions in which a focal firm has conformed more to industry 

norms than is optimal, buying a more differentiated target allows the firm to create a 

combined resource set that reduces competitive pressures (Deephouse, 1999). Second, 

when a focal firm has significantly deviated from industry norms, purchasing a target 

with resources that increase the acquirer’s similarity with industry norms has the potential 

to increase stakeholder acceptance (Deephouse, 1996), and avoid the illegitimacy penalty 

(Zuckerman, 1999, 2016). 

I also posit that an improved external industry position is enhanced by internal 

resource realignment (Wernerfelt, 1984; Barney, 1995; Holm, 1995). I expect markets 

will respond more positively when managers select a target firm to develop a combined 

resource set in consonance with the improved external position (Capron et al., 1998; 

King, Slotegraaf, & Kesner, 2008). Specifically, I propose three forms of acquirer-to-

target fit that may facilitate internal resource coordination and lead to more positive 

investor evaluations for position-improving acquisitions. First, I posit that similarity in 

asset structure reflects compatibility in strategic orientation between the acquirer and 
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target that should enhance internal coordination (Ramaswamy, 1997; Karim & Williams, 

2012). Second, I expect that similarity in market conditions will also benefit coordination 

between the acquirer and target as such compatibility aids knowledge transfer by 

allowing the acquirer to incorporate applicable knowledge to meet market demands 

(Finkelstein & Haleblian, 2002; Grant, 1996). Third, a more optimally positioned target 

relative to the acquirer brings more suitable routines to support the improved position of 

the combined firm (Karim & Mitchell, 2000; Amburgey, Kelly, & Barnett, 1990). 

Overall, I expect that acquisitions with a combination of position enhancement (external 

fit) and acquirer-to-target fit (internal fit) will create more value since that combination 

allows firms to efficiently and effectively realize repositioning benefits. 

Our research has the potential to make contributions to the theoretical 

understanding of both optimal distinctiveness and acquisitions. First, although optimal 

distinctiveness theory research has implicitly acknowledged strategic agency to create a 

more optimal position, research in this area has primarily focused on how external 

audience perceptions determine the attractiveness of market positions. Answering the call 

for research to integrate institutional theory and strategic management perspectives in 

optimal positioning research (Zhao et al., 2017), I develop theoretical arguments about 

how firms can use acquisitions to combine new resources from the target into the firm to 

allow it to craft a better position in its market. Thus, I explicate the logic regarding how 

acquisitions quickly create a superior industry position by purchasing a target resource set 

that offers the opportunity to improve the overall position of the firm. Accordingly, I 
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make the case that strategic agency has been an understudied element in understanding 

how a firm can achieve optimal positioning (Heugens & Lander, 2009; Lawrence, 1999).  

Second, I fully incorporate a resource perspective into the optimal distinctiveness 

theory literature. Recent research has focused primarily on product positioning in 

determining optimal positioning. At the product level, research has examined the 

attributes of individual products and how the degree to which they aid in striking a 

position of optimal distinctiveness (e.g., Askin & Mauskapf, 2017; Zhao, Ishihara, 

Jennings, & Lounsbury, 2018; Barlow, Verhaal, & Angus, 2019). At the market level, 

prior research has looked at the mix of product offerings a firm has in its product 

portfolio to assess positioning relative to rivals (e.g., Deephouse, 1999). However, I argue 

that the value of a product position is contingent on the ability of a firm to compile and 

integrate an appropriate set of resources to exploit the value of that position.  Drawing on 

resource-based logic (Wernerfelt, 1984), I develop theoretical arguments about the 

manner in which the resource fit in conjunction with an appropriate external position 

allows the firm to meet market needs, which allows it to generate greater returns. 

Turning to the contributions to the acquisitions literature, I illuminate the ability 

of acquisitions to allow a firm to reposition itself in its product space. In doing so, I 

extend the understanding of the potential consequences of acquisitions and the factors 

that affect their potential value. Prior research has demonstrated a range of strategic 

consequences of acquisitions, including efficiency gains, market power benefits, losses of 

human resources, and changes in management compensation (Haleblian, Devers, 

McNamara, Carpenter, & Davison, 2009a; Devers et al., 2020). Missing from our 
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understanding of the outcomes of acquisitions is the manner in which managers can use 

acquisitions to obtain a more favorable market position that allows the firm to 

simultaneously leverage the benefits of conformity and differentiation. Although firm 

resources tend to be relatively immobile (Wernerfelt, 1984; Barney, 1991, 2001; Peteraf, 

1993; Peteraf & Bergen, 2003; Oliver, 1997), I develop arguments about how 

acquisitions allow the firm to mobilize and combine external resources which can lead to 

an altering of its resource structure and industry positioning (Wernerfelt, 1984; 

McNamara, Deephouse, & Luce, 2003; Spanos & Lioukas, 2001; Black & Boal, 1994; 

Santos & Eisenhardt, 2005; Argyres & Zenger, 2012). Thus, I introduce repositioning to 

an optimal position as a viable goal of an acquisition and demonstrate that firms that use 

such acquisitions receive positive investor evaluations.  

Finally, I also contribute to the acquisitions literature by simultaneously 

considering both internal fit and external position in order to understand the potential 

value associated with an acquisition. Prior acquisitions research has demonstrated that 

acquisitions are more likely to create value when the resources of the acquiring and target 

firm fit together in a coherent and complementary way (e.g., King et al., 2008; Karim & 

Mitchell, 2000) and when the acquiring and target firm share information with each other 

(e.g., Cai & Sevilir, 2012; Dhaliwal, Lamoreaux, Litov, & Neyland, 2016; Rogan & 

Sorenson, 2014). I extend our understanding of the benefits of resource fit by developing 

arguments about how resource fit can moderate the value of position-improving 

acquisitions. Specifically, I consider how managers may use internal resource alignment 

to enhance the value of their newly improved external position (Wernerfelt, 1984) in 
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which I identify key resource conditions based on acquirer and target compatibility that 

positively impact internal coordination to more fully exploit the new industry position 

(Chatterjee & Wernerfelt, 1988).   

THEORY AND HYPOTHESES 

Optimal distinctiveness 

Firms operate in an organizational environment shaped by both competitive and 

institutional forces. To reduce competitive pressures, a focal firm needs to differentiate 

from other firms to craft a distinct niche (Porter, 1980, 1991; Lieberman & Montgomery, 

1988; Rumelt, 1987). Yet, to mitigate institutional challenges, a focal firm also needs to 

be similar to others and conform to social norms in order to retain legitimacy and 

stakeholder approval (Deephouse, 1996). Hence, a tension exists between “being 

different from” and “being similar to” peer firms within an industry. In response, optimal 

distinctiveness theory has been developed, which seeks to reveal the optimal levels of 

deviation from the industry norms that corresponds to superior performance (Deephouse, 

1999; Porac, Thomas, & Baden-Fuller, 1989; Zhao et al., 2017; Zuckerman, 2016). 

Empirical evidence supports the argument in various market contexts. For example, 

within an established and highly structured industry like commercial banking, superior 

performance has been associated with a balanced position between high conformity and 

excessive deviation, which allows a firm to be “as different as legitimately possible” 

(Deephouse, 1999; McNamara et al., 2003; Zhao et al., 2018). In emerging and evolving 

industries, optimal distinctiveness is identified as a level of differentiation from the 

prototype or exemplar firm within the industry that receives the most positive stakeholder 
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perceptions (Askin & Mauskapf, 2017; Barlow et al., 2019; Durand et al., 2007; Haans, 

2019; Zhao et al., 2018).  

 Although early work in optimal distinctiveness has examined the strategic 

positioning of firms within an established industry (Deephouse, 1999; McNamara et al., 

2003), recent work has focused on the market positioning of individual products or 

services (Askin & Mauskapf, 2017; Barlow et al., 2019; Durand et al., 2007; Haans, 

2019; Taeuscher et al., 2020; Zhao et al., 2018) or corporate practices (Zhang, Wang, & 

Zhou, 2019). In this work, researchers often take the view that market audiences are 

complex and fragmented in which the performance outcomes of products and services is 

a reflection aggregate audience evaluations (Zhao et al., 2017). To understand the 

evaluation process, researchers examine the positioning-performance relationship and 

link it to the evaluation criteria adopted by end users, customers (Barlow et al., 2019; 

Haans, 2019; Taeuscher et al., 2020; Zhao et al., 2018) and third-party stakeholders (e.g., 

product/service critics, security analysts) (Durand et al., 2007; Zhang et al., 2019; Zhao et 

al., 2017).  

            According to optimal distinctiveness theory, at the center of the firm positioning 

problem lies the conflicting demands from distinct groups of external stakeholders, some 

of whom demand conformity while others favor differentiation (Deephouse, 1999; 

Zuckerman, 2016). For instance, governmental regulators, who hold important 

institutional and non-market resources, demand firm conformity to regulations and 

policies, and impose common industry standards to promote inter-firm similarity 

(DiMaggio & Powell, 1983). End customers, in contrast, base their purchase decisions on 
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the differences, instead of the similarities, among available products. Firms benefit from 

differentiation to gain competitive advantage because end customers often select and 

prefer the products that best suit their needs and offer unique value. Consistent with this 

view, Deephouse (1999) argued institutional forces act as the boundary condition for 

gaining competitiveness. Rather than demanding firms to be strictly alike, institutional 

forces set a threshold for conformity. As long as firms pass a legitimacy hurdle, potential 

institutional penalties will significantly diminish as the marginal benefit of conformity 

decreases (McKnight & Zietsma, 2018). Thus, on a conformity–deviance spectrum, the 

optimal position is located at the point where firms retain most differentiation without 

jeopardizing legitimacy (Askin & Mauskapf, 2017; Zuckerman, 2016). Therefore, 

researchers predict an inverted U-shaped relationship between the degree of strategic 

deviation and firm performance, especially in established industries (Deephouse, 1999; 

Haans, 2019; Zhao et al., 2017). 

             There are several reasons for the tension between conformity and differentiation 

to exist and persist in an established industry. First, established market demand may 

simultaneously impose both isomorphic and competitive pressures (Zuckerman, 2016). 

Firms not only compete to provide unique value but also to be recognized within a 

desired category (Podolny, 1993, 2001; Zuckerman, 1999), as both differentiation and 

conformity are essential for firms to meet market demand (Zuckerman, 2016). Second, in 

an established market, the countervailing isomorphic and competitive forces are often 

stable and of similar strength, such that there is a diminishing rate of return for both 

excessive conformity and excessive differentiation. Accordingly, an inverted-U 
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relationship between strategic deviation and firm performance is generally found in 

established industries (Deephouse, 1999; Haans, 2019; Zhao et al., 2018). Third, in 

established industries, individual firms have limited capacity to influence institutional 

and competitive forces (Oliver, 1991; Peteraf, 1993). As a result, an optimal position that 

strikes a balance between pressures associated with conformity and differentiation may 

result in sustained superior performance. 

Acquisition as a resource-restructuring vehicle to achieve optimal position 

Optimal distinctiveness theory research had called for an integration between institutional 

theory and strategic management (Zhao et al., 2017). However, recent work on optimal 

distinctiveness has generally adopted an institutional theory lens, which emphasizes the 

manner in which stakeholder perceptions shape the attractiveness of individual positions 

(Zhao et al., 2017, 2018; Taeuscher et al., 2020; Zhang et al., 2019). By contrast, I argue 

for the adoption of strategic agency into optimal distinctiveness theory to acknowledge 

the manner in which strategic actors may operate in order to move their firm’s industry 

position towards improved optimal distinctiveness (DiMaggio, 1988).  

Although firm resources are often considered relatively immobile (Wernerfelt, 

1984; Barney, 1991, 2001; Peteraf, 1993; Peteraf & Bergen, 2003; Oliver, 1997), 

acquisitions allow managers to change the firm’s resource structure by mobilizing and 

combining resources from the target firm, which alters the acquirer position relative to 

other firms in the industry (Wernerfelt, 1984; McNamara et al., 2003; Spanos & Lioukas, 

2001; Black & Boal, 1994; Santos & Eisenhardt, 2005; Argyres & Zenger, 2012). As 

managers move the firm to a new industry position through acquisition, the updated 
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resource configuration will receive an updated mix of institutional and competitive 

challenges (Wernerfelt, 1984). Since the optimal position within an established industry 

best reconciles the conformity and competition pressures (Zhao et al., 2017; Deephouse, 

1999), I propose an acquisition that moves a focal firm towards the optimal position will 

generate positive market reactions.  

A position-enhancing acquisition increases resource value by alleviating 

institutional or competitive pressures (Heugens & Lander, 2009). When occupying an 

over-deviating position, a firm is likely to possess a resource bundle that serves unique 

customer needs—and such a position is often difficult for competitors to imitate. 

However, on the negative side, although a unique position may discourage imitation, 

excessive uniqueness might come at the cost of losing market recognition and stakeholder 

acceptance (Deephouse, 1996; Suchman, 1995). Therefore, an over-deviating firm may 

desire to achieve a more balanced position by acquiring a target with a lower level of 

strategic deviation than its own, which allows it to reposition more towards optimal 

distinctiveness. The recombined firm re-structures its resources to be more similar to 

industry peers in order to increase legitimacy. This approach allows the acquiring firm to 

capture convenient market opportunities but without significantly attenuating its 

differentiation advantage (Deephouse, 1996; Litov, Moreton, & Zenger, 2012; 

Zuckerman, 1999).  

Conversely, for over-conforming firms that operate at the industry standard, the 

threat of imitation from competitors is likely to outweigh the legitimacy benefits that 

accrue for conformity to industry norms (Zuckerman, 2016). Under such conditions, 
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when firm managers move the firm towards optimal position through acquisition, a 

resource reconfiguration for improved differentiation allows the recombined firm to limit 

competition and reduce its vulnerability to imitation, while still maintaining the benefits 

of legitimacy.  

Based on the logic above, I propose the potential benefits of repositioning towards 

optimal position will be recognized by market audiences. Specifically, the stock market 

will react to new information of a firm’s change in resource value after resource sets 

combine between acquirer and target (Healy, Palepu, & Ruback, 1992; Houston, James, 

& Ryngaert, 2001; Kaplan & Weisbach, 1992; Sirower, 1997). Under conditions in which 

investors expect the firm to more effectively balance pressures between conformity and 

differentiation, an acquisition moving firms towards optimal position will generate 

positive market reactions. Accordingly, I hypothesize:  

H1: The stock market will react positively to acquisitions that move acquiring firms 

closer to a more optimal position.  

Boundary conditions of position-enhancing acquisitions 

Although I have focused on the external position of the firm relative to other industry 

players, I posit that the acquirer’s ability to leverage the value of an external 

improvement in industry position is contingent on the internal resource compatibility 

between the acquirer and target firms (Burgelman, 1983; Porter, 1991; Rumelt, 1997). I 

examine three resource compatibility variables between acquirer and target to determine 

whether internal resource fit strengthens the benefits of a change in external position. 

First, as the similarity in acquirer and target resources increases, comparable strategies 
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and value creation approaches allow for easier resource integration (Ramaswamy, 1997). 

Such similarity facilitates the development of consensus regarding the necessary resource 

redeployment to support the new industry position (Dess & Davis, 1984; Zajac & 

Shortell, 1989). Second, I contend that the similarity in markets creates a shared 

understanding of the regulatory environment and customer expectations. Moreover, the 

similarity in market conditions promotes knowledge transfer to enhance the repositioning 

benefits (Finkelstein & Haleblian, 2002; Grant, 1996), and reduces the risk of 

misapplying existing knowledge into inappropriate market situations (Makri, Hitt, & 

Lane, 2010). Third, a more optimally positioned target relative to the acquirer improves 

the ability of the acquirer to employ routines from the target firm to operate effectively in 

the newly improved position (Karim & Mitchell, 2000). If the target has established the 

capabilities to operate in an optimal position in the market, it is more capable to provide 

reorganization support so that the acquiring firm can effectively exploit the benefit of the 

combined firm’s new market position (Amburgey et al., 1990; Rerup & Feldman, 2011). 

Overall, then, I argue a positioning-enhancing acquisition generates more positive market 

reactions when the deal characteristics reflect a high: (1) acquirer-to-target asset 

similarity, (2) acquirer-to-target market similarity, and (3) target-to-acquirer position 

advantage. I discuss each in turn.  

Acquirer-to-Target Asset Similarity 

The benefits of position enhancement through acquisition are more likely to accrue when 

the firm is able to effectively integrate acquirer and target resources within the combined 

firm. Similar asset-allocation between acquirer and target is defined as comparable 
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patterns of resource distribution by asset category and loan type. Similar asset allocation 

patterns indicate the two firms’ comparable emphases across asset categories (Chatterjee 

& Wernerfelt, 1988; Zhou & Wu, 2010), which is often coupled with suitable underlying 

values, technologies and personnel skills (Parthasarthy & Sethi, 1993; Pennings & 

Harianto, 1992). I offer an example of an acquirer and target with asset similarity. On 

June 30th, 2005, the East West Bank (NASDAQ: EWBC), one of the nation’s premier 

community banks, acquired the United National Bank. This acquisition allowed East 

West Bank to increase its assets for serving small to mid-sized commercial enterprises, 

which allowed it to create a more balanced industry position. In terms of similar asset 

coordination, a key reason why the merged bank capitalized on the improved position, 

according to management, was the “cultural fit” and “comparable values and operating 

philosophies.” This compatibility between the two banks was based on a similar asset 

structure that resulted in a shared customer focus in the ethnic Chinese-American retail-

banking niche (East West Bancorp, 2005). Thus, high asset similarity has the potential to 

facilitate combined firm compatibility, which allows for better internal coordination after 

an improvement in external position.  

Conversely, if the acquirer and target have dissimilar assets and loan portfolio, the 

combined firm might incur additional coordination costs in which the combined firm 

needs to resolve internal conflicts and address increased complexity that derives from 

asset dissimilarity (Homburg & Bucerius, 2006; Kiesler & Sproull, 1982). I offer one 

such example. UMB Financial Corporation (NASDAQ: UMBF) is a wide-range financial 

service bank that provides investment, brokerage, and insurance services. On June 1st, 



 

 

 18 

2006, UMB acquired the Denver-based, family-owned Mountain States Bank, which 

focused on traditional banking. The target bank had a marketing slogan “banking the way 

it should be”, in which they maintained a high proportion (32.86%) of non-interest-

bearing deposits. Thus, the asset structure of the two banks differed significantly. 

Although the acquisition successfully brought UMB towards a more optimal position, 

due to its movement towards industry conformity, the internal coordination process was 

considered ineffectual in that it did not bring immediate benefits in terms of operating 

profits1 (UMB Financial Corporation, 2007).  

 Overall, with similar asset allocation patterns, firms tend to share compatible 

management systems, personnel skills, and supporting technologies (Stahl & Voigt, 

2008; Chatterjee, 1992; Bauer & Matzler, 2014; Stahl & Voigt, 2008). The profit 

potential of a superior external industry position may not be realized without effective 

internal coordination to minimize costs and realize higher returns on the combined assets 

(Karim & Williams, 2012; Marquis & Huang, 2010; Oliver, 1997). Therefore, a target 

with a similar asset allocation to the acquirer will facilitate value appropriation in the new 

position (Alexandridis, Fuller, Terhaar, & Travlos, 2013). Accordingly, I hypothesize that 

acquirer-to-target asset similarity facilitates the internal coordination for a position-

enhancing acquisition, which translates to more positive market reactions for the 

acquisition.   

 

1 In the 2006 annual report (10-K), UMB Financial Corporation stated: “the Company acquired a state net 

operating loss of approximately $14 million in connection with the 2006 acquisition of Mountain States 

Bank resulting in an overall increase in state net operating loss (NOL) from 2005 to 2006.” 
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Hypothesis 2a. The positive effect of position enhancement on market reactions to 

acquisitions will be stronger as acquirer-to-target asset similarity increases. 

Acquirer-to-Target Market Similarity 

Comparable to asset similarity, firms are more able to leverage the value of a superior 

industry position under conditions in which the firm can effectively integrate the market-

specific knowledge contributed by the acquirer and target. When firms work within 

similar geographic markets, they have a shared understanding of the common regulatory 

environment and face similar customer demands. Thus, the overlapping knowledge an 

acquirer and target share should ease knowledge transfer (Finkelstein & Haleblian, 2002), 

which allows the combined firm to better extract value from a repositioning acquisition.  

Market-specific knowledge is defined as the organizational knowledge that 

resides within a focal firm and accumulates from the experience of meeting customer and 

regulatory demands within a geographical market (Grant, 1996). Examples of 

acquisitions between acquirer and target with similar market-specific knowledge are 

sometimes characterized in bank prospectus statements as acquisitions that achieve: 

“collective market reach” (e.g., the merger between Associated Bank Corp [NASDAQ: 

NMS] and First Financial Corp on May 15th, 1997 in Wisconsin), or “meet regional 

needs” (e.g., the merger between Pacific Premier Bancorp [NASDAQ: PPBI] and San 

Diego Trust Bank [OTCBB: SDBK] on March 6th, 2013 in California).  

After a repositioning acquisition, whether the combined knowledge base serves 

the new industry position depends on how the acquirer utilizes the knowledge contributed 

by the target (Galunic & Rodan, 1998; Zollo & Singh, 2004). Because the operating 
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experience in a particular market creates market-specific knowledge, the combined 

knowledge base provides support to the new position under conditions in which the 

acquirer generalizes specialized knowledge into an appropriate situation (Bhagat, Kedia, 

Harveston, & Triandis, 2002). Thus, experience in similar market contexts with 

comparable customer needs potentially deepens the acquirer knowledge base to benefit 

from the new position (Smith, Collins, & Clark, 2005).  

By contrast, dissimilar market conditions may result in coordination costs that 

offset repositioning benefits. Inappropriate generalization may occur when the acquirer 

misapplies knowledge from its market to address the legitimacy and competition 

challenges in the target firm market (Madsen & Desai, 2010; Rerup & Feldman, 2011; 

Williams, 2007). For example, on September 7th, 1999, Gold Bank (NASDAQ: GLDB), a 

community bank headquartered in Kansas, made an announcement to acquire American 

Bank (NASDAQ: ABAN), a community bank based in Florida. Although the acquisition 

enhanced Gold Bank’s industry positioning by reducing its over-conformity, its market-

specific knowledge was considered difficult to transfer to and coordinate with the 

American Bank2 (Gold Bank, 2000) based on disparate market demands and different 

 

2 Management described the state-level dissimilarities in the annual report (10-K): “Because of the large 

number of county seat towns and banks and its familiarity with the market place, the Company's transaction 

focus is the Midwest and primarily in the States of Kansas… but it will also consider institutions in other 

states, which now includes Florida since its initial entry into the state through the acquisition of American 

Bancshares… Kansas is perceived by management to be the Company's best market… As a Florida state 

non-member bank, American Bank is subject to regulation and examination primarily by the Florida 

Department of Banking and Finance and the FDIC. The maximum amount that a Kansas state bank may 

lend to one borrower generally is limited to 25% of the bank's capital. The maximum amount that a Florida 

state bank may lend to one borrower (and certain related entities of such borrower) generally is limited to 

15% of the bank's capital accounts... The Florida Department of Banking and Finance regulates or monitors 

all areas of the operations of American Bank…” 
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state-specific regulations between the two banks, which likely contributed to the negative 

market response to the acquisition (CAR: -11.09% [-2, +2]). 

A second coordination cost associated with repositioning occurs even under 

conditions in which the acquirer is aware of the risk of inappropriate knowledge 

generalization. Specifically, the dissimilarities between the acquirer and target markets 

increase the cognitive burden in discerning the transferable portion of target knowledge 

from one market situation to another (Finkelstein & Haleblian, 2002; Szulanski & Jensen, 

2006). Moreover, although it is possible for managers to recognize the differences 

between market contexts, it requires more costly effort and involves greater uncertainty 

to combine knowledge from dissimilar market contexts than from similar ones (Argote & 

Miron-Spektor, 2011; Nag, Corley, & Gioia, 2007; Nag & Gioia, 2012).  

Overall, then, the coordination of market-specific knowledge provides necessary 

support to capture value from the new resource structure and sustain a superior position. 

Notably, without a more optimal position to mitigate legitimacy and competition 

challenges, market similarity alone is not sufficient to increase a firm’s internal resource 

value (Greenwood, Raynard, Kodeih, Micelotta, & Lounsbury, 2011; Kabanoff & Brown, 

2008). Fundamentally, it is the enhancement in firm-level resources that enables market-

level similarity between acquirer and target to ease the knowledge coordination in 

meeting stakeholder demands (Argote & Miron-Spektor, 2011; Li & Greenwood, 2004; 

Bertrand, Betschinger, & Settles, 2015). Therefore, I predict more positive market 

reactions under conditions in which the position enhancement in the combined firm is 
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accompanied by a high level of market similarity between the acquirer and target to 

enhance coordination and learning. 

Hypothesis 2b. The positive effect of position enhancement on market reactions to 

acquisitions will be stronger as acquirer-to-target market similarity increases.  

Target-to-Acquirer Position Advantage  

In addition to asset and market similarity, after the acquisition, a newly structured 

resource set will function more optimally under conditions in which organizational 

routines unlock the economic potential of the new position. An acquisition provides an 

opportunity for the reconfiguration of resources and modification of routines that neither 

the acquirer nor the target could achieve alone (Karim & Mitchell, 2000). When the 

merged firm develops supporting capabilities for a superior position, the acquirer may 

inherit more suitable routines from the target. Thus, if the target comes from a more 

optimal position relative to the acquirer, target routines adopted by the acquirer has the 

potential to benefit the combined firm as it adapts to its new position. As such, target 

routines may aid reorganization processes to sustain the repositioning benefits (Kaul & 

Wu, 2016).  

I offer one example of an acquirer adopting the routines of a well-positioned 

target. On March 30th, 2015, Camden National Bank (NASDAQ: CAC) acquired a target 

bank that resided in a more optimal position: The Bank of Maine. The acquisition moved 

Camden National towards a more optimal position as it moved towards increased 

strategic deviation. As the market responded positively, (CAR: 5.503% [-2, +2]), the 

acquirer CEO, Gregory Dufour, commented the target was a “well-run company with an 
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attractive core deposit base and branch network with healthcare specialty lending and 

mortgage businesses that provide new sources of growth and diversification” and it had 

the potential to “redefine community banking in which I look forward to working with 

Bank of Maine to reshape banking (Camden National Corporation, 2015).” This quote 

from the acquirer CEO signaled the intended utilization of the target’s specialty skills to 

facilitate the reorganization, which appears to have improved routines for the merged 

firm. 

 I also offer an example of target position disadvantage that did not facilitate 

routine coordination. On September 9th, 2014, Poage Bankshares (NASDAQ: PBSK), 

the holding company for Town Square Bank, acquired Commonwealth Bank. Both banks 

are based in Kentucky. Although the overall combined resource structure improved the 

acquirer’s industry position away from over-conformity, Commonwealth Bank was 

characterized by high levels of position disadvantage relative to the acquirer toward over-

deviation, which made it difficult for the acquirer to adopt advantageous routines from 

the target. Consequently, the acquirer estimated a loss in the market value for the 

shareholders as a result of the acquisition. In particular, Poage’s management believed 

their business “differed in important respects” from the target and the resulting decision 

of “replacing target employees or tasking existing employees with such employees’ 

responsibilities could result in inconsistencies in standards, controls, procedures and 

policies that adversely affect the ability of both parties to maintain relationships with 

their respective customers” (Poage Bankshares, 2015). Thus, the market responded 

negatively (CAR: -1.30% [-2, +2]) as investors expected increased coordination costs as a 
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result of the potential of misaligning the acquirer and target routines to the newly 

improved position from acquisition.  

 Without adopting routines more suitable for addressing specific legitimacy or 

competition challenges, even though new resource structure may appear to be more 

optimal, the combined firm will face significant uncertainties and additional cost for 

reorganization. Therefore, I hypothesize that a position-enhancing acquisition receives a 

more positive market reaction as the target position advantage increases.  

Hypothesis 2c. The positive effect of position enhancement on market reactions to 

acquisitions will be stronger as relative target to acquirer position advantage increases. 

METHODS 

Empirical setting and sample characteristics 

Our empirical setting is the U.S. commercial banking industry, which is highly structured 

and regulated (Spong, 2000) such that both conformity and differentiation pressures are 

significant and of similar strength (Deephouse, 1996, 1999). The sample contains 589 

horizontal acquisitions launched by 238 unique banks during a 24-year period from 1995 

to 2018. The sample begins in 1995 chronologically after the implementation of the 

Riegle-Neal Interstate Banking and Branching Efficiency Act (RNIBBE), which allowed 

commercial banks to open branches in other states. This allows us to investigate both 

intra- and inter-state banking acquisitions. The financial and loan portfolio data are 

collected from FDIC (Federal Deposit Insurance Corporation) database of CALL reports 

(Reports of Condition and Income) of commercial banks; the acquisition data are from 
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SDC Platinum Mergers & Acquisitions database; the stock price data are from CRSP (the 

Center for Research in Security Prices). 

Measures 

Dependent variable 

The dependent variable, cumulative abnormal returns (CARs), was measured as the sum 

of the differences between the actual daily stock returns and the expected value of a focal 

bank (Fama & French, 1992), converted into the percentage scale:  

𝐶𝐴𝑅𝑖,𝑡1,𝑡2
= ∑ 𝑅𝑖,𝑡 − 𝐸(𝑅𝑖,𝑡)

𝑡2

𝑡1

= ∑[𝑅𝑖,𝑡 − (𝛼𝑖 + 𝛽𝑖𝑅𝑚,𝑡)]

𝑡2

𝑡1

 

where 𝑅𝑖,𝑡 and 𝐸(𝑅𝑖,𝑡) are the actual and expected returns on the stock of bank i at day t. 

The expected return at day t is calculated with the market return 𝑅𝑚,𝑡, the systematic risk 

factor 𝛽𝑖, and the firm-specific risk factor 𝛼𝑖. I estimated the model using a 250-day 

window from 270 to 20 days before a focal acquisition event and a market return of an 

industry portfolio to control for extraneous noises imposed by the dissimilar stocks from 

other industries. The results reported are from a five-day window [-2, +2]3.  

Explanatory variables 

Position Enhancement (PE) is defined as the degree of improvement (versus decline) of 

focal firm positioning through acquisition. To facilitate interpretation, I illustrate five 

basic components in the measure in Figure 1.1. (1) The industry norm is the industry 

average strategy—which represents zero strategic deviation. (2) Strategic deviation 

 

3 Although I used a relatively narrow window (e.g., McWilliams and Siegel, 1997), the results are robust to 

wider windows, including [-3, +3] and [-5, +5].  
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(SDV) can be understood as the distance between a focal firm’s strategy and the industry 

norm, which ranges by firm from low to high. (3) Optimal Position (OP) is the optimal 

level of SDV that corresponds to the maximum level of profitability, which balances 

conformity with differentiation. (4) Over-conformity (OC) is low strategic deviation 

(where firm “A” is located in Figure 1.1), which represents the degree to which a firm’s 

SDV is smaller than optimal strategic deviation. (5) Over-differentiation (OD) is high 

strategic deviation (where firm “B” is located in Figure 1.1) that represents the degree to 

which a firm’s SDV is greater than optimal strategic deviation. 

 

① Industry Norm (Norm) 

② Strategic Deviation (SDV) 

③ Optimal Position (SDVoptimal) 

④ Over-conformity (Low SDV) 

⑤ Over-differentiation (High SDV) 

Figure 1.1 the Elements of Optimal Position 

My goal is to understand the dynamic processes in which firms utilize acquisitions to 

reposition towards the optimal position. As such, I calculate PE as the firm’s pre-

acquisition OC minus its post-acquisition OC or its pre-acquisition OD minus its post-

ROA

②
SDV

①
Norm

Over-conformity

(Low SDV)

Over-differentiation

(High SDV)

Optimal Position 

(SDVoptimal)

A B

ROAmax

③④ ⑤
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acquisition OD4. This score is positive when the firm moves closer to the optimal 

position through its acquisition activity in which the pre-acquisition OC or OD 

diminishes after acquisition. The operationalization of PE can be expressed as: 

𝑃𝐸𝑖,𝑠,𝑡 = 𝐴𝐵𝑆(𝑆𝐷𝑉𝑖,𝑠,𝑡−1 − 𝑂𝑃𝑠) − 𝐴𝐵𝑆(𝑆𝐷𝑉𝑖,𝑠,𝑡 − 𝑂𝑃𝑠), 

where ABS denotes absolute value; t-1 and t denote the pre-announcement and post-

completion quarters of an acquisition; 𝑆𝐷𝑉𝑖,𝑠,𝑡 denotes a focal firm i’s strategic deviation 

in its primary states in the acquisition’s post-completion quarter t; 𝑂𝑃𝑠 denotes the 

optimal level of strategic deviation identified through modeling the curvilinear 

relationship between banks’ SDV and their financial performance (ROA) in state S. To 

facilitate interpretation, I illustrate PE as the reduced level of over-conformity or over-

differentiation in Figure 1.2.  

 
4 I also used an alternative measure, the interaction between pre-acquisition SDV and the difference 

between post- and pre-acquisition SDV, to test the effect of repositioning on CAR. I found consistent 

results.  
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Figure 1.2 Dynamic Movement towards or away from Optimal Position 

Figure 1.2 illustrates a focal acquirer repositioning towards versus away from optimal 

position. In (a), the focal acquirer “A” had taken in an over-conforming position before 

acquisition and increased its optimal position by reducing its over-conformity; in (b), the 

focal acquirer “B” had taken in an over-deviating position and increased its optimal 

position through acquisition by reducing its over-differentiation. By contrast, (c) and (d) 

illustrate the dynamic processes in which a focal acquirer re-position away from optimal 
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position, which results in worsened industry positioning, towards greater over-conformity 

(c) or over-differentiation (d).  

To calculate over-conformity (OC) or over-differentiation (OD), I take the absolute value 

of the difference between strategic deviation and optimal position. Strategic deviation 

(SDV) is defined as the distance between a focal firm’s position and the industry norm, 

calculated as the Mahalanobis distance (Kim & Finkelstein, 2009) between a focal firm’s 

strategy of asset allocation and the mean strategy of all other firms in the industry 

(Deephouse, 1999). In recent work, Mahalanobis distance has been considered a superior 

measure than traditional difference scores because it is unit-less, scale-invariant, and 

robust to the correlation among component variables (Berry, Guillén, & Zhou, 2010; 

Mawdsley & Somaya, 2018; Kuusela, Keil, & Maula, 2017; Zhou & Guillén, 2015; 

Flammer, 2015). Following the prior literature in banking acquisitions (Kim et al., 2009), 

I define the bank’s geographical market at the state level. Correspondingly, the industry 

norm is calculated as the size-weighted average strategy (Deephouse, 1999), excluding 

the strategy of the focal firm, in a given state-quarter. Thus, 

𝑆𝐷𝑉𝑖,𝑠,𝑡  = log(√[𝐶(𝑏𝑎𝑛𝑘𝑖,𝑠,𝑡) − 𝐶(𝑛𝑜𝑟𝑚𝑠,𝑡)]′𝑉𝑠,𝑡
−1[𝐶(𝑏𝑎𝑛𝑘𝑖,𝑠,𝑡) − 𝐶(𝑛𝑜𝑟𝑚𝑠,𝑡)] + 1), 

in which 𝐶(𝑏𝑎𝑛𝑘𝑖,𝑠,𝑡) is the vector of 11 Deephouse (1996, 1999) strategy variables of 

bank i, and 𝐶(𝑛𝑜𝑟𝑚𝑠,𝑡) is the size-weighted industry average, respectively, in state s and 

in period t. Specifically, the C vector includes 11 financial and loan ratios. These are 

calculated as proportions of total assets, including percentage of assets in the form of 

commercial loans, real estate loans, loans to individuals, agriculture loans, other loans 
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and leases, cash, federal funds sold and reverse repurchase, securities, trading accounts, 

fixed assets, and other assets. 𝑉𝑠,𝑡  is the corresponding variance-covariance matrix 

capturing the pairwise relationship of the variables contained in the C vector.5 Figure 1.3 

displays a multi-dimensional plot of industry positioning relative to the industry norm. 

Then, the strategic deviation of a focal firm is the distance between the firm’s position 

and the industry norm. In addition, four basic components are illustrated: industry norm; 

optimal position (OP); over-conformity (OC); over-differentiation (OD). 

 

 
 

Figure 1.3. Multi-dimensional Scaling Plot of Optimal Position 

 

Optimal position (𝑂𝑃𝑠), defined as the optimal level of strategic deviation that 

maximizes financial performance, is identified at the state level by a fixed-effects model 

mapping the ROA-SDV relationship. To locate the optimal position in state S (𝑂𝑃𝑠), I 

 
5 By considering the correlation between selected asset ratios as the dimensions of strategic orientation, the 

Mahalanobis distance guards against the bias arising from overweighting the dimensions that contain 

overlapping information, which is an advantage over Euclidean distance (Kim et al., 2009). The exclusion 

of focal firm strategy in the calculation of industry norm prevents the measure of industry norm from 

becoming a “moving target” due to the mutual influence between a focal firm’ SDV and itself. Otherwise, 

if SDV appears twice on the right-hand side of the equation when regressing ROA on SDV, the resulting 

estimation of the main explanatory variable of interest will likely be biased. 
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follow Deephouse (1999) to first regress ROA on SDV and SDV2, along with market 

share, total expense ratio, and market growth as the control variables. Since banks are 

primarily competing within state boundaries (Kim & Finkelstein, 2009), I also identify 

optimal position in each state and allow the effect of SDV on ROA to differ across states. 

In doing so, I split the full sample of 822,572 bank-quarters by state. As a result, in each 

state, I obtained complete observations of banks’ positions on regular temporal intervals. 

In order to account for unobserved heterogeneity due to time-invariant firm-specific 

effects and capture strategic deviation effect on banks’ ROA, I used fixed effects. The 

fixed-effects model is most appropriate to map the SDV-ROA relationship in that my 

subsequent analysis primarily seeks to evaluate how the change in the positioning of the 

same acquirer affects the market reactions (CAR) to a focal acquisition. For each sub-

sample grouped by state, I obtained two parameter estimates, 𝑎𝑠 and 𝑏𝑠, which jointly 

determine the SDV-ROA relationship in each state.6 7 8 

 

6 I note that, for 𝑅𝑂𝐴 = 𝑎𝑠𝑆𝐷𝑉2 + 𝑏𝑠𝑆𝐷𝑉 + 𝑐, only under the condition in which 𝑎𝑠 < 0 𝑎𝑛𝑑 𝑏𝑠 > 0, a 

unique positive value of optimal position 𝑂𝑃𝑠  can be identifiable as −𝑏𝑠/2𝑎𝑠, which maximizes the ROA in 

a given state. As such, I found an inverse-U SDV-ROA relationship exists in 38 out of the 50 states 

(76%)—which takes the form of a positive SDV value corresponding to the SDV-ROA vertex with a 

negative quadratic effect. Moreover, due to insufficient observations to compute the SDV score, three states 

(Alaska, Hawaii, and Rhode Island) and the District of Columbia were dropped from the sample. Notably, 

the functional form of the SDV-ROA relationship and the attractiveness of a firm’s positioning may not be 

identified by the financials of a single firm without considering the positionings of its industry peers. 

 

7 To ensure robustness, I used an alternative procedure to identify the optimal position, through which I 

explicitly estimate how the SDV-ROA relationship differs across the states by adding the interactions 

between the aforementioned independent variables and state dummies, which produces consistent results. 

Moreover, I also found consistent results by either (a) excluding events for which 𝑂𝑃𝑠  is unidentifiable or 

(b) including such events by fixing the PE score to zero. The results in the paper use the latter sample and 

approach.  

  

8 I find very few banks move from one side of optimal position to the other. For banks that have a positive 

PE score, they tend to move from a position of over-conformity to a position of less over-conformity, or 
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 Figure 1.4 shows displays a multi-dimensional plot of repositioning towards or 

away from the optimal position. Figure 1.4a (4b) represent firm movement from greater 

to lesser over-conformity (over-deviation) towards optimal position, resulting in an 

increase in PE. Figure 1.4c (1.4d) represent firm movement from lesser to greater over-

conformity (over-deviation) away from optimal position, resulting in a decrease in PE.             

 

 
Figure 1.4. Multi-dimensional Scaling Plot of Repositioning 

 
from an over-differentiation to a less over-differentiation. Specifically, 88.8% of the acquisitions do not 

move a bank from conformity to deviation or from deviation to conformity, but rather move either within 

the conformity or deviation side, as shown in Figure 1.2. Upon the occurrence of repositioning across 

optimal position, banks tend to move from one side to the other to a limiting magnitude. Specifically, 

among banks that moved from strategic conformity to strategic deviation or from strategic deviation to 

strategic conformity, only 7.58% started from more than one standard deviation above or below optimal 

position. 
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Target-to-acquirer asset similarity. Following Kim and Finkelstein (2009), I employ 

the Mahalanobis distance approach to measure how dissimilar a target bank’s asset 

structure is relative to the acquirer’s. Different from the position change, the dyadic 

distance between the acquirer and the target is independent of the relative firm size and 

the industry norm. I adopt the Deephouse (1996, 1999) measure of asset allocation, which 

is based on 11 financial and loan ratios, including percentage of assets in the form of 

commercial loans, real estate loans, loans to individuals, agriculture loans, other loans 

and leases percentage, cash, federal funds sold and reverse repurchase, securities, trading 

accounts, fixed assets, and other assets. The dyadic dissimilarity in asset allocation is 

operationalized as the Mahalanobis distance between the acquirer’s and the target’s asset 

allocation. 

𝑅𝑒𝑠𝑜𝑢𝑟𝑐𝑒 𝑆𝑖𝑚𝑖𝑙𝑎𝑟𝑖𝑡𝑦𝐴,𝑡 = −1 ✕ 

log(√[𝐶(𝐴′𝑠 𝐴𝑠𝑠𝑒𝑡𝑡) − 𝐶(𝑇′𝑠 𝐴𝑠𝑠𝑒𝑡𝑡)]′𝑉𝐴,𝑡
−1[𝐶(𝐴′𝑠 𝐴𝑠𝑠𝑒𝑡𝑡) − 𝐶(𝑇′𝑠 𝐴𝑠𝑠𝑒𝑡𝑡)] + 1), 

where 𝐶(𝐴′𝑠 𝐴𝑠𝑠𝑒𝑡𝑡) and 𝐶(𝑇′𝑠 𝐴𝑠𝑠𝑒𝑡𝑡) are asset-allocation vectors of the acquirer and 

the target bank at the time t, respectively, and 𝑉𝐴,𝑡 is the variance-covariance matrix 

capturing the pairwise relationship of the variables contained in the C vector in the 

acquirer’s primary market at the time t. I multiply −1 with such dyadic dissimilarity to 

bring it in line with the concept of resource similarity. An acquisition scoring high on 

target-to-acquirer asset similarity indicates the target shares a similar asset allocation 

pattern with the acquirer. 
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Target-to-acquirer market similarity. Following Kim and Finkelstein (2009), I first 

calculate the dissimilarity between acquirer’s and target’s primary markets as the 

Mahalanobis distance between the market-average asset structure in the acquirer’s 

primary market and that of the target’s primary market, scaled by the covariance matrix 

in the acquirer’s market.  

According to Kim and Finkelstein (2009), the market-average asset structure represents a 

state’s overall economic situation and business condition. More specifically, the measure 

is calculated in a similar way as the industry norm, the size-weighted average of the asset 

allocation of all individual banks within that state (Deephouse, 1999). Finally, I multiple 

−1 with the distance score to bring the measure in line with the concept of similarity 

between the two markets.  

𝑀𝑎𝑟𝑘𝑒𝑡 𝑆𝑖𝑚𝑖𝑙𝑎𝑟𝑖𝑡𝑦𝐴,𝑡 = −1 ✕ 

log(√[𝐶(𝐴′𝑠 𝑀𝑎𝑟𝑘𝑒𝑡𝑡) − 𝐶(𝑇′𝑠 𝑀𝑎𝑟𝑘𝑒𝑡𝑡)]′𝑉𝐴,𝑡
−1[𝐶(𝐴′𝑠 𝑀𝑎𝑟𝑘𝑒𝑡𝑡) − 𝐶(𝑇′𝑠 𝑀𝑎𝑟𝑘𝑒𝑡𝑡)] + 1), 

where 𝐶(𝐴′𝑠 𝑀𝑎𝑟𝑘𝑒𝑡𝑡) and 𝐶(𝑇′𝑠 𝑀𝑎𝑟𝑘𝑒𝑡𝑡) are size-weighted market-average vectors 

based on the 11 Deephouse (1996, 1999) asset allocation variables in the acquirer’s and 

the target’s primary markets, respectively, and 𝑉𝐴,𝑡 is the variance-covariance matrix 

capturing the pairwise relationship of the variables contained in the C vector in the 

acquirer’s primary market at the time t. For acquisitions of within-state targets, the 

market similarity score takes the highest possible value of 0. 

Target-to-acquirer position advantage is calculated as the extent to which the target 

firm is closer to the optimal position as compared to the acquirer. 

𝑃𝑜𝑠𝑖𝑡𝑖𝑜𝑛 𝐴𝑑𝑣𝑎𝑛𝑡𝑎𝑔𝑒𝐴,𝑇,𝑡−1=𝐴𝐵𝑆(𝑆𝐷𝑉𝑨,𝑡−1 − 𝑂𝑃𝑨) − 𝐴𝐵𝑆(𝑆𝐷𝑉𝑻,𝑡−1 − 𝑂𝑃𝑻), 
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where 𝑆𝐷𝑉𝑨,𝑡−1 and 𝑆𝐷𝑉𝑻,𝑡−1are the pre-acquisition strategic deviation of the acquirer 

and the target’s, respectively; and 𝑂𝑃𝑨,𝑠 and 𝑂𝑃𝑻,𝑠 are the optimal positions in the 

acquirer’s and the target’s primary markets, respectively.  

Notably, I hypothesize that the more the target position advantage is relative to 

the acquirer, the more likely the acquirer can inherit valuable capabilities to support a 

superior position. However, I do not hypothesize that the more the target position is 

disadvantageous relative to the acquirer position, the more a position enhancement will 

suffer from such a target. Because the acquirer can maintain its existing capabilities if the 

target has a less optimal position. Thus, this variable may have an asymmetric effect 

depending on whether the target has a position advantage or disadvantage relative to the 

acquirer. Accordingly, I create a spline function for the relative position advantage 

between the target and the acquirer, which allows the estimated coefficient to differ when 

the target has a position advantage versus disadvantage. 

Control variables 

Based on a literature review, I included the following control variables to rule out 

alternative explanations. First, I controlled for firm characteristics that may influence 

market reaction, which include: (1) acquirer size, measured by the natural log of a focal 

bank’s average total asset (e.g., Deephouse, 1999; Kim and Finkelstein, 2009); (2) 

acquirer age, measured as the total number of years since the establishment date; (3) 

market growth, measured as the proportional increase of aggregate total deposit in a 

geographical market to its three-year moving average; (4) acquirer expense ratio, 

measured as the ratio of total expense to total asset, reflecting a bank’s cost efficiency; 
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(5) acquirer performance to social aspiration, measured as a focal acquiring bank’s 

return to asset (ROA) relative to the industry average; (6) acquirer performance to 

historical aspiration, measured as a focal acquiring bank’s current ROA relative to its 

three-year average; (7) target performance to social aspiration, measured as a focal 

target bank’s return to asset (ROA) relative to the industry average; (8) target 

performance to historical aspiration, measured as a focal bank’s current ROA relative to 

its three-year average; (9) acquirer financing capability, measured as the ratio of total 

interest expense to total interest-bearing liabilities (Kim et al., 2009); (10) acquirer 

corporate slack, the ratio of interest expense to the total interest-bearing liabilities (Kim 

et al., 2009); (11) strategic focus, the degree to which the acquirer concentrates on 

limited types of loans versus spread its asset across a broad portfolio, which is 

operationalized as the Herfindahl-Hirschman index (HHI) of the acquiring bank’s loan 

portfolio (Kim & Finkelstein, 2009); (12) target size, measured as the proportional 

increase in the acquirer’s total asset driven by the acquisition of a target firm; (13) market 

share, measured as the Herfindahl-Hirschman index (HHI) of the deposit distribution 

among all individual banks in the acquirer’s primary market; (14) acquirer acquisition 

experience, measured as the count of acquisitions launched by a focal bank within the last 

five years; (15) market focus, the degree to which the acquirer focusing on its primary 

market versus operating across various markets, measured as the Herfindahl-Hirschman 

index (HHI) of the focal bank’s deposit distribution across different state markets; (16) 

post-acquisition strategic deviation, measured as the Mahalanobis distance between the 

acquirer’s asset distribution and the industry average after the acquisition; (17) optimal 
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position in primary market, measured as the optimal level of strategic deviation that 

corresponds to the maximum level of profitability in acquirer’s primary market. 

Identification and model specification 

I seek to understand how acquisition-induced repositioning towards optimal position 

impacts market reactions to a focal acquisition. However, omitted variables might be 

associated with both the market reaction and the likelihood of a repositioning acquisition 

(Certo, Busenbark, Woo, & Semadeni, 2016) and challenge my argument. In this case, 

repositioning associated with the acquisition can be endogenous to sample selection. For 

example, a plausible alternative explanation is that an omitted variable drives firms’ 

motivation to engage in a repositioning acquisition versus other acquisitions, which do 

not involve a combination of financial resources and product mix.  

To address this challenge, I use a Heckman two-stage model to allow for the 

selection effect (Wooldridge, 2010). Specifically, in the first stage, I use a probit model to 

predict the likelihood of an observation entering the second-stage model with market 

acquisition intensity and the acquirer’s postal zip code as a continuous variable as the 

exclusion restrictions (Certo et al., 2016). I calculate market acquisition intensity as the 

total count of acquisition events, excluding those launched by the focal firm, within a 

state-year. Subsequently, I add the inverse Mill’s ratio obtained from the first stage as an 

additional control variable in the second stage models. In the first stage, I tested the 

presence of selection effect and found position enhancement (p. < 0.01) significantly 

predicts the likelihood of an acquisition being a horizontal deal and included in the final 

sample. Both the market acquisition intensity (p. < 0.05) and the zip code (p. < 0.01) also 
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significantly predict the observation appearing in the second stage, which indicates the 

relevance of the exclusion restrictions.  

Among the two exclusion restrictions, zip code is associated with a bank’s 

physical address, which is unlikely to correlate with market reactions. However, one may 

be concerned with the endogeneity of market acquisition intensity, which may not be 

independent of the error term in the second-stage equation for predicting market 

reactions. For example, a plausible alternative explanation can be that managers are 

tempted to launch a subsequent acquisition based on their observation on the market 

reactions to other acquisitions, in which abnormal returns may be associated with 

acquisition activities. I note two considerations that may discount such a concern. First, 

as I use the state-year count of acquisition events to partial out the non-randomness of an 

observation entering the final sample, the occurrence of repositioning acquisitions is 

unlikely to be caused by the intensity of acquisition activity in a given state-year. For 

example, non-repositioning (non-financial target) acquisitions are also counted in 

acquisition intensity but cannot attract repositioning acquisitions. Second, as a yearly 

count variable, acquisition intensity does not ensure repositioning acquisitions generate 

positive returns at the beginning of the year to attract subsequent imitations.  

            In addition to endogeneity induced by sample selection, conventional endogeneity 

may exist by the non-random assignment of repositioning. For example, omitted 

variables may affect the direction and magnitude of repositioning through acquisition and 

also drive market reactions. Thus, to partial out the non-randomness of repositioning 

through acquisition, I used two instruments, including a market characteristics variable—
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HHI index of market concentration in acquirer’s primary state, and a timing variable—

year trend, which predict repositioning but do not correlate with the error term in the 

second-stage model (Semadeni, Withers, and Certo, 2014). I conduct several tests on the 

validity of the instruments. First, the combination of instruments passes the weak 

instrument test (F(2) = 18.591, p. < 0.001), which indicates the year trend and market 

concentration significantly predict repositioning. I posit the two variables are not 

correlated with the error term in the final model such that the abnormal returns do not 

systematically increase or decrease over time, nor are they sensitive to the overall market 

characteristics. Empirically, the Sargan-Hansen test, with the null hypothesis that no 

correlation exists between the instruments and the second-stage error term, indicates the 

instruments are exogenous (𝜒2(1) = 0.444, p. = 0.505). Taken together, these statistical 

tests confirm the appropriateness and validity of the instruments such that they are both 

relevant—significantly predicting repositioning and exogenous—being uncorrelated with 

the errors in the second-stage equation for predicting CAR (Semadeni et al., 2014). 

Finally, the Durbin-Wu-Hausman test fails to reject the null hypothesis that the ordinary 

least square (OLS) yields consistent estimates (𝜒2(1) = 0.536, p. = 0.464) and suggests 

that the OLS model is appropriate for us to test the main hypothesis. Because OLS 

estimators are also more asymptotically efficient than alternative estimators, I use OLS as 

the final model. 

            Lastly, in the final sample of acquisition events, a focal firm might launch 

multiple acquisitions in irregular intervals; also, different firms might launch inter-related 

acquisitions within a given period. This may lead to the presence of auto-correlation 
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among the acquisitions launched by the same acquirer and also the cross-sectional 

dependency among acquisitions launched within the same period (Certo & Semadeni, 

2006). To address this issue that non-independence among the observations in the sample 

may bias the estimation of standard errors, I use two-way clustering of the standard errors 

on both the firm and period dimensions to account for the autocorrelation and cross-

sectional dependence. 

RESULTS 

 

The descriptive statistics and pairwise correlation are presented in Table 1. The largest 

variance inflation factor (VIF) is 4.632 (corporate slack), indicating that no severe 

collinearity is present in the data (Wooldridge, 2002). 

The regression results are shown in Table 2. Model 0 includes the control 

variables, including the moderating variables and the inverse mill’s ratio (IMR) obtained 

from the selection model. The IMR allows for the error conditional on the occurrence of a 

repositioning acquisition; the results across the regression models show no significant 

selection effect is present in the data.  

 In Hypothesis 1, I predicted that repositioning towards optimal position through 

an acquisition would be positively associated with the stock market reaction. Model 1 

adds the main effect of position enhancement, which has a significant, positive effect on 

market reactions (p < 0.05) supporting Hypothesis 1.  
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Table 1. Mean, Standard Deviation, and Pairwise Correlation 
 

 Mean S.D. 1 2 3 4 5 6 7 8 9 10 

1. CAR% [-2, +2] -0.05 5.52 1.00          

2. Size 14.78 1.45 -0.02 1.00         

3. Age 81.67 47.28 -0.12 0.20 1.00        

4. Market growth 0.07 0.22 -0.01 0.19 0.06 1.00       

5. Expense ratio 3.10 2.00 -0.02 -0.12 0.03 0.05 1.00      

6. Acquirer perf to social 0.47 0.83 -0.02 0.15 -0.02 0.03 -0.02 1.00     

7. Acquirer perf to historical 0.06 1.01 0.04 0.02 0.01 0.01 0.21 0.26 1.00    

8. Target perf to social -0.13 1.18 -0.21 0.02 -0.03 0.11 0.03 0.15 0.16 1.00   

9. Target perf to historical 0.11 2.86 0.10 -0.03 0.00 0.01 -0.09 0.00 -0.09 -0.09 1.00  

10. Financing capability 1.53 1.56 -0.11 -0.08 0.13 0.07 0.66 0.09 0.18 0.05 0.06 1.00 

11. Corporate slack 0.39 1.22 0.07 0.62 0.20 0.32 -0.02 0.01 0.02 -0.11 -0.07 -0.05 

12. Strategic focus 0.31 0.20 0.06 0.37 0.10 -0.01 -0.08 -0.07 -0.02 -0.17 -0.04 -0.03 

13. Target size 0.16 0.22 -0.02 -0.18 -0.06 -0.04 0.05 0.03 0.05 0.05 -0.03 0.01 

14. Market share 0.05 0.10 0.06 0.60 0.14 0.29 -0.06 -0.04 -0.00 -0.09 -0.02 -0.07 

15. Acquisition experience 2.32 3.06 -0.01 0.34 -0.01 0.19 0.09 0.08 0.02 0.08 -0.00 0.13 

16. Market focus 0.88 0.22 -0.04 -0.54 -0.13 -0.01 0.13 0.08 0.08 0.10 -0.00 0.21 

17. Strategic deviation 3.13 1.07 0.07 0.26 0.06 0.18 0.00 -0.07 -0.06 -0.03 -0.04 -0.09 

18. SDVoptimal in focal mkt 1.95 1.99 -0.06 -0.07 0.22 0.05 0.09 0.00 -0.00 -0.10 0.02 0.15 

19. T-A asset similarity -2.60 1.08 0.01 -0.18 -0.01 -0.08 -0.06 0.08 0.02 0.02 -0.01 -0.01 

20. T-A market similarity -1.03 1.87 0.05 -0.21 -0.03 -0.05 0.00 -0.00 0.01 -0.01 -0.03 0.00 

21. T-A position disadvantage -0.16 0.38 -0.06 0.03 0.10 0.01 -0.02 -0.05 0.01 0.12 -0.06 -0.03 

22. T-A position advantage 0.27 0.59 0.04 0.18 -0.01 0.04 -0.00 0.06 -0.07 0.00 0.03 -0.09 

23. Position enhancement -0.07 0.55 0.04 0.09 0.03 0.06 0.00 -0.08 -0.06 0.03 0.05 0.03 

 

 
 11 12 13 14 15 16 17 18 19 20 21 22 23 

1. CAR% [-2, +2]              

2. Size              

3. Age              

4. Market growth              

5. Expense ratio              

6. Acquirer perf to social              

7. Acquirer perf to historical              

8. Target perf to social              

9. Target perf to historical              

10. Financing capability              

11. Corporate slack 1.00             

12. Strategic focus 0.70 1.00            

13. Target size -0.06 -0.01 1.00           

14. Market share 0.77 0.57 -0.10 1.00          

15. Acquisition experience 0.18 -0.02 -0.07 0.18 1.00         

16. Market focus -0.47 -0.56 0.08 -0.55 -0.18 1.00        

17. Strategic deviation 0.26 0.25 0.05 0.35 0.08 -0.36 1.00       

18. SDVoptimal in focal mkt 0.04 0.03 -0.01 -0.05 -0.02 0.05 0.14 1.00      

19. T-A asset similarity -0.21 -0.11 0.09 -0.27 -0.28 0.12 -0.35 -0.02 1.00     

20. T-A market similarity -0.13 -0.15 0.00 -0.18 -0.15 0.28 -0.14 -0.07 0.20 1.00    

21. T-A position disadvantage 0.01 -0.05 0.02 0.03 -0.06 0.01 0.06 -0.01 0.05 0.03 1.00   

22. T-A position advantage 0.17 0.08 0.07 0.28 0.07 -0.16 0.23 -0.06 -0.17 -0.10 0.20 1.00  

23. Position enhancement 0.06 -0.03 -0.08 0.05 0.08 -0.01 -0.25 0.01 -0.12 -0.04 0.24 0.20 1.00 
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Table 2. Regression Results (N = 589) 

  D.V. = CAR% [-2, +2] 

Variables Control Model 1 Model 2 Model 3 Model 4 Model 

5 Intercept 0.929 3.702 4.276 4.386 3.153 4.298 

(5.264) (5.264) (5.212) (5.214) (5.294) (5.258) 

Inverse Mill’s ratio 3.017 0.459 0.093 0.233 0.421 -0.010 

 (2.018) (2.018) (1.952) (1.981) (2.004) (1.952) 

Size -0.356 -0.370 -0.392† -0.393† -0.332 -0.373 

 (0.240) (0.240) (0.237) (0.236) (0.238) (0.236) 

Age -0.005 -0.010 -0.011 -0.010 -0.010 -0.011 

 (0.007) (0.007) (0.007) (0.007) (0.007) (0.007) 

Market growth -0.474 -0.684 -0.832 -0.847 -0.791 -1.056 

 (1.337) (1.337) (1.276) (1.323) (1.262) (1.221) 

Expense ratio 0.173 0.214 0.246 0.211 0.238 0.260† 

 (0.150) (0.150) (0.152) (0.151) (0.148) (0.153) 

Acquirer performance to social aspiration 0.212 0.119 0.177 0.084 0.135 0.152 

 (0.353) (0.353) (0.362) (0.352) (0.351) (0.357) 

Acquirer performance to historical 

aspiration 

0.649 0.604 0.611 0.602 0.602 0.612 

 (0.445) (0.445) (0.432) (0.447) (0.443) (0.433) 

Target performance to social aspiration -0.945* -0.939* -0.909* -0.947* -0.941* -0.909* 

 (0.414) (0.414) (0.410) (0.415) (0.417) (0.411) 

Target performance to historical aspiration 0.218 0.221 0.237 0.221 0.222 0.232 

 (0.150) (0.150) (0.151) (0.150) (0.152) (0.154) 

Financing capability -0.515** -0.552** -0.593** -0.531** -0.563** -0.572** 

 (0.182) (0.182) (0.185) (0.182) (0.180) (0.182) 

Corporate slack 0.499† 0.492† 0.483 0.533† 0.476 0.510† 

 (0.286) (0.286) (0.300) (0.290) (0.293) (0.308) 

Strategic focus -0.293 -0.089 0.026 -0.422 0.106 -0.136 

 (1.678) (1.678) (1.710) (1.674) (1.688) (1.716) 

Target size -1.341† -1.071 -0.797 -1.019 -1.243 -0.974 

 (0.780) (0.780) (0.799) (0.765) (0.797) (0.830) 

Market share 2.637 1.378 2.232 1.839 0.995 1.963 

 (6.243) (6.243) (6.302) (6.228) (6.323) (6.386) 

Acquisition experience 0.053 0.061 0.061 0.056 0.063 0.064 

 (0.074) (0.074) (0.072) (0.073) (0.072) (0.072) 

Market focus 0.986 1.093 1.112 1.150 0.917 0.854 

 (1.560) (1.560) (1.580) (1.561) (1.604) (1.630) 

Strategic deviation 0.754* 0.841** 0.856** 0.845** 0.821** 0.840** 

 (0.293) (0.293) (0.305) (0.294) (0.287) (0.298) 

Optimal SDV in focal market -0.177 -0.191 -0.196 -0.200 -0.189 -0.199 

 (0.124) (0.124) (0.128) (0.126) (0.126) (0.131) 

Target-acquirer asset similarity 0.419 0.472 0.465 0.491† 0.400 0.413 

 (0.288) (0.288) (0.284) (0.288) (0.277) (0.278) 

Target-acquirer market similarity 0.120 0.126 0.145 0.139 0.128 0.156 

 (0.114) (0.114) (0.114) (0.109) (0.115) (0.110) 

Target-acquirer position advantage 0.137 0.024 -0.110 0.036 -0.233 -0.329 

 (0.633) (0.633) (0.603) (0.625) (0.597) (0.587) 

Target-acquirer position disadvantage -0.738 -0.886 -0.880 -0.772 -0.644 -0.757 

 (0.611) (0.611) (0.578) (0.620) (0.621) (0.592) 

Position enhancement  1.085* 3.634** 1.630** 0.470 2.641* 

  (0.523) (1.123) (0.572) (0.625) (1.060) 

Position enhancement ✕ Target-acquirer 

asset similarity 

  0.951**   0.728* 

  (0.367)   (0.361) 

Position enhancement ✕ Target-acquirer 

market similarity 

   0.679***  0.586** 

   (0.186)  (0.180) 

Position enhancement ✕ Target-acquirer 

position advantage 

    1.342* 1.527*** 

    (0.668) (0.384) 

Position enhancement ✕ Target-acquirer 

position disadvantage 

    -0.028 -0.657 

    (0.601) (0.559) 

R2 0.115 0.120 0.134 0.129 0.130 0.149 

*** p.<0.001 ** p.<0.01 * p.<0.05  † p.<0.10; Robust standard errors are in parentheses. 
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             Model 2 through Model 4 test the moderated relationships (Hypotheses 2a-2c), 

and Model 5 is the full model containing all interaction terms, which yields consistent 

results with Model 2 through Model 4. Below I interpret the results from Model 5. In 

theory development, I argued that the positive effect of position enhancement is stronger 

under conditions in which the fit between acquirer and target facilities the alignment 

between supporting capabilities and the resource structure. Accordingly, I hypothesized 

the main effect of position enhancement would strengthen with greater (a) asset similarity 

(H2a), (b) market similarity (H2b), and (c) target position advantage (H2c). In support of 

H2a, I found that positive and statistically significant interaction (p. < 0.05) between 

position enhancement and target-acquirer asset similarity. In support of H2b, I found a 

positive and statistically significant interaction (p. < 0.01) between position enhancement 

and market similarity. In support of H2c, I found a positive and significant interaction (p. 

< 0.001) between acquirer position enhancement and target position advantage.  

In Figure 1.5, to plot the moderating effects of asset similarity, market similarity, 

and target position advantage, I use one standard deviation from the mean to represent the 

high and low levels of a moderator. By testing the effects of position enhancement on 

market reactions under the three moderating effects in Model 5, consistent with results 

reported above, I find that the effect of position enhancement is significant (p. < 0.05) 

with high asset similarity but insignificant (p. = 0.851) with low asset similarity. 

Moreover, the effect of position enhancement is significant (p. < 0.01) with high market 

similarity but insignificant (p. = 0.445) with low market similarity. Finally, the effect of  
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Figure 1.5a. Moderating Effect of A-to-T Asset Similarity & A-to-T Market Similarity 

 

  

Figure 1.5b. the Moderating Effect of T-to-A Position Advantage 

 

position enhancement is significant (p. < 0.01) with high target position advantage but 

insignificant (p. = 0.693) with low target position advantage; and the effect of position 
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enhancement is insignificant at both high (p. = 0.482) and low levels (p. = 0.089) of 

target position disadvantage. 

DISCUSSION 

 

Building on the theory of optimal distinctiveness, I proposed that acquisitions may act as 

a strategic vehicle firms utilize to obtain a superior industry position. Although 

acquisitions often receive negative market reactions (Malmendier & Tate, 2008; Hayward 

& Hambrick, 1997; Haleblian et al., 2009a), I found that under conditions in which 

acquisitions move a focal firm towards a more optimal position, markets respond 

positively. In addition, I considered intra-organizational factors that may improve an 

acquirer’s agentic capacity to fully capture the value of position enhancement (Datta, 

1991; Oliver, 1991). I argued that an alignment between external position and internal 

compatibility should facilitate the resource fit between the acquirer and target, which 

helps the combined firm realize the benefits of the new position (Heimeriks, Schijven, & 

Gates, 2012; Finkelstein, 1986). Specifically, I identified key elements of the acquirer-

target fit across three deal characteristics that allow managers to improve target-selection 

decisions: asset similarity, market-similarity, and target position advantage (Alexandridis 

et al., 2013). Accordingly, I provide evidence supporting the argument that, to achieve an 

optimal position, managers should simultaneously consider not only external position 

enhancement but also the internal resource compatibility between acquirer and target 

(Karim & Mitchell, 2000; Homburg & Bucerius, 2006; Puranam, Singh, & Zollo, 2006).  
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Contribution to Theory and Research 

Our study makes several contributions to the research in optimal distinctiveness and work 

in acquisitions. First, I add nuance to optimal distinctiveness theory as I show that firms 

have the strategic agency to reconfigure their resources in order to migrate to a more 

optimal position. Prior optimal distinctiveness research has focused on the notion that 

external stakeholder perceptions determine the attractiveness of market positions (Barlow 

et al., 2019; Haans, 2019; Zhao et al., 2018). By contrast, I develop and test arguments 

outlining how a firm can undertake a position-enhancing acquisition to reconfigure its 

resources in order to better position the firm, which in turn, increases a firm’s value 

creation potential by decreasing legitimacy or competition challenges (Heugens & 

Lander, 2009). Thus, my work changes the conversation in the optimal distinctiveness 

literature from a focus on the position-performance relationship as a reflection of 

deterministic stakeholder perceptions towards an explicit examination of agentic behavior 

in which a corporate actor may improve audience evaluations. 

Second, I bring a resource fit perspective to the optimal distinctiveness literature. 

The resource fit between acquirer and target enhances the potential for an acquirer to 

effectively coordinate action and integrate resources in order to allow the firm to extract 

value from a more optimal external position (Datta, 1991; Finkelstein, 1986). Thus, I go 

beyond examining the effect of external product attributes to understand market positions 

to consider how the repositioning benefits of the external product positions are contingent 

on internal resource coordination. Drawing on resource-based logic, I focus on the target-

to-acquirer resource fit since it creates the conditions for the combined firm to fully 
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integrate and develop a single operating entity that can exploit the value of its superior 

industry position (King et al., 2008; Datta, 1991). My findings are consistent with the 

notion that the capacity for an acquirer to capitalize on a superior external position 

depends on the degree to which deal characteristics improve internal resource 

coordination. Hence, the current research provides a holistic view of the optimal 

distinctiveness of an industry position, by illuminating the manner in which the 

combination of both optimal positioning (external fit) and resource fit (internal fit) 

determine investors’ assessments of the value creation potential of an acquisition. Thus, I 

add an organizational dimension to optimal distinctiveness in which an external position 

of the firm is enhanced by its internal resource architecture. 

Third, this research makes a contribution to the acquisitions literature by 

introducing repositioning as an additional value-creating benefit associated with 

acquisitions. Prior acquisition research has examined how the combination of resources 

can create value in a number of ways, such as enhancing vertical coordination 

advantages, knowledge sharing and development, operational efficiencies, and increasing 

market power (e.g., Ramaswamy, 1997; Kim & Singal, 1993; McGuckin & Nguyen, 

1995; Capron et al., 1998; Choi & McNamara, 2018). By contrast, I focused on industry 

repositioning as a novel dimension in explaining acquisition performance. Although 

resources are relatively immobile between firms (Wernerfelt, 1984; Barney, 1991, 2001; 

Peteraf, 1993; Peteraf & Bergen, 2003; Oliver, 1997), acquisitions provide managers with 

a viable means to mobilize and combine external resources to obtain a superior industry 

position (Wernerfelt, 1984; McNamara et al., 2003; Spanos & Lioukas, 2001; Black & 
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Boal, 1994; Santos & Eisenhardt, 2005; Argyres & Zenger, 2012). As acquisitions 

combine and reconfigure the firm’s resource set, it has the potential to foster a value-

creating position enhancement for the integrated firm, allowing the firm to maximize its 

level of differentiation while simultaneously remaining within the legitimacy boundaries 

of its industry.  

 Finally, I contribute to the acquisitions literature by showing that acquiring firms 

especially benefit when they combine optimal positioning with effective resource 

combinations.  Thus, I add to the insights provided by prior acquisitions research by 

demonstrating that the degree of resource fit works in combination with external 

repositioning in generating acquisition value. More specifically, I examine three resource 

characteristics that moderate the influence of an improved external industry position. 

First, resource similarity for easier resource compatibility (Ramaswamy, 1997) and the 

development of consensus regarding the resource redeployment actions supports the new 

position (Dess & Davis, 1984; Zajac & Shortell, 1989). Second, similarity in markets 

served creates a shared understanding of the regulatory environment and customer 

expectations that promote knowledge transfer to enhance the repositioning benefits 

(Finkelstein & Haleblian, 2002; Grant, 1996). Third, I find that acquirers benefit when 

they acquire a more optimally positioned target since the acquirer can then employ 

routines from the target firm to operate effectively in the newly improved position 

(Karim & Mitchell, 2000). Overall, then, I add value to the acquisitions literature by 

highlighting the benefits associated with the combination of optimal external 

repositioning with effective internal resource alignment of the acquirer and target.  
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Managerial Implications 

Our research shows that managers who find their firms are ineffectively positioned 

because they are either overly-differentiated or not sufficiently differentiated from 

industry norms can use acquisitions to reconfigure their resource set and reposition the 

firm to a more optimal position. Accordingly, managers can improve their firm’s position 

by focusing on stakeholder expectations to pursue acquisitions that allow the firm to 

compile a resource set better positioned to meet these expectations. In addition, my 

findings offer guidance for managers to screen and select acquisition targets by 

considering the degree to which potential acquisition targets allow firms to 

simultaneously offer the ability to improve both external fit (optimal positioning) and 

internal fit (resource compatibility).   

Limitations and Future Directions 

Although I studied my research question in a single setting, future research could 

examine the generalizability of these findings, such as how the level of institutional 

pressures and managerial discretion moderate the degree to which firms can use 

acquisitions to facilitate more optimal positioning. For example, in high technology 

industries, market velocity is substantial—accordingly, institutional norms may not be 

fully developed or well established, and firms have a greater ability to disrupt the status 

quo with unique resources (Adner & Zemsky, 2003). Thus, I recommend examining 

more dynamic industry settings to determine the manner in which acquisitions affect 

optimal positioning. Furthermore, in addition to exploring different industry settings, I 
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recommend examining the assessments of different stakeholders rather than simply 

investors to changes in firm positioning.  

In addition, research could examine the manner in which behavioral factors 

influence the awareness of managers about the potential for acquisitions to improve 

positioning and their willingness to pursue such acquisitions (Devers et al., 2020). This 

could include individual factors, such as managerial attributes as well as organizational 

attributes, such as firm performance and compensation schemes. Moreover, my 

arguments open the possibility that managers can be purposeful in pursuing positioning 

improving acquisitions, but I do not directly address this issue. Future research could 

examine the extent to which managers intend to pursue position-enhancing acquisitions 

as opposed to alternative intentions, such as meeting growth expectations and addressing 

competition threats (Kim, Haleblian, & Finkelstein, 2011; Hoberg & Phillips, 2010). 

Relatedly, managers may pursue acquisitions out of their own volition or at the behest of 

other stakeholders. Additional research could examine situations in which targets market 

themselves as vehicles to improve the acquirer’s market position or when such 

acquisitions are championed by third-party assessments of the firm and its market 

position (Schilke, 2017; Hiatt & Park, 2013). Finally, although market reaction is likely 

the most appropriate measure to assess investor response to a repositioning acquisition, 

future work should assess the long-term implications of position adjustment using 

accounting-based performance measures. 
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CONCLUSION 

Prior work drawing on optimal distinctiveness theory has argued that audience 

perceptions determine the relationship between industry position and firm performance 

(Zhao et al., 2017; Zuckerman, 1999; Zhao et al., 2018; Barlow et al., 2019; Haans, 

2019). However, only limited research has examined the strategic processes initiated by 

corporate actors to capitalize on established external forces in order to improve market 

evaluations of the firm (Heugens & Lander, 2009; Lawrence, 1999). I argue that 

horizontal acquisitions have the potential to create a more optimal industry position by 

moving firms towards more balanced industry positions between conformity and 

differentiation, which will result in improved market evaluations. Moreover, by focusing 

on the resource fit between acquirer and target, I reveal that the merged firm is better able 

to improve market reactions by aligning the superior external industry position with 

coordinated compatible internal resources (Datta, 1991; Miller, 1996; Rumelt, 1997). My 

findings show it is essential for managers to incorporate both external and internal 

resource conditions into strategic planning for transformative actions in industry 

repositioning. As a result, firms may utilize acquisitions to create a superior position, and 

more importantly, unlock the value-creation potential in the combined resource set with 

enhanced alignment between internal coordination and external industry position. 
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Essay 2: The Extra-dyadic Influence of Acquisitions 

on Acquirer’s Alliance Partners 

 

INTRODUCTION 

Lavie (2006) combined two theoretical perspectives commonly adopted by alliance 

researchers—the relational view of the firm and the network perspective—into the 

resource-based view (RBV) to theorize the economic rents in inter-firm relationships. I 

draw from Lavie’s (2006) framework to examine the market valuation effect of an 

acquisition on acquirer’s alliance partners. Specifically, I observe market reactions to an 

acquirer’s alliance partners as an acquisition disrupts the resource flows in related firms 

and their connecting relationships. In contrast to most acquisition work that focuses on 

the acquisition dyad of acquirer and target (Barney, 1988; Chatterjee, 1986; Haleblian, 

Devers, McNamara, Carpenter, & Davison, 2009b; Kim & Finkelstein, 2009; Singh & 

Montgomery, 1987; Uhlenbruck, Hitt, & Semadeni, 2006), I focus instead on the extra-

dyadic influence of an acquisition on the acquirer’s alliance partners. Moreover, in 

contrast to the prior alliance literature that focuses on the market valuation effect of 

alliance formation (Anand & Khanna, 2000; Balakrishnan & Koza, 1993; Chan, 

Kensinger, Keown, & Martin, 1997; Das, Sen, & Sengupta, 1998; Kale & Singh, 2007; 

Koh & Venkatraman, 1991; McConnell & Nantell, 1985; Oxley, Sampson, & Silverman, 

2009; Reuer & Koza, 2000; Villalonga & McGahan, 2005), I emphasize the disruptive 

impact of an acquisition on the related resource connections. 
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 By connecting resources (Powell, 2003; Thorelli, 1986), inter-firm alliances 

create resource exchange opportunities (Gulati, 1998; Gulati, Nohria, & Zaheer, 2000). 

Since resource sets become inter-connected, an acquisition expands the acquirer’s 

internal resources and also reconstructs its external relationships (Hernandez & Menon, 

2017). In an acquisition, both the acquirer and the target bring their alliance contracts to 

the pairing. As a result, the combined firm will form new exchange relationships, which 

not only brings new channels for new resource flows but also cause a change in the 

resource connections for the acquirer’s alliance partners (Hernandez & Menon, 2018b). 

Despite the significance, little research has investigated the performance implications of a 

disruptive change in resource connections beyond the acquisition dyads (Hernandez & 

Menon, 2018c), which will translate into a change in the market valuation of the 

acquirer’s alliance partners in response to the acquisition. 

           Drawing on the resource-based view for inter-connected firms (Lavie, 2006b), I 

conceptualize an acquisition as an unanticipated shock to the resource flows for a focal 

alliance partner of the acquirer. By absorbing the target’s alliance relationships, the 

acquisition also generates a change in the connecting relationships surrounding acquirer’s 

alliance partners. Under conditions in which the acquirer inherits new resource 

connections from the target firm, and the target’s alliance partners, there will be more 

channels linking the newly combined firm and its own alliance partners. As a result, 

newly added connections between the acquirer and a focal firm’s alliance partners will 

generate unintended flows of economic rents—spillover rents—to the acquirer’s alliance 

partner through such new connections inherited by the acquirer (Lavie, 2006b).  
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In addition to spillover rents flowing outside a focal relationship, relational rents 

exist inside the focal relationship (Dyer & Singh, 1998). In particular, the appropriation 

of relational rents depends on the relative bargaining power between the acquirer and the 

focal partner. Under conditions in which an acquirer has better access to external 

resources than the focal partner, the acquirer will have greater relative bargaining power. 

Under such conditions, better connections with external third-parties contribute to 

bargaining power because a broader resource reach allows the acquirer to have more 

alternative options, obtain needed resources faster, and become less dependent on its 

connection with the focal partner (Dyer et al., 2018). Moreover, relative bargaining 

power in cases that favor the acquirer stems from a acquirer’s stronger capacity to 

accumulate resources from alternative channels, which will motivate its alliance partners 

to voluntarily share more resources for exchange benefits within the alliance, which will 

appropriate more relational rents from the alliance partner (Bonacich, 1987; Podolny, 

1993; Sauder, Lynn, & Podolny, 2012).  

In terms of moderating conditions, I theorize the rent flows to a focal partner 

depend on the shared alliance partners between the acquirer firm and the target firm. In 

terms of spillover rents, under the conditions in which the acquirer and target share fewer 

pre-acquisition alliance partners, the acquirer will inherit more new relationships from the 

target that will spill over from the target to the acquirer to its partners. Moreover, in terms 

of relational rents, prior to an acquisition, shared alliance partners between the acquiring 

firm and the target allow third parties to bypass the acquirer to access the target’s 

relational resources. However, after an acquisition, the absorption of the target by the 
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acquirer will prevent such alternative resource access. As a result, the acquirer will have 

greater bargaining power over firms that have connected directly with the target in the 

past, since the acquirer becomes the sole intermediary for target partners and have 

exclusive access to target’s relational resources.  

This research has the potential to make several contributions. First, drawing on 

the resource-based view of interconnected firms (Lavie, 2006b), I examine both the 

spillover rents—rents outside the alliance relationship—and the relational rents—rents 

inside the alliance relationship—that follow from acquisitions to influence acquirer 

alliance partners. To date, scant research has jointly considered resource flows both 

outside and inside alliance relationships to account for firm market valuation. As I reveal 

from the market reactions to the acquirer’s alliance partners, spillover rents exist across 

different relationships, in which such rents may diffuse beyond specific alliances (Ahuja, 

2007; Gulati, 1999; Wassmer & Dussauge, 2012). By contrast, the relational rents stay 

inside specific alliances, in which the relational rent is allocated depending on the relative 

bargaining power between the acquirer and its alliance partners (Dyer & Singh, 1998; 

Dyer et al., 2018).  

Second, I contribute to the acquisition literature and alliance studies by examining 

the interaction between firm internal resources through acquisition and external resources 

through alliances. There is limited acquisition research examining the extra-dyadic 

influence of internal resource combination through acquisition on external connections in 

the form of alliances (Haleblian et al., 2009b). Moreover, from the perspective of alliance 

research, no prior work has been conducted on the market valuation of alliance 
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relationships in response to a related acquisition (Chan et al., 1997; Das et al., 1998), 

which has led to an incomplete understanding of the sources and consequences of 

alliance change. I reveal that an acquisition may significantly impact the market valuation 

of the acquirer’s alliance partners. Based on such observation, I argue under conditions in 

which resource sets are inter-connected, internal resources may flow beyond firm 

boundaries to influence external connections; moreover, external connections may also 

shape a firm’s internal resource value. 

Third, I reveal shared resource connections between the acquirer and the target as 

a critical boundary condition of the rents that flow to the acquirer’s alliance partners, 

which has not been studied by the prior literature of firm market valuation (Oxley et al., 

2009). Specifically, I find that the level of shared alliance relationships between the 

acquirer and target moderate spillover rents—the rent that flows outside specific 

alliances, as well as the relational rents—rents that flow inside a specific alliance, to the 

acquirer’s alliance partner. I also show that spillover and relational rents are differentially 

influenced by the acquirer’s new relationships inherited from the target (Gulati et al., 

2000; Lee, 2010). 

THEORY AND HYPOTHESES 

Alliance, Acquisition, and Inter-connected Firm Resources  

Interfirm alliances constitute a critical source of economic rents (Dyer & Singh, 1998; 

Lavie, 2006b), in which exchanged resources flow across firms to create expanded value 

(Chan et al., 1997; Das et al., 1998; Reuer & Koza, 2000). Consequently, valuable 

resources emerge beyond firm proprietary control (Dyer & Singh, 1998) and generate 
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economic rents outside a firm’s boundary. In addition to alliances, acquisitions have also 

been associated with economic rents. In particular, acquisitions may generate rents by 

internalizing valuable resources and preserving rents by isolating competitor access 

(Uhlenbruck et al., 2006; Wernerfelt, 1984). In strategy research, acquisitions have been 

found to raise firm market valuation by combining internal resource bundles (Barney, 

1988; Chatterjee, 1986; Haleblian et al., 2009b; Kim & Finkelstein, 2009; Singh & 

Montgomery, 1987; Uhlenbruck et al., 2006). Whereas alliances are found to increase 

firm market value by connecting external resources (Anand & Khanna, 2000; 

Balakrishnan & Koza, 1993; Chan et al., 1997; Das et al., 1998; Kale & Singh, 2007; 

Koh & Venkatraman, 1991; McConnell & Nantell, 1985; Oxley et al., 2009; Reuer & 

Koza, 2000; Villalonga & McGahan, 2005).  

As firm resources become inter-connected, internal resource combination through 

acquisitions may have a significant influence on the extra-firm resource flows through 

alliances. Thus, firm internal and external resources can also be jointly considered to 

account for economic rents and shape firm competitive advantage (Conner, 1991). Along 

these lines, I examine the impact of an acquisition on related rent flows, as reflected in 

the market reactions to the acquirer’s alliance partners (Oxley et al., 2009). Perhaps 

surprisingly, the change in alliance relationships caused by acquisition has rarely received 

scholarly attention until recent studies on acquisition-induced alliance network change 

(Hernandez & Menon, 2018b), which show acquirers prefer targets that provide greater 

network benefits from the inheritance of alliance relationships (Hernandez & Shaver, 

2019).  
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I posit the impact of acquisition on alliance relationships should be particularly 

pronounced in an industry in which both alliance and acquisition play a significant role. I 

examine the pharmaceutical industry in which firms form alliances with committed 

resources for shared risk and mutual benefits (Hess & Rothaermel, 2011). Economic rents 

originate from and reside in the resource flows in the interfirm relationships beyond firm 

boundaries to create profitable opportunities (Gulati et al., 2000). Moreover, 

pharmaceutical firms rely on acquisitions to renew the internal resource base in a timely 

manner and improve internal capabilities to accelerate new drug development (Cohen & 

Levinthal, 1990; Yeoh & Roth, 1999). When acquisitions combine and reshape resource 

flows, the expected change in a firm resource value will translate into market reactions to 

the acquirer’s alliance partners based on the change in rent spillover and appropriation 

(Das et al., 1998; Hess & Rothaermel, 2011; Higgins & Rodriguez, 2006; Chan et al., 

1997; Reuer & Koza, 2000).  

The Impact of Acquisitions on Resource Connections 

Since acquisitions and alliances have the potential to alter firm resource positions by 

mixing firm internal (i.e., acquisition) and external (i.e., alliances) resources (McCann, 

Reuer, & Lahiri, 2016; Wang & Zajac, 2007; Wassmer & Dussauge, 2012), both 

strategies are integral to the interfirm exchange system. My analysis of the impact of 

acquisition on interconnected resource flows focuses on alliance participants that have 

pre-existing relationships with the acquirer. As acquisitions rewire inter-connected 

resource flows, I posit the combined resource bundle (acquirer + target) introduces novel 

rent flows to acquirer alliance partners. Moreover, an acquisition may also shift the 
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relative connectedness with external third-parties between a focal partner and the 

acquirer, which affects the relative bargaining power within their existing alliance. Thus, 

from the standpoint of the acquirer’s alliance partners, the acquisition has the potential to 

influence both (a) new connections and (b) the relative bargaining power within the 

acquirer-partner relationships.  

In contrast to alliance formation that only adds one new relationship, acquisitions 

consolidate all the relationships of the acquisition dyad, which has the potential to alter 

the resource connections related to the acquirer’s alliance partners (Hernandez & Menon, 

2018c). Through acquisition, the acquirer inherits the relational contracts with exchange 

partners from the target (Baker, Gibbons, & Murphy, 2002). Similar to entering a market 

by acquiring a target with desired customers (Lee & Lieberman, 2010; Madhok, 1997), 

acquirers obtain resource access by inheriting target alliance relationships (Faems, 

Janssens, Madhok, & Looy, 2008; Hernandez & Menon, 2018c; Reuer & Arino, 2007).  

Prior work tends to only view acquisitions as resource combination between 

isolated firms, in which the value creation depends on the dyadic characteristics between 

the acquirer and target (Ramaswamy, 1997; Kim & Finkelstein, 2009; Yu, Umashankar, 

& Rao, 2016). Whereas an alliance formation is often viewed as a new channel 

established for resource exchange, in which the value creation depends on resource flows 

from new partners (Gulati, 1995a, 1999; Bae & Gargiulo, 2004). By integrating resource 

combination (i.e., acquisitions) and resource exchange (i.e., alliances) perspectives, I 

posit an acquisition consolidates both the internal resources between the acquirer and the 
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target and also their external connections, which reconstructs the resource flows for 

related alliance participants.  

Prior work on alliances (Lavie, 2006) categorizes the rent flows through alliance 

relationships into two general types, namely, spillover rents, which stem from firms’ 

unintended resource leakage through inter-connected relationships outside the alliance, 

and relational rents, which derive from voluntary resource sharing inside the alliance. I 

posit spillover rent transfer is facilitated by the number of inter-firm relationships, which 

determine the degree to which resources are shared by the acquirer and its alliance 

partners (Burt, 1992; Reagans & McEvily, 2003). Under conditions in which the 

acquisition adds new connections from the target’s alliance partner to a focal firm’s 

alliance partners, spillover rents will flow from the combined firm to the focal firm 

through new channels that connect the acquirer and the focal firm (Abrahamson & 

Rosenkopf, 1997; Reagans & McEvily, 2003). Under conditions in which focal firm has 

multiple alliance partners prior to the acquisition that connect to the acquirer, it is more 

likely for increased spillover rents to flow to the focal partner post acquisition through the 

acquirer from a common partner.  

I first offer an example of spillover rents. In Figure 2.1, OSI acquired Eyetech and 

inherited its alliance connections. Because of the acquisition, OSI’s alliance partner, 

Serono, received opportunities to collect spillover rents from its connection with Pfizer, 

which became connected with the combined OSI-Eyetech firm after the acquisition. 

Thus, although Serono already had an alliance with Pfizer prior to acquisition, as a result 

of the acquisition, additional rents may “spill over” from the combined OSI-Eyetech firm 
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to Serono through the new OSI-Pfizer connection. Accordingly, after the acquisition, 

economic rents may flow from OSI to Serono through their common exchange 

relationships with Pfizer.  

In contrast to spillover rents, relational rents do not flow beyond an alliance 

relationship (Dyer et al., 1998). Accordingly, I posit the allocation of relational rents is a 

function of the focal partner’s relative bargaining power within an alliance, which 

determines its capability to mobilize resources and extract rent from the existing 

relationship (Podolny, 1993; Benjamin & Podolny, 1999; Dyer et al., 2018). In Figure 

2.1, after inheriting the Eyetech’s resource connections, OSI has more new connections 

with alternative third-parties beyond Serono’s reach, which will allow OSI to have 

greater bargaining power over Serono to appropriate more relational rent from Serono. 

Since OSI inherited five new alliance partners from Eyetech (including Pfizer and four 

other partners, as denoted by the circles in broken lines), OSI has become more 

connected than Serono after the acquisition. Due to increased connections, OSI has 

greater bargaining power over Serono, which will allow OSI to appropriate more 

relational rents from Serono within the OSI-Serono relationship. Stated another way, 

after the acquisition, based on its relative power disadvantage, Serono may share more 

resources within the relationship with OSI to secure OSI’s resource supply (Dyer et al., 

2018). 
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Pre-acquisition        
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Figure 2.1. An Example of Acquisition’s Impact on Interfirm Connections 

Spillover Rent Diffusion through New Connecting Relationships 

I examine the market evaluation effect of the change in rent flows caused by the 

acquisition shock on resource connections from the perspective of an acquirer’s alliance 

partners. As an acquisition instantaneously disrupts the relational environment of the 

acquirer’s alliance partners, I posit the market will re-assesses the value creation potential 
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of the resource flows associated with the partner relational positions within the acquirer 

alliances (Powell, 2003).  

Alliance relationships involve simultaneous resource exchange relationships 

among multiple participants (Gulati, 1998). I examine the effect of acquisition on the 

spillover rent diffusion on acquirer alliance partners. New channels surrounding a focal 

partner increase the ease of spillover rent diffusion. More inter-connected relationships 

enhance resource exchange among multiple alliance participants for greater mutual 

benefit while reducing the amount of resources exclusively controlled by a limited few 

(Burt, 1987). In addition, more inter-connected relationships facilitate resource sharing 

associated with accumulated familiarity among multiple alliance participants (Gulati, 

1995b; Uzzi, 1996).  

An acquisition generates a larger resource bundle (i.e., target + acquirer), which 

has implications for acquirer alliance partners. Specifically, it may add new relationships 

to acquirer alliance partners (i.e., target and its alliance network). Or it has the potential 

to remove pre-existing connections to the acquirer alliance partner (i.e., lose direct 

relationship with the target).  

I begin with an example of adding new relationships. Spillover rent diffusion 

results in new exchange relationships that derive from the resource inflow from the new 

resource bundle created through acquisition. The increased resource connections facilitate 

the unintended spillover of economic rents from the acquirer, since new relationships 

allow potential access of the internal resources of the combined firm to its alliance 

partners (Lavie, 2006b). In the resource exchange relationships, as shown in Figure 2.2a, 



 

 

 64 

the alliances inherited from the target serve as an additional channel (shown as the broken 

line) for the spillover rent to flow from the combined firm to its alliance partners (Owen-

Smith & Powell, 2004). Specifically, the focal partner P had a prior relationship to X but 

after acquisition, P can receive new spillover rent flows from the combined firm (A+T) 

through X.  

By contrast, acquisitions may also remove existing relationships. Figure 2.2b 

shows the acquirer’s alliance partner P prior to the acquisition had an existing 

relationship to T but loses this spillover channel for resource exchange after A combines 

with T (A+T). Hence, under conditions in which A absorbs the existing connections from 

T, resource connections for P decrease (see Figure 2.2b). A reduces P’s resource 

connections by removing a previously existing connection to the target, which was an 

alternative diffusion channel that previously benefitted P. Thus, the elimination of the 

target and the decrease in the number of resource connections following an acquisition 

may decrease spillover rent flows for acquirer alliance partners (Burt, 1987; Harkola & 

Greve, 1995; Reagans & McEvily, 2003).  

 

 

Figure 2.2a. Connection Added to Acquirer Partner (P)’s Immediate Partners  
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Figure 2.2b. Connection Deleted from Acquirer Partner (P)’s Immediate Partners  

To recap, since the acquirer may inherit new resource partnerships from the 

target, the increase in inter-firm relationships expands the number of channels to transmit 

and disseminate resources. Such a channel addition prevents novel resources from being 

accessed only by firms that have proprietary control or exclusive contact (Burt, 1992). By 

contrast, if the number of connecting relationships surrounding P decreases as the 

acquisition absorbs the target connections, it becomes less likely for combined resources 

to diffuse through inter-connected routes, and instead, more likely to isolate new 

resources from partner P’s access. Accordingly, I hypothesize:  

H1. An expected increase (decrease) in the number of inter-firm relationships 

surrounding a focal partner will be positively (negatively) related to focal partner 

abnormal returns in response to the acquirer’s acquisition announcement. 

Relational Rent Appropriation through Relative Bargaining Power 

In addition, an acquisition also introduces new resources within the acquirer’s alliance 

relationships. I posit the allocation of economic rents driven by resource sharing within 

the acquirer-partner relationships depend on the relative bargaining power between the 
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acquirer and the partner based on which party is more connected to external third-parties 

beyond the focal relationship. In particular, a firm will have greater access to external 

resources by connecting to well-connected third-parties (Bonacich, 1987). As such, being 

well-connected with third-parties provides a firm with a broader resource reach and faster 

access to needed resources from external connections, which in turn, increases its 

bargaining power and reduces its dependence on the relatively less-connected partner 

(Gulati, 1995a; Gulati & Gargiulo, 1999).  

Based on the logic above, I expect two possible scenarios. In the first case, under 

conditions in which the acquirer has stronger relative bargaining power, its resource gain 

would allow it to become less dependent on, and appropriate more relational rents from, 

the partner. As shown in Figure 2.3, Partner 2, P2 has fewer alternative options relative to 

the acquirer, because P2 has less access to resources from third party partners and 

therefore fewer connections than A to access resources from alternative connections. 

Thus, since A has more alternative channels to bypass P2 in receiving relational 

resources, A has greater relative power, and may extract more relational rents from P2. 

In the second case, partner P1 is better connected and has more alternative 

resource exchange options relative to the acquirer. By having more connections than the 

acquirer, P1 has greater ease to access resources from other third-party partners beyond 

the acquirer A’s reach and has relatively higher bargaining power within the alliance with 

A. Accordingly, after the acquisition, by having more alternative channels to go around A 

to mobilize and access valuable resources, P1 can appropriate more relational rents from 

A after A receive new resources from the target. Thus, since the focal partner is stronger 
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than the acquirer, after the acquirer receives new resources from the target, it will likely 

share more resources with the focal partner to maximize exchange benefits under 

conditions in which it has an alliance with a relatively more powerful partner.  

 

Figure 2.3. Change in Partner’s Connectedness Relative to the Acquirer 

 Relative connectedness with external third-parties influences the bargaining 

power between alliance partners in several ways. Being more connected to third parties 

expands the options for obtaining external resources (Jensen, 2008; Shipilov & Li, 2008), 

which leads to a greater discretion in switching alliances to discipline the existing 

partners in securing advantageous resource appropriation (Hallen, Katila, & Rosenberger, 

2014; Katila, Rosenberger, & Eisenhardt, 2008). In addition, a well-connected actor is 

also more likely to access valuable resources through alternative relationships, which 

motivates existing partners to share internal resources within the focal alliance to 

maximize exchange benefits (Ahuja, 2007; Podolny, 2001; Sauder et al., 2012). 

Moreover, with a broader scope and quicker means for external resource access, a more 

connected firm is able to replicate partner resources while protecting its own resources 

ML

M

M

P1

ML

M

P2

A

M

T

P1

P2

Pre-acquisition Post-acquisition

A+T “
rela

tio
n

a
l”

“relational”



 

 

 68 

from replication. Such asymmetry in alternative resource access allows a focal firm to 

supplement complementary resources from alternative relationships outside the alliance, 

which enhances the firm’s ability to appropriate relational rents within the alliance (Dyer 

et al., 2018). Accordingly, I hypothesize: 

H2. A focal partner with higher (lower) bargaining power relative to the acquirer 

will be positively (negatively) related to focal partner abnormal returns in 

response to the acquirer’s acquisition announcement. 

The Moderating Effect: Acquirer-to-target Shared Alliance Partners 

Based on work from Lavie (2006), spillover and relational rents exist among inter-

connected firms. Accordingly, in the context of the extra-dyadic impact of an acquisition 

on alliance partners, rent flows to the acquirer’s partners are influenced by the external 

rent flows received from the acquirer. In this section I explore how the spillover and 

relational rents that flow to acquirer alliance partners depend on the reconstructed 

external resource connections between the acquirer and target. Specifically, I posit that 

shared alliance partners between the acquirer and target influence spillover and relational 

rent flows to acquirer alliance partners.  

First, I examine the manner in which the level of shared connections between the 

acquirer and target influence spillover rent diffusion from the acquirer to its alliance 

partners. Under conditions in which the acquirer shares many common connections with 

the target, the redundancy in acquirer-target common connections introduce fewer rent 

diffusion channels, which reduce spillover rent flows from the acquirer to its alliance 
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partners (Guler & Nerkar, 2012). As shown in Figure 2.4a, in the case in which acquirer 

and target share an identical set of alliance partners prior to the acquisition such that they 

have exactly the same connections, the acquirer will not inherit new relationships from 

the target. Accordingly, the target (T) does not introduce any new resource channels to 

the acquirer (A)’s alliance partners (P1 and P2). Accordingly, spillover rents do not 

accrue to A’s alliance partners post acquisition. 

By contrast, under condition in which the target shares fewer common 

connections with the acquirer, the acquirer inherits new relationships from the target. 

Such new relationships constitute novel routes for new spillover rents to flow through the 

acquirer to benefit the acquirer’s alliance partners (Reagans & McEvily, 2003). Thus, the 

less overlap in common connections between the acquirer and the target, the higher the 

potential for an acquirer’s partners to benefit from increased number of new connections 

as they receive spillover rents introduced by the acquisition. In Figure 2.4b, under 

conditions in which the acquirer and target do not share common connections, the 

acquisition adds new relationships (as denoted in broken lines) to the acquirer that allow 

new spillover rents flowing through the combined firm to P1 and P2 (i.e., spillover rents 

flow from the two inherited connections 1 and 2). Thus, when A and T have two non-

shared alliance partners (in Figure 2.4b), instead of two shared alliance partners (in 

Figure 2.4a), the spillover rents increase for the acquirer’s alliance partners P1 and P2—

though based on prior connections, spillover rents increase more for P2 than P1. 
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Figure 2.4a. Decreased Spillover Channels due to Shared A-T Alliance Partners 

 

 
 

Figure 2.4b. Increased Spillover Channels due to Non-Shared A-T Alliance Partners 

Accordingly, I hypothesize:  

H3(a). The positive relationship between expected increase in new relationships 

and focal partner market reactions will weaken as the acquirer-to-target common 

connections increase. 

Second, I examine the manner in which the shared alliance relationships between 

acquirer and target may affect the relational rents for the acquirer’s alliance partner. Prior 

to the acquisition, the more alliance partners commonly shared between the acquirer and 

the target, the more relational rents the acquirer will consolidate from target’s partners 
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after the acquisition, which will increase the acquirer’s control of target’s resource 

connections and bargaining power over target’s pre-existing partners.  

 
Figure 2.5a. Increased Relational Rent Consolidation 

 

 
Figure 2.5b. Relational Rents Flow to Relatively More Connected Partner 

 

For example, as shown in Figure 2.5a, Before the acquisition, the two shared 

connections between A and T constitute alternative routes for P1 and P2 to circumvent A 

in accessing resources from T’s partners (through T). However, after the acquisition, the 

resulting consolidation of shared A-T connections closes such alternative routes for P1 

and P2 to receive relational resources through T. Therefore, the more A and T share 

common alliance partners before the acquisition, the more relational rents will be 

consolidated by the acquirer in order to control T’s relational resources, which in turn, 
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will remove alternative options for T’s pre-exiting partners to receive external rents. By 

absorbing the commonly shared connections from the target, acquirer gains bargaining 

power over target’s partners by removing alternative exchange options for such partners. 

Also, by acting as the sole intermediary of T’s relational resources, the acquirer will gain 

exclusive access to relational resources that might be otherwise jointly controlled by the 

target. Overall, after the acquisition, the gain in exclusive resource access allows the 

acquirer to appropriate more relational rents from alliance partners inherited from the 

target (Lavie, 2006b).  

For different acquirer’s alliance partners, however, the collapse of A-T shared 

connections may affect their relational rent appropriation to a different extent. For 

example, as shown in Figure 2.5b, the consolidation of T’s connections may still most 

significantly increase A’s power over P1, because P1 is the least connected firm among 

A’s existing partners. By contrast, P3 maintains stronger bargaining power by having 

more connections beyond A’s reach, which allows P3 to harness its power advantage to 

appropriate more relational rents from the relational resource consolidation between A 

and T. Since relational rents tend to flow towards a relatively more powerful partner 

within a specific relationship, more shared connections between the acquirer and the 

target will most likely to benefit (harm) a focal partner under the condition in which the 

partner has stronger (weaker) bargaining power over to the acquirer. Thus, the more 

alternative options of resource exchange, the more a focal firm will gain bargaining 

power over its exiting partners, even under the condition in which the existing partners 

obtain new internal resources through acquisition.  
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Overall, within specific relationships, as relational rents accrue to more powerful 

firms, the party with a weaker bargainer power will become more dependent on the other 

stronger party’s resource supply (Dyer et al., 2018). Between two partners, stronger 

bargaining power comes from stronger alternative resource connections. Thus, after the 

acquirer gains resources from the target, stronger alternative resource connections will 

drive the acquirer to share more (less) resources with more (less) powerful partners. In 

the same mechanism, the flow of relational rents will be strengthened by the acquirer 

consolidation of target’s relational resources. Under conditions in which the acquirer 

consolidates more shared resource connections from the target, a focal partner with 

stronger bargaining power will receive more relational resources shared by the acquirer. 

Alternatively, after the acquirer gains more control of target’s relational resources, 

weaker partners will face increased switching cost and be more willing to make 

compromise in relational rents in order to secure the acquirer’s resource supply.  

Accordingly, overall, I expect:  

H3(b). The positive relationship between alliance partner’s bargaining power 

relative to the acquirer and focal partner market reactions will strengthen as 

acquirer-to-target common connections increase. 
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Figure 2.6. Conceptual Framework of Research Hypotheses 

I summarize my research hypotheses in Figure 2.6. The central argument is that a 

firm is valued by the market based on the combination of its internal (i.e., firm + 

acquisition) and external (i.e., alliance) resources (Lavie, 2006b). Accordingly, I assess 

the market valuation effects based on an acquisition event that leads to a change in the 

inter-connected resource flows. Such an assessment allows us to theoretically integrate 

the effects of resource combination and connection on firm market valuation. More 

specifically, prior acquisition studies only focus on the market valuation effect of the 

change in firm internal resources by observing how the stock market reacts to resource 

combination (Ramaswamy, 1997; Kim & Finkelstein, 2009; Uhlenbruck et al., 2006). 

Whereas the alliance literature examines the resource benefits from the addition of a 

resource partner by observing the stock market response to the alliance formation (Chan 

et al., 1997; Das et al., 1998; Koh & Venkatraman, 1991). I integrate the two perspectives 
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by examining how stock market reacts to acquirer’s alliance partners based on the 

resource flows from the newly combined firm. 

METHOD 

Empirical Context and Data Features 

Following prior alliance studies that employ an event study approach, I use stock market 

reactions to assess the expected value creation by the change in the interfirm resource 

connections (Anand & Khanna, 2000; Chan et al., 1997; Das et al., 1998; Kale, Dyer, & 

Singh, 2002; Koh & Venkatraman, 1991; McConnell & Nantell, 1985; Oxley et al., 2009; 

Park & Mezias, 2005; Reuer & Koza, 2000; Villalonga & McGahan, 2005; Woolridge & 

Snow, 1990). I seek to understand how the acquirer’s resource combination and the 

associated change in the adjacent inter-firm relationships influences market reactions to 

the acquirer’s alliance partners, which undergo an unanticipated disruption in their 

spillover and relational rents flows from the acquirer9. Because an acquisition is required 

by law to be a kept secret before the official announcement, the acquisition constitutes a 

randomized treatment on firms whose alliance partner is launching an acquisition. Thus, 

the market reactions reflect how the change in rent flows through the newly combined 

resource set translates into a change in firm market valuation. 

 
9 In the current study, I only include the alliance partners of the acquirer rather than those of the target, 

mainly because the target’s partners have little or non-tractable information based on the two main 

constructs. Specifically, since the change of resource inter-connectivity and inbound spillover rent must 

originate from the change in the acquirer’s internal resource base, the deletion of the target will create no 

increase in the interconnectivity surrounding the target’s partners. Moreover, after the removal of the target, 

I will also totally lose track of the relational rents for the target-partner relationships, since relational rents 

only exist within an existing alliance. 
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Following aforementioned criteria, I collect the sample of an acquirer’s alliance 

partners from the pharmaceutical industry with the first 3-digit SIC code “283”. To 

identify the expected change in resource connections caused by acquisitions, I first 

combine the SDC JV/Alliance dataset with information from SDC Acquisition dataset 

and locate firms that entered into alliances and are subsequently acquired. Then I can 

identify the exact time and source of the interfirm relationship change and track the exact 

dates the alliance and acquisition occurred. Since an alliance is a binding agreement 

among multiple parties, an existing alliance agreement should continue to be valid unless 

specific changes on the alliance in relation to a focal acquisition are explicitly mentioned 

in a subsequent announcement. By matching alliance firms and acquisition targets, I are 

able to identify the event date on which the alliance relationship is impacted by an 

acquisition of the target, which has at least one ongoing third-party partners beyond the 

acquisition dyads.   

            Outside the acquisition event window, I also tracked the change of alliance 

relationship over time based on factors other than acquisitions, such as alliance formation 

and alliance expiration. New relationships are added when new alliances are announced. 

However, as to tie deletion due to alliance expiration, the specific expiration date of an 

alliance is not always mentioned in official announcements and not tracked by SDC 

JV/Alliance dataset. As a result, prior studies on alliances tend to set the length of 

alliance duration at five years (e.g. Gulati & Gargiulo, 1999; Lavie & Rosenkopf, 2006; 

Mesquita, Anand, & Brush, 2008; Ozmel, Yavuz, Reuer, & Zenger, 2017; Sytch & 

Tatarynowicz, 2014). In the sample of alliance announcements that disclose the length of 
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an alliance, the mean alliance duration is 5.69 years. Thus, I follow prior studies and set 

alliances to expire in five years; and for every ongoing alliance in which one party is 

acquired with 100% ownership, following the acquisition announcement, I update the 

alliance relationships by replacing the acquired target with the acquiring firm. 

            Finally, I matched interfirm relationship change with acquisition events. I 

examine every completed acquisition that involves a target acquired in its entirety, which 

was involved in an alliance within the last five years before the acquisition event. I took 

two “snapshots” of the collective alliance relationships before and after the target is 

replaced with the acquiring firm by the acquisition event. In order to assess the market 

reactions to the alliance partner at acquirer acquisition announcement, I retain firms that 

are publicly listed on the stock market so that the stock price information is available in 

the CRSP dataset. Overall, the resulting final sample has 817 firm-event observations, 

comprised of 286 unique alliance participants and 245 relationship-impacting acquisition 

events from 1991 to 2017, in which 49.95% firms appear more than once in the final 

sample. 

Measures 

Dependent Variable 

The dependent variable, cumulative abnormal returns (CARs), was measured as the sum 

of the differences between the actual daily stock returns and the expected value of a focal 

alliance partner (Fama & French, 1992): 𝐶𝐴𝑅𝑖,𝑡1,𝑡2
= ∑ 𝑅𝑖,𝑡 − 𝐸(𝑅𝑖,𝑡)

𝑡2
𝑡1

= ∑ [𝑅𝑖,𝑡 −
𝑡2
𝑡1

(𝛼𝑖 + 𝛽𝑖𝑅𝑚,𝑡)], where 𝑅𝑖,𝑡 and 𝐸(𝑅𝑖,𝑡) are the actual and expected returns on the stock of 
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bank i at day t. The expected return at day t is calculated with the market return 𝑅𝑚,𝑡, the 

systematic risk factor 𝛽𝑖, and the firm-specific risk factor 𝛼𝑖. The results reported are 

from a three-day window [-2, +2]10. A positive CAR on a focal firm upon the 

announcement of acquisition that involves the acquirer’s neighboring alliance partner is 

indicative of positive market valuations of the focal firm generated by abnormal trading 

activities in response to the expected change in the resource flows associated with the 

newly combine firm and newly restructured exchange channels. The expected returns 

constitute an implicit control allowing for unobserved event-specific heterogeneity, like a 

focal firm’s existing alliance relationship with the acquirer, which is the known 

information to the public before the acquisition is announced. Thus, the abnormal returns 

on reflect the market response to new information by reflecting how the realized returns 

deviates from the known information provided the event did not occur. 

Explanatory Variables 

The New Connections among a Focal Firm’s Alliance Partners. A greater number of 

interfirm relationships surrounding a focal firm indicates more resource connections 

among the firm’s immediate partners (Guler & Nerkar, 2012). Following prior research 

(Watts & Strogatz, 1998), I scale the number of connecting relationships of a firm i’s 

direct partners with the total number of relationships that could possibly exist among 

those partners, calculated as 𝐶𝑖 = 𝐷𝑖/𝑇𝑖 = 𝐷𝑖/(
1

2
𝑘𝑖 × (𝑘𝑖 − 1)), where 𝐷𝑖 is the number 

of observed relationships among firm i’s partners, 𝑇𝑖 is the total possible number of 

 

10 Although I used a relatively narrow window (e.g., McWilliams and Siegel, 1997), the results are robust 

to wider windows, including [-4, +4] and [-5, +5].  
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relationships among firm i’s partners, and 𝑘𝑖  is the total number of partners of firm i. I 

then calculate the amount of increase (decrease) in the score of 𝐶𝑖 caused by the 

acquisition. This measure takes a positive (negative) value when the acquisition adds 

(removes) relationships connecting the immediate alliance partners of a focal firm. 

Relative Bargaining Power of a Focal Firm Relative to the Acquirer. To measure the 

relative bargaining power driven by alternative connections within a specific alliance, I 

first use the eigenvector centrality (Bonacich, 1987) to quantify each firm’s overall 

connectedness relative to all directly and indirectly connected others, expressed as, 𝑆𝑖 =

𝜆−1 ∑ 𝑎𝑖,𝑗𝑥𝑗𝑗∈𝐺 , where 𝜆 is the largest eigenvalue of the adjacency matrix A, in which the 

element 𝑎𝑖,𝑡 takes the value of 1 if node i is linked with j, and 0 otherwise; 𝑥𝑗 is the 

corresponding eigenvector. According to prior literature, such a measure takes into 

account both direct and indirect connections—“a focal firm becomes more ‘connected’ 

by connecting to well-connected others” (Podolny, 2001; Sauder et al., 2012). Thus, this 

measure captures a firm’s overall connectedness by weighing each connection based on 

its relative connectedness in the entire alliance network (Carpenter, Li, & Jiang, 2012; 

Grewal, Lilien, & Mallapragada, 2006). Such scores were assigned to all firms based on 

each firm’s relative connectedness to all others, which takes into account the change of 

all direct and indirect resource connections. I thus quantify a partner’s bargaining power 

as the difference between the connectedness scores after the acquisition. The value of this 

measure is positive (negative) when the focal partner is more (less) connected than the 

acquirer. 
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Moderating Variable 

Acquirer-to-target Shared Connections. I measure the degree to which acquirer and 

target have shared common alliance partners before the acquisition using the Euclidean 

distance between the acquirer’s and target’s connection patterns (Burt, 1987; Reagans & 

McEvily, 2003). Specifically for a focal partner i, I measure the level of shared 

connections between the acquirer and the target as 𝐸𝑖 = −1 × √∑(𝑧𝐴 − 𝑧𝑇)2, where 𝑧𝐴 is 

the acquirer’s connection pattern vector representing which firms the acquirer connects 

to; similarly, 𝑧𝑇 is the target’s connection pattern vector. An element of the vector takes 

the value of 1 if a connection between a focal firm and a particular third-party firm exists 

and 0 otherwise. To enhance interpretability, I standardized the measure with a mean of 0 

and a standard deviation of 1. Thus, a higher value of this measure indicates that the 

acquirer and the target share more common connections.  

Control Variables 

To help rule out alternative explanations, I include a set of control variables. Specifically, 

I controlled for the years of acquisition experience within the past five years of a focal 

alliance partner, because the potential for a focal partner to benefit from a neighboring 

acquisition might be affected by its experience utilizing acquisitions to combine external 

resources. The next two controls, performance (ROA) and age (years since the IPO date 

or the first trackable record) are indicators of a firm’s capability and experience in 

utilizing its assets (Aldrich & Auster, 1986; Freeman, Carroll, & Hannan, 1983; Greve, 

2008). I also controlled for R&D intensity (ratio of R&D expense to total asset) and 
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financial leverage (ratio  of debt to equity), because the former may indicate the learning 

capabilities to absorb external innovation and the latter reflects the overall risk borne by a 

focal firm, which may affect firm valuation (Bromiley, 1991; Cohen & Levinthal, 1990; 

Lane & Lubatkin, 1998). Moreover, to account for the firm internal resource stock, in the 

form of total assets, I controlled focal firm size (total asset), along with the acquirer size 

relative to partner and the acquisition’s transaction value relative to partner to allow for 

the effect of acquirer-to-partner internal resource size and acquirer’s size increase relative 

to the focal partner. I use logarithmic scale transformation to guard against the skewness 

of the firm characteristic variables. Lastly, I controlled particular triadic relationships 

among the acquirer, target, and focal firm, as prior research has argued previous alliance 

relationship may drive firm performance (Porrini, 2004). To do this, I included three 

dummy variables, indicating whether the target firm is the acquirer’s alliance partner, 

whether the target firm is the focal firm’s alliance partner, and whether the target firm is 

an alliance partner of both the acquirer and the focal firm. 

Identification Procedure and Statistical Model 

I seek to understand how an acquisition’s disruption of the alliance relationships causes 

stock market revaluation of the acquisition’s adjacent alliance partners, which experience 

a sudden structural change in their collaborative environment. Since ongoing alliances 

were formed prior to the acquisition, firms may not learn about the subsequent 

acquisitions involving their alliance partners until the official announcement. More 

importantly, before the official announcement, acquisition information is not shared with 

alliance partners. Therefore, acquisition events occur as exogenous shocks unexpected by 
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its neighboring alliance partners. Such an empirical setting offers a unique opportunity to 

assess how structural change in interfirm connectivity influences firm market value. The 

initial cause for relationship change originates from the alliance partner’s external 

environment, instead of from the partner firm itself. Alternatively, one may argue that a 

corporate action, such as acquisition or alliance, can both affect firm performance and 

stem from the firms’ internal conditions, in which the observed effects are subject to 

endogeneity and can be an artifact of an unknown effects of unobserved factors (Li & 

Tallman, 2011; Semadeni et al., 2014; Shaver, 1998). The empirical setting allows us to 

rule out the alternative explanation that unobserved firm-level factors drive both alliance 

relationship change and firm market value. 

            However, if acquisitions that cause relationship change differ systematically from 

those that do not, a selection effect will be present. To address this issue, I employed a 

Heckman two-stage approach to allow for the selection effect, under which observations 

appear in the main regression model for unknown reasons that might correlate with the 

market evaluation of alliance participants and result in biased parameter estimations if not 

accounted for (Certo et al., 2016; Kalnins, 2007). Given the nature of this study, an 

observation appears in the regression model when its alliance partner acquires a target 

with at least one third-party partner—so the interfirm relationship structure is rewired by 

the acquisition. If the target is isolated from resource exchange and does not have an 

alliance, an acquisition of the target does not affect the relationship structure. In order to 

partial out non-randomness of an observation entering the final analysis, in the first stage 

probit model, I include all acquisition events in the industry to construct an acquisition 
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intensity variable—the total number of acquisition events during the year in which the 

focal acquisition occurs. I argue acquisition intensity meets the three conditions to be a 

valid exclusion restriction (Wooldridge, 2010). First, in the first-stage selection, model 

acquisition intensity in a given year significantly predicts (p. < 0.001) the occurrence of 

an acquisition that rewires the alliance relationships. Second, acquisition intensity should 

be unrelated to the market response to acquirer’s partners as those partners are not 

involved in those acquisitions (Kang & Zaheer, 2018). Third, acquisition intensity is 

exogenous to alternative explanations. Acquisition intensity should be exogenous to the 

decisions of becoming an alliance with the acquirer because the alliance managers 

establishing a collaborative relationship with the acquirer that launches the acquisition at 

a later time have no control on the total numbers of acquisition events during the year 

within the entire industry. Given the validity of the exclusion restriction, I calculate the 

inverse Mill’s ratio (IMR) from the first-stage model and add it as an additional control in 

the main regression model.  

            Lastly, the ordinary least square (OLS) regression relies on the assumption that 

errors are independent, which might be challenged by the heterogeneity presented in the 

sample. Specifically, in the sample, 48.95% firms appear more than once, which gives 

rise to potential serial correlation. In addition, multiple firms may be affected by the same 

acquisition event at the same time, which produces cross-sectional dependence and 

unobserved heterogeneity across different acquisition events. To address such issues 

arising from heterogeneity and reduce the bias in estimating the standard errors, I 

employed two-way clustering of standard errors at both the firm and event level to allow 
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for the serial correlation and cross-sectional dependence to produce heterogeneity-robust 

standard errors. Moreover, the estimates of proposed effects are also under the challenge 

of the potential non-independence between firms being affected by the same event and 

the potential systematic difference across acquisition events. To test the consistency of 

the parameter estimates, I specified two alternative models by reducing the sample into 

an unbalanced panel to allow for the non-randomness at firm- and event-level, and then I 

conducted a Hausman test to examine the consistency by treating the cross-firm and 

cross-event differences as random. The two alternative models include a “within” model 

to allow for firm-level time-invariant effects and a “between” model to account for event-

level heterogeneity based on the computed group averages for different events 11. As a 

result, the Hausman tests fail to reject the null hypothesis that the within model (χ²(17) 

=20.36, p.=0.256) and between model (χ²(17) =15.78, p.=0.539) yield no significant 

difference from the random-effects estimators, which treat the firm- and event-level 

variations as occurring at random. 

RESULTS 

Table 1 contains the descriptive statistics and pairwise correlations. Overall, the 

correlations among the studied variables are with the limit for raising concerns for 

collinearity. The largest variance inflation factor (VIF) score is 2.52 (firm size), which is 

below the conventional threshold 10 for detecting collinearity (Wooldridge, 2010).    

 
11 Recent research (Hernandez & Shaver, 2019) has revealed an acquirer might have deliberate intentions to 

control the pattern of external connections. Although it is unlikely that an acquirer might be able to control 

the different patterns of connectivity for different external partners, there might exist non-randomness 

caused by the systematic difference across acquisition events. 
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            The regression results are presented in Table 2. Model 0 contains the control 

variables, including the inverse mill’s ratio (IMR). The IMR allows us to control for the 

selection effect caused by unobserved factors that may determine the occurrence of 

acquisition generating a change in interfirm relationships12. Notably, acquisition 

experience, firm age, R&D intensity, and financial leverage have a significant effect on 

market reactions. In addition, the dummy variable, whether the target is a shared partner 

of the acquirer and the focal acquirer partner in analysis, have a positive effect (p. = 

0.043) on market reaction to the focal partner.  

 Turning to the main hypotheses, in H1, I predicted that focal partner expected 

interfirm connectivity increase following the neighboring acquisition positively 

influences the stock market reaction. In Model 1, the variable, interfirm connectivity, has 

a significant, positive effect on market reactions (p. = 0.000), which supports Hypothesis 

1. In H2, I predicted that an increase in a partner’s in centrality relative to the acquirer 

positively impacts the market reactions to the partner, which is supported in Model 2 

such that the variable has a significant, negative effect on market reaction (p. = 0.011). 

Below I assess these effects under the moderation of acquirer-to-target structural 

equivalence in more detail. 

 

 

 
12 In the first-stage model, the exclusion restriction—acquisition intensity—significantly (p. = 0.000) 

predicts the occurrence of an acquisition that results in relationship change. 
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Table 1. Mean, Standard Deviation, and Pairwise Correlations 

 Mean S.D. 1 2 3 4 5 6 

1. CAR [-2, +2] 0.01 0.09 1.00      

2. Acquisition Experience 0.52 1.00 -0.02 1.00     

3. Profitability -0.05 0.24 -0.06 0.35 1.00    

4. Age 8.57 6.05 0.03 0.38 0.38 1.00   

5. R&D Intensity 0.19 0.17 0.08 -0.30 -0.64 -0.33 1.00  

6. Financial Leverage 0.46 0.44 -0.06 0.05 -0.03 0.23 0.33 1.00 

7. Size 6.47 2.67 -0.06 0.59 0.55 0.63 -0.54 0.13 

8. Acquirer Size 7.59 1.99 0.02 -0.17 -0.14 -0.10 0.13 -0.01 

9. Transaction Value 5.17 2.23 0.04 -0.16 -0.13 -0.16 0.13 -0.05 

10. Target = Acquirer’s Partner 0.25 0.44 -0.02 -0.08 -0.09 -0.12 0.04 -0.06 

11. Target = Partner’s Partner 0.06 0.24 -0.00 0.01 0.06 0.00 -0.04 -0.00 

12. Target = Both’s Partner 0.02 0.14 0.05 0.01 0.02 -0.01 -0.00 0.02 

13. New Connections 0.00 0.04 0.05 -0.03 -0.08 -0.05 0.12 -0.00 

14. Bargaining Power 0.01 0.26 0.06 0.20 0.05 0.05 0.01 0.02 

15. A-to-T Shared Connections 0.00 1.00 -0.01 0.07 0.12 0.02 -0.05 -0.01 

 

 7 8 9 10 11 12 13 14 15 

1. CAR [-2, +2]          

2. Acquisition Experience          

3. Profitability          

4. Age          

5. R&D Intensity          

6. Financial Leverage          

7. Size 1.00         

8. Acquirer Size -0.22 1.00        

9. Transaction Value -0.22 0.41 1.00       

10. Target = Acquirer’s Partner -0.10 0.23 0.29 1.00      

11. Target = Partner’s Partner 0.05 -0.15 0.03 0.05 1.00     

12. Target = Both’s Partner 0.02 0.03 0.10 0.25 0.57 1.00    

13. New Connections -0.06 -0.02 0.05 -0.02 0.01 0.01 1.00   

14. Bargaining Power 0.19 -0.14 -0.04 0.02 0.01 0.04 -0.02 1.00  

15. A-to-T Shared Connections 0.05 -0.32 0.10 0.00 0.38 0.05 0.07 -0.03 1.00 
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Table 2. Regression Results (N. = 817) 
 D.V. = CAR [-2, +2] 

Variables Model 0 Model 1 Model 2 Model 3 Model 4 Model 5 

Intercept 0.001 0.001 -0.003 0.002 -0.005 -0.004 

 (0.026) (0.026) (0.026) (0.026) (0.026) (0.026) 

Inverse Mill’s ratio -0.007 -0.007 -0.028† -0.007 -0.034* -0.035* 

 (0.011) (0.011) (0.015) (0.011) (0.016) (0.016) 

Experience 0.003 0.003 0.003 0.003 0.003 0.003 

 (0.002) (0.002) (0.002) (0.003) (0.003) (0.003) 

Profitability -0.002 -0.002 -0.003 -0.001 -0.002 -0.001 

 (0.014) (0.014) (0.014) (0.014) (0.015) (0.015) 

Age 0.002** 0.002** 0.002** 0.002** 0.002** 0.002** 

 (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) 

R&D Intensity 0.067* 0.065* 0.065* 0.064* 0.067* 0.064* 

 (0.030) (0.030) (0.029) (0.030) (0.029) (0.030) 

Financial Leverage -0.026** -0.026** -0.026** -0.026** -0.026** -0.025** 

 (0.010) (0.010) (0.010) (0.010) (0.010) (0.010) 

Size -0.002 -0.002 -0.001 -0.002 -0.001 -0.001 

 (0.003) (0.003) (0.003) (0.003) (0.003) (0.003) 

Acquirer Size -0.000 -0.000 0.001 -0.000 0.001 0.001 

 (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) 

Transaction Value 0.001 0.001 0.001 0.001 0.001 0.001 

 (0.002) (0.002) (0.002) (0.002) (0.002) (0.002) 

Target = Acquirer’s Partner -0.010 -0.010 -0.011 -0.010 -0.011 -0.011 

 (0.010) (0.010) (0.009) (0.009) (0.009) (0.009) 

Target = Partner’s Partner -0.016 -0.015 -0.012 -0.015 -0.006 -0.005 

 (0.012) (0.012) (0.012) (0.013) (0.014) (0.014) 

Target = Both’s Partner 0.054* 0.053* 0.051† 0.052† 0.046 0.044 

 (0.027) (0.027) (0.027) (0.027) (0.028) (0.028) 

New Connections   0.082***   0.975**   0.988*** 

   (0.022)   (0.303)   (0.270) 

Bargaining Power     0.032*   0.038** 0.039** 

     (0.013)   (0.013) (0.013) 

A-to-T Shared Connections       -0.000 0.001 0.001 

       (0.004) (0.004) (0.004) 

New Connections × A-to-T 
Shared Connections 

      -0.628**   -0.628*** 

      (0.208)   (0.185) 

Bargaining Power × A-to-T 
Shared Connections 

        0.023** 0.023** 

        (0.008) (0.008) 

R2 0.032 0.033 0.038 0.035 0.041 0.045 

*** p.<0.001 ** p.<0.01 * p.<0.05  † p.<0.1. Robust standard errors are in parentheses. 
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Figure 2.7. Moderating Effects of A-to-T Shared Connections 

            Model 3 and Model 4 incorporate the moderating effects of acquirer-to-target 

structural equivalence. In H3(a), I predicted the positive effects of interfirm connectivity 

on market reactions will diminish as the acquirer-to-target structural equivalence 

increases. H3(a) is supported by the results in Model 3, in which the interaction between 

cohesion and acquirer-to-target structural equivalence has a significant (p. = 0.004) 

negative effect. In H3(b), I predicted that the positive effect of centrality on market 

reactions will diminish as the acquirer-to-target structural equivalence increases, which is 

supported by the result of Model 4. In Model 4, the interaction between centrality and 

acquirer-to-target structural equivalence is significantly (p. = 0.005) negative. Model 5 is 

the full model, which contains all the proposed effects and yield consistent results. I plot 

the results from Model 5 in the Figure 2.7, in which I use mean value plus and minus one 

unit of standard deviation to represent the low and high level of acquirer-to-target 

structural equivalence. Figure 2.7 shows that at a high level of acquirer-to-target 
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structural equivalence, the positive (negative) effect of interfirm connectivity cohesion 

decreases, whereas the positive (negative) effect of connectedness relative to the acquirer 

decreases. This indicates acquirer-to-target structural equivalence set important boundary 

conditions on the main effects. 

DISCUSSION 

Moving beyond the dyadic level of analysis, I conceptualize acquisitions as an external 

shock to the relational environment of the acquirer’s alliance partners. The results are 

consistent with two novel drivers to the market evaluation of a focal partner’s resource 

connections: (a) spillover rents enabled by the newly added relationships connecting a 

focal firm’s alliance partners, and (b) relational rents driven by the relative bargaining 

power within an alliance. Moreover, I examine how the acquirer-to-target shared alliance 

partners moderate the two forms of rent flows by affecting the extent to which the 

acquiring firm inherits and consolidates relational resources from the target.  

Spillover Rents, Theoretical Contribution, and Future Research 

Our findings uncover a change in spillover rents following an acquisition, which 

contributes to the market reaction to related alliance participants. Spillover rents can be a 

critical element of rent flows that influence firm resource value. Without considering the 

collective resource exchange system and inter-connected resource flows, scholars may 

only develop a partial understanding of firm resources and economic rents. Specifically, 

traditional RBV tends to view firms as isolated resource sets, whereby economic rents 

reside only within firm boundaries. Meanwhile, traditional relational view emphasizes 

independent relationships for resource exchange, through which alliances generate 
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economic rents only within specific relationships. In both of these perspectives, spillover 

rents have been ignored, which may result in an incomplete understanding of the 

performance determinants for inter-connected firms.  

 The revelation of the spillover rent flows caused by an acquisition sheds light on 

the understanding of inter-connected resource exchange. Thus, I contributes to the 

strategic alliance studies by uncovering resource flows outside specific alliances. More 

specifically, under conditions in which firms become interconnected, alternative 

relationships may channel spillover rents through acquisition that flow outside a focal 

alliance but critically influence the economic rents flowing to the alliance (Lavie, 2006b). 

In this manner, I reveal acquisition as an event that disrupts the exiting rent flows 

between inter-connected firms. Accordingly, the finding reveals that acquisitions have 

significant extra-dyadic performance influence on the acquirer’s alliance partners. As 

such, the recombined resource set and the reconstructed resource connections by the 

acquisition collectively contribute to the value-shaping rent flows for acquirer alliance 

partners. 

Based on the finding of spillover rents, I suggest strategy scholars further examine 

the manner in which economic rents can be preserved by alliance participants. Although 

firm boundaries contribute to resource immobility and isolating mechanisms to sustain 

competitive advantage (Barney, 1991; Peteraf, 1993), inter-firm connections may reduce 

the isolation of internal rents and mobilize external rents in a dynamic resource exchange 

system (Lavie, 2006b). In the context of the resource based view of the firm, I advocate 

for a renewed agenda to refine the understanding of firm resources in which both internal 
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and external resources interact to form firm market valuation. Accordingly, strategy 

scholars should consider paying more attention to the function of resource connections to 

mobilize and regulate the flows of economic rents beyond firm boundaries. Relatedly, 

future work may benefit from this new research agenda by examining the manner in 

which firms may manage the tension between stabilizing internal resources and 

mobilizing external resources to create sustained competitive advantage.  

Relational Rents, Theoretical Contribution, and Future Research 

Our second hypothesis suggests that the external inter-connectivity of firm resources 

depends on the relative bargaining power within a specific alliance relationship. The 

findings indicate that the change in external resource connections following an 

acquisition has the potential to significantly reshape the power structure within an 

alliance between two exchange partners. Accordingly, I offered a novel account of the 

manner in which an acquisition related to the focal alliance has the potential to transform 

the rent allocation dynamics within the alliance. Consequently, as I observe the change in 

market valuation of acquirer alliance partners, the influence of external connections 

translates into resource value of specific alliance participants and alliance relationships 

that are part of a collective exchange system for interconnected firms. 

 Our finding of relational rents caused by the disruption of resource connections 

shed light on the difference in resource flows caused by the difference between alliance 

relationships. Although prior researchers have suggested the enduring patterns of 

interfirm relationship plays a significant role in shaping strategy and firm performance 

(Gulati et al., 2000), this research adds to this view that the inter-connected alliance 
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relationship may not be by simply reduced to a collection of relationships that channel 

undifferentiated and unchanging resource flows. Instead, each relationship may have a 

unique resource allocation scheme based on firm relative bargain power, which are in 

turn, under the constant influence of external activities such as acquisitions initiated by 

related firms. Thus, my findings contribute to a view of inter-connected, dynamic flows 

of relational rents. 

In current research, I followed prior acquisition and alliance studies to assess the 

market valuation effect of the change in resource connections associated with resource 

combination (Chan et al., 1997; Das et al., 1998; Kim & Finkelstein, 2009; Koh & 

Venkatraman, 1991; Ramaswamy, 1997). Notably, although beneficial rent flows enabled 

by change in external connections have resulted in an immediate change in firm market 

valuation, this study does not examine the long-term effect of the disruptive change on 

firm internal operations after the relationship reconstruction. Therefore, in future 

research, for a complete assessment of the value creation mechanism of inter-connected 

resource flows, scholars should examine the long-term influence of resource flows and 

subsequent firm behavior following the abrupt change.  

Theoretical Contribution and Future Research 

In addition to the direct influence of an acquisition of the acquirer’s alliance partners, I 

also found moderating effects for the shared connections between the acquirer and the 

target. Specifically, the more relational rents the acquirer consolidates from shared 

connections from the target, the more relational rents flow from the party with weaker 

bargaining power to the stronger party. As such, the findings indicate that the influence of 
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resource consolidation by the acquirer influences both spillover and relational rent flows 

based on resource flows connected to the acquirer (i.e., from the target) but not 

necessarily connected to the focal firm. Thus, the finding of the extra-dyadic influence on 

external rent flows indicates that the shift in interfirm relationships may create a ripple 

effect transmitting from resource combination of acquisition dyads to the resource value 

of an acquirer alliance partner. In my view, such ripple effects may shed light on the 

performance implications that involve unintended consequence of acquisition actions. 

Acquisitions are typically considered by the extant literature as a means to combine 

desired target resources (Hernandez, 2012). However, my findings show that the external 

rents may be a consequent to corporate actions initially intended for internal rents (Lavie, 

2006b). Spillover rents are the byproducts of a focal acquisition that creates new resource 

exchange benefits or constraints for firms that are not directly connected with the 

acquired firm (e.g., the target’s alliance partners); relational rents are thus under the 

influence beyond a focal relationship that follows the acquisition. In the light of this, 

future work may continue to assess such ripple effects of rent flows from divestiture, 

market entry and bankruptcy, which have the potential to generate relationship structural 

change (Hernandez & Menon, 2018a).  

For decades, strategy scholars have witnessed an increasing proliferation of 

interfirm alliance relationships (Gulati, 1998; Gulati et al., 2000). In my view, the 

increased sophistication of resource connections can be inevitably accompanied by the 

weakened internal resource control by individual firms, driven by the tension between 

protecting internal rents and creating external rents. According to traditional RBV, the 
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primary means firms may use to preserve rents is to establish barriers for resource 

mobility and isolate resources from imitation (Barney, 1991; Peteraf, 1993). However, 

when external rents play a more significant role through interconnected resource 

exchange, the resource isolation strategy may lead to opportunity cost and offset the 

benefits of internal rent preservation. Thus, the needs for mobilizing external resources at 

the expense of internal resource control may partially explain the increasing number of 

alliances in various innovation-driven industries including the pharmaceuticals.  

I note several strategic implications of an acquisition’s extradyadic influence on 

resource connections. First, in order to capture external rents, it is important for firms to 

understand the structural complexities rather than focus only on the internal resource 

base. Since the external connections beyond the immediate connections determine firm 

internal resource value, the indirect relationships may both set the conditions and 

constitute the medium for corporate strategy (Sydow & Windeler, 1998). Second, 

because external rents can flow in both directions, to adapt and evolve in the dynamic 

relational environment is essential for firms to maintain the resource flow in the favorable 

direction. As I reveal in the current research, adding alternative routes to connect external 

resources will increase benefit spillover rents and relational rents for a focal firm. Third, 

firms need to develop capabilities to manage greater uncertainties in a more dynamic 

environment. Although it might be more challenging to manage evolving relationships 

than on a static resource set, it is necessary for managers to realize, when resources 

become inter-connected, actions intended for resource stabilization and aimed at the stock 
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of internal rents (e.g., acquisition) creates the unintended resource mobilization and flows 

of economic rents. 

The Imperative of Joint Consideration of Internal and External Rents 

Drawing on Lavie (2006)’s framework on interconnected resources, I reveal spillover 

rents and relational deriving from firm external resource connections. I argue the joint 

consideration of the spillover and relational rent flows contribute to the alliance and 

acquisition research. In particular, prior research has not fully considered corporate 

actions are both under the influence of and have the potential to influence interfirm 

resource connections. With the joint consideration of internal and external rents, this 

research uncovers a novel link between acquisition and alliance in their inter-related 

functions in transforming firm resources. Departing from the conventional view in 

acquisition studies, which considers an acquisition as a combination of isolated resource 

sets between acquirer and target (Haleblian et al., 2009b), I consider an acquisition as a 

reconstructive event of an existing inter-connected resource flows. More specifically, as 

prior research tends to emphasize a dyadic analysis on acquisitions, the extra-dyadic 

influence on alliance partners have been ignored. Similarly, litter alliance research has 

considered how a related acquisition influence a focal resource set driven by the 

structural change of alliance relationships (Kale & Singh, 2007; Reuer & Koza, 2000; 

Villalonga & McGahan, 2005). Instead of treating acquisition and alliance as isolated 

events, I reconceptualize acquisition as an integral part of the collective exchange system, 

in which the change in firm resource connections should be part of the understanding of 

acquisition consequences. Therefore, it is essential for strategy scholars to consider the 
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internal resource combination in connection with external resource exchange to develop a 

holistic understanding of the source of competitive advantage.  

The two strategic vehicles perform closely interrelated functions for mobilizing 

external resources and stabilizing internal resources. I hope my study to generate more 

scholarly interest to further examine the connection between alliance and acquisition. In 

this research, I reveal that a focal partner’s market value depends on not only the change 

of immediate external connections but also the acquirer’s consolidation of relational 

resources, which is typically out of the focal partner’s control. As firms compete to 

mobilize external resources through alliances, the collective structure of interfirm 

relationships will become increasingly dynamic. As such, a focal firm resource value may 

be under the increasing influence of the agentic actions of related others. Though the 

interfirm rent creation and allocation mechanisms, firm actions become more embedded 

within the evolving collective structure of resource inter-connections. Through constant 

interactions, individual agentic actions may also trigger unintended rent flows to reshape 

collective relationships, in which resources get to transfer, combine, and connect beyond 

an individual firm control to generate reconstruct the resource value of related others. 

CONCLUSION 

Prior work in acquisitions has primarily examined the market valuation effect of internal 

resource combination between two firms (Kim & Finkelstein, 2009; Ramaswamy, 1997; 

Uhlenbruck et al., 2006). Meanwhile, extant literature in strategic alliance has focused on 

how addition of resource connection drives firm market valuation (Chan et al., 1997; Das 

et al., 1998; Koh & Venkatraman, 1991). Drawing on Lavie (2006)’s framework of 
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interconnected firm resources, I examine how an acquisition drives the market valuation 

of the acquirer’s alliance partners. By jointly considering the spillover rents and relational 

rents, I integrate the understandings of inter-firm resources both outside and inside 

specific alliance relationships (Dyer et al., 2018; Gulati et al., 2000). Moreover, I advance 

the understanding of acquisition and alliance by shedding light to the resource 

interactions in the collective resource exchange system (Conner, 1991), in which both 

acquisition and alliance are associated with interrelated rent flows. Lastly, by showing 

resource connections influenced by agentic firm actions as a novel driver to firm market 

value, I reveal the collective inter-firm exchange system as an evolving, rather than 

enduring, environment for creating and distributing economic rents (Sydow & Windeler, 

1998). 
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GENERAL DISCUSSION 

 

A firm’s external environment is neither pre-determined nor pre-fixed. Rather, the 

performance-determining environment is an evolving system, which is formed by 

interacting agents. Thus, the external resource environment is endogenous to firm 

transformative actions (Hernandez & Menon, 2018a). As firm transformative actions 

continue, the interactions between individual resource sets also continuously recreate the 

resource environments and reproduce environmental influence on firm strategy, which 

takes the forms of industry norms that induce firms to conform, competition pressures 

pushing firms to differentiate, and interfirm relationships that compel firms to connect. 

Resource environments also impose constraints on firm strategy and firm 

performance (Heugens & Lander, 2009). Legitimacy, differentiation, and relationships 

are all under external influence of resource configuration and inter-connections of a focal 

firm’s industry peers. Thus, the more a focal firm is under the fluence of conformity and 

competition pressures, the more the firm’s internal resource value is conditioned by the 

external environments (Deephouse, 1999); the more firms participate in and rely on 

external resource exchange, the more internal resource value will under stronger 

influence of external resource environments (Lavie, 2006a). Industry-level resource 

heterogeneity reflects the collective pattern of resource distribution within the industry, 

which determines the differential profit-generating potential of individual resource sets 

(Barney, 1991). Similarly, industry-level alliance network reflects the collective pattern 

of resource inter-connections among industry peers, which determines the differential 

capacity in mobilizing and extracting external rents by individual firms (Gulati et al., 
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2000). Meanwhile, with a level of discretionary power, each individual firm also 

develops specialized resources to meet the expectations of stakeholders, reduce pressures 

from competitors, and prevent outbound rent flows. Such specialized resources serve as 

the medium for agentic actions. The internalization of valuable resources allows firms to 

reduce competition and legitimacy pressures and restructure the inter-firm resource 

flows. Although the influence on external resource environment may not necessarily be 

speculative out of managers’ own choosing and the managerial motivation can be 

conditioned by the external environment, it is imperative for managers to comprehend the 

external conditions before initiating strategic actions (Giddens, 1984; Lawrence, 1999).  

Strategic Implications of Environment-shaping Actions  

First, this dissertation reveals that corporate actors have the potential to manipulate the 

external environment in creating a competitive advantage. In doing so, firms need to 

develop knowledge of how firm actions may transform the external resource 

environment. For example, by understanding an acquisition's influence on firm industry 

positioning, managers may utilize acquisition to mitigate legitimacy and competition 

challenges (Deephouse, 1999). By understanding an acquisition's impact on inter-firm 

resource flows, managers may deploy acquisitions to create favorable resource inflows 

and increased bargaining power over alliance partners (Lavie, 2006a). In a sense, firms’ 

agentic capacity to influence the external environment lies in the managers’ awareness 

and predictive ability of the outcome of transformative actions.  

Second, strategic actions differ from routine activities in the valence of their 

impact on external environments. Instead of disrupting the status quo, routine activities 
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tend to sustain or recreate the ongoing conditions. For example, when a firm routinely 

exploits the existing resources to deliver products and services, its existing resources will 

only sustain the existing product positions (Wernerfelt, 1984). When firms routinely 

engage in repeated resource exchange with existing partners, such existing relationships 

will only recreate and sustain existing resource flows (Gulati et al., 2000). By contrast, 

corporate actions are not common activities of greater magnitude, but a disruptive force 

to impact the collective structure of resource positions or resource inter-connections. In 

other words, performance-shaping environments can be thought to be exogenous to 

routine activities but endogenous to strategic actions. 

Third, firm resources serve as the critical linkage and interface between corporate 

actions and external environments. As this dissertation reveals, the value of firm 

resources can be externally determined by the collective structure of interfirm resource 

positioning and connections. When a focal firm's resource set is too similar or dissimilar 

to those of its industry peers, the focal resource set may be devalued due to the lack of 

differentiation or legitimacy (Deephouse, 1999). When firm resources become inter-

connected, a focal resource set’s value is under the external influence of the restructuring 

of resource connections of related others (Lavie, 2006a). In both cases, firm resources are 

not under a firm's internal control but serve as the interface to both receive and exert 

environmental influence. Thus, the unequal distributions of resource endowment and 

resource connections across individual firms also correspond to the differential agentic 

capacity to utilize and restructure the resource environments under managerial discretion.  
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