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ABSTRACT

For the past savera years, there has been an increasing trend of a phenomenon in
which firms decide to change their identities by redeploying their corporate or product
brand names. These brand name redeployments, resulting from amerger or an acquisition
ded occur in avariety of different gpproaches ranging from dimination of one brand, to
concatenation of the brand names. The frequency and costs involved in these
redeployment processes are exorbitantly high. In spite of these high stakes, the motives
behind this corporate Strategy are quite diverse, intriguing and, at times, vague. On one
hand, researchers argue that brand name changes are aresult of the firm's strategic
decision to leverage equity and/or “broaden the scope of business.” On the other hand,
severd theorigts argue the motive on arather sdfish nature of the executive and/or the
firm. Such varidion in the firm's drategic choice motivates this investigation.

The objective of this sudy isto develop an understanding of the firm-, market-
and transaction-specific antecedent factors that lead to these brand name redeployment
decisions and subsequently, explore the consequences of this strategic action. This
research uses the various theories of the firm relaing to mergers and acquisitions (viz.
Resource-based perspective, market and manageriad power perspective, signaling theory

etc.) and brand redeployments (brand extensons) to formulate a conceptuad modd of



antecedent factors influencing the brand name redeployment decision. The impacts of
these factors are ascertained through an empirica analys's conducted over a sample of
about 656 merger or acquisition transactions during the 1995-1999 period. Findly this
research aso incorporates an exploratory anaysis of the performance- based
consequences of these redeployments. The results indicate that relative standing, market
overlap between the acquirer and the target firm and the transactiona characteristics of
the merger or acquigition have a sgnificant impact on the brand name redeployment

decison.

INDEX WORDS: Brand Management, Brand Redeployments, Corporate Brand Strategy,
Market Overlap, Mergers and Acquisitions, Multinomia Logistic Modd, Power, Rdaive

Standing, Resource-based theory, Signaling theory.
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CHAPTER/|

INTRODUCTION

Introduction

Corporate stakeholders routingly rely on the identity and equity of firmsin
making investment decisions, career decisons and product choices (Dowling, 1986;
Shimp and Bearden, 1982). These identities hel p the stakeholders develop an overdl
perception about the firm’s cgpability in providing quaity products and services. For the
past severd years, there has been an increasing trend of a phenomenon in which firms
change their identities by pursuing a change in their corporate or product brand names.
These name changes or brand name redeployments are either a result of some corporate
action (eg amerger or acquisition deal — Nations bank changing name to Bank of
America) or an attempt by the firm to reposition itself, or its product offerings' (e.g.
Bellsouth Mobility renaming to Cingular Wireless). Subsequent to merger or acquisition
(M&A) transactions, the name changes occur in avariety of gpproaches. In certain
ingtances the merged firm decides to keep either the acquirer or the acquired' s (target)
name, while in other circumstances, the merged firm decides to append the acquirer and
the target’ s name. For example, in the merger of Bank of America and Nations Bank, the
Bank of America name was chosen for the merged company, whereas in case of the

automobile giants— Daimler Benz and Chrysler, the two names were concatenated to

! Refer Appendix A for more examples.



form “Daimler Chryder.” Such variaionsin firms drategic choices maotivates this
present investigation. The objective of this study isto develop an understanding of the
firm- and transaction-specific antecedent factors that lead to brand name changes and
study the consequences of this strategic action.

The cogts and the frequency of these redeployments are exorbitantly high. To
ensure that the new name does not trandate into anything obscene in other languages, and
is consgtent with the image that the corporation wants to project, firms spend alot of
money on consultants who research the proposed new name (M cQuade, 1984). In
addition, much money is often spent on designing new corporate logos and on printing
new dtationery. Further financia expenses are incurred in advertising and promoting the
new name. For example, Miles Inc. spent $20 million on an ad campaign doneto
promote the change of its name to Bayer (Rosendahl, 1995). In 1999, atotd of 2733 US
firms changed their corporate brand names. Over 53% of these name changes resulted
from M&A transactions virtually across al segments of corporate businesses (refer
Figure 1-1 and Figure 1-2). Each of these redeployments cogt to the tune of $20 million
to more than $200 million. For large corporate houses, popular press estimates

redeployment costs in excess of hundreds of millions. For example, the renaming process

subsequent to the merger of Bank of America and NationsBank is expected to cost around

$200 million. Similarly, re-branding and repositioning costs of Anderson Consulting to
Accenture is targeted at about $175 million. The cogts involved are not limited to
financid expenditures done. Other problems such as deteriorating working relationships

and low employee morae may occur in addition to financia expenses. In many instance
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firms that wish to change their names run into problems with some of their stakeholders
who oppose the move. Datsun's name change to Nissan, for example, was vehemently
opposed by its American deders who claimed that changing the name of the car to

Nissan meant an increasing cogt to doing business for them since they would have to "<l
the public al over again” (Wagner, 1981). Other examples include Massachusetts
Institute of Technology's Soan School of Management (the university's business school)
being threatened by potentia donors who said that they would withhold donations to the
school if it changed its name (Solomon, 1988).

In spite of these high stakes, the motives behind this corporate Strategy are quite
diverse, intriguing and, at times, vague. Some theorists argue that brand name changes
are aresult of the firm’s strategic decision to leverage equity and/or “broaden the scope
of business,” others ascribe the motive to arather selfish nature of the executives and/or
the firms. For example, Y unker (1983) believes that name changes (after amerger or an
acquisition deal) are made because the acquirer wants to gain prestige and visibility
through recognition that a previoudy independent company is now a part of its own
company. These arguments show that the strategic action can be employed not only asa
means for strengthening the current portfolio but aso as a compstitive tactic to diminate
the competing brand.

The consequences of such actions by firm are enormous, both strategically and
financidly. While on one hand, firms am a achieving leveraged synergy and on the
other hand they risk losing brand equity of the eiminated brand and even diluting the

equity in case of a concatenated brand. In the Daimler Chrysler case, the merged firm



optimized between the equity loss of diminating the Chryder brand and the
cannibdizing effect on the Daimler brand.

Anecdota evidences dso indicate that sudden changes in names causes confuson
and frudtration amongst the firm’s stakeholders. Thisissue of confusion is best captured
by Art Buchwad in his Aug. 30, 1981 Washington Post Column:

"....The other day | called GNU Computersto speak to a pal..
The operator who answered the phone said, "Good Morning, Hybrid Sun
International"

"I'msorry,” | said, "l must have the wrong number. | wanted to speak to

someone at GNU Computers."

"Hybrid just took over GNU Computers an hour ago," she replied. "l can

put you through to your party”

"I wanted to speak to Walter Lyons."

"Walter Lyons speaking.”

"Are you all right, Walter? | hear you were taken over an hour ago by

Hybrid Sun International
"That was an hour ago. A Half-hour ago, Stellar Joints merged with

Hybrid, and now we are part of Stellar, Hybrid Inc.”...

Such confusion is expected to be profound in customers who develop intense
loydtiesto a particular firm or brand over long periods of time. Annecdota evidencesin

popular press indicate that the customers may fed dienated, frustrated and sometimes



even cheated® with this sudden corporate action. A typica scenario is presented in Earl
Pegttie’ s (President of Mortgage News Co.) comments on the Bank of
America-NationsBank merger:
"| get confused just looking at signs on the buildings any more -
which bank is that? Next week it will be a different name. ... Itis

unnerving. Thisiswhere you leave your money?"

While such corporate strategies have been adopted for years, there has not been
much academic discussion in this area. From the marketing perspective the issue of brand
redeployment forms an integra part of the theory of brand management. It furthersthe
brand extension literature to a higher level of brand manipulation while attempting to
bring together the corporate and functiona strategy. Given the frequency of these
decisons and the enormities of costsinvolved, this phenomenon holds specid
sgnificance to marketing managers. The above discussion of brand redeployments and its
importance forms the basis of this study. In the following paragraphs, | provide a brief
summary of the objective of my work followed by the mativations behind these studies,
the implications of each study and its contribution to our body of knowledge. Here the
amisto sudy the strategic and/or “selfish” behavior of firms by investigating the

antecedents and consequences of redeployment of brand names.

2 |n an cross-border acquisition, Coca Cola acquired one of the successful Indian soft drink manufacturer
Parle Soft drinks and subsequently attempted to eliminate one of the leading brands, "Thums Up", to fight
against the dominance of Pepsi in the market. However, in doing so, they not only lost market share to
Pepsi but were also the target of the hatred of Thums-Up loyalists.



Objectives of the Study

One of the critical and probably most important corporate action following
merger and acquisition (M&A) transactions is the redeployment of assets (or resources)
of both; the acquirer and the target (or acquired). Amongst various resources, the
redeployment of intangible assets, in generd, is believed to contribute to a stronger
competitive position for the merging firms, leading to superior performance. M&A deds
provide an opportunity for the acquirer firm to rethink its own and its products images
and identities. Less advantaged firms (in terms of its reputation) can attempt to neutrdize
or leverage the advantaged firm through a merger. In certain instances, acquiring abrand
name (and hence its reputation) may even be the primary motive of an M&A transaction.
Many firms acquire others with well-known, reputed brand names to avoid high costs and
risks of new identity development. This action aso gives the acquirers access to new
markets, and/or rengthens their positionsin the existing markets. The advantage of such
asstsisthat they can be deployed without consumption and used in severa ways
concurrently (Williams, Tsal, and Diana, 1991).

Despite the importance of corporate or product identity, and itsimplications on
the overall performance of the firm, little previous research is available in this aree®. The
present study addresses the deficiency by investigating the firm- and transaction-specific
antecedent factors that determine the brand name redeployments following M&A
transactions. The research tiesin closaly with previous literature that examines the

overadl motive and attitude of the acquiring firm, i.e. whether firms acquire for the

3 Previous research in this field has mainly focussed on examining the effects of corporate name changes on
stock price (Morris and Reyes, 1992; Karpoff and Rankine, 1994; Howe, 1982). The replication studies

have failed to find aconsensus in their results. Most of the other evidences are anecdotal, published by
trade magazines.



purpose of acquiring necessary immobile resources, or just for building and expanding
their empire. This research draws heavily from industria organization (10) economics,
resource-based theory, agency theory and empire-building perspective.

The objective of this research isto identify antecedent factors (viz. characteristics
of the acquirer, the target firms, market characteristics and the transactiond issues) that
lead to strategies for brand redeployments subsequent to amerger or an acquisition dedl.
During the preliminary study of this phenomenon, atota of six brand redeployment
drategies were identified through areview of recent merger cases. A conceptual
framework, that explains the influence of these antecedent factors, is developed and
presented. Multinomid logistic regression is used to anayze the impact of these
antecedent factors on a sample of about 656 recent brand redeployment cases (1995-99).
Findly, abrief discusson of the consequences of these brand redeploymentsis aso
presented over a subset of cases. The consequences are empiricaly evauated usng the

firms financid characterigtics before and after the merger / acquidition activity.

Motivations behind the Study

This proposed work covers a broad spectrum of research domain encompassing
the brand redeployment phenomenon both from the organization’ s and the customer’s
perspective. This research triesto bridge the gap between the management (dtrategy) and
the marketing literature. Conceptudly, the study borrows from strategic management and
economics literature at one end and traditional marketing theories on the other. | intend to

develop aframework of how corporate strategies (merger and acquisition) can be linked



with functiond srategies (brand redeployment) of afirm to illustrate the consequences of
these functiona Strategies on the firm'’s performance.

The academic moativation of thiswork comes from the opinions expressed in
recent literature. In their latest work in Journal of Marketing, Varadargjan et. a. (2001)
state ...

"...Resource redeployment is reflected in the brand
rationalization activities that firms often undertake post-
deconglomeration and subsequent acquisitions of competitors of the
businesses retained in order to pursue focused growth. In these instances,
the firmwill likely inherit a number of brand names in the product
categoriesin which it already competes. Brand rationalization related
issues could be expected to assume center stage in those firms, which
through one or more intra-industry acquisitions inherit the rights to more
number of brand names than they view as optimal. Representative of
brand related issues that such firms may be required to address include:
(1) which brand namesto retain and phase out, (2) opportunities for
brand consolidation through brand fusion / dual branding (e.g., melding
of currently owned brand names and inherited brand names), and (3)
organizing of retained brand names into categories such as (a) corporate,
business, and product level brand names, and (b) global brands, multi-
country regional brands, country-specific national brands, and country-

specific regional brands...."
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The reasons behind the above-mentioned brand redeployments are diverse,
ranging from - trying to leverage brand equity to trying to accomplish market or even
managerid power. No matter what the motive of the firm isfor redeploying the brand, it
isinevitably acomplex and highly variable process. Despite of the frequency of brand
redeployments in the corporate world, its variability, the enormous cogsinvolved in its
execution, and the implications of these on the firm's overall process, this phenomenon
has not recelved its much-deserved attention from academic scholars. This project intends
to address the question of "On what factors are these corporate brand redeployment
decisions based, subsequent to amerger or an acquisition ded?' It ams at developing a
predictive framework of this corporate action and providing a benchmark for analyzing
the suitability of the strategic choice. The modd relates the firm and transaction-rel ated
factors that influence this phenomenon of brand redeployments. Whiletheaim isto
andyze the factors affecting the strategic choice of redeployment decision, the

consequences of this srategic choice is aso examined.

General Organization of the Study

The remainder of this report is organized in various chapters. The second chapter
includes conceptua background for this research linking previous research in related
aress to the objectives of this study. Owing to this study’ sinherently strong linksto the
phenomenon of mergers and acquisitions, an understanding of the processes and theories
underlying it are quite important. Therefore, in order to get a better understanding of
these theories, | review the merger and acquisition literature emanating from avariety of

disciplines such as Marketing, Strategy, Finance and Economics. Based on the theoretical

11



arguments, a conceptual framework for brand name redepl oyments is devel oped.
Theregfter | propose the hypotheses for this sudy in Chapter 3 that highlight the
antecedent factors of brand name redeployment strategy. The next chapter (Chapter 4)
discusses the methods that are employed in this study. Chapter 4 dso includes details of
the data used and the formulated measures. An overview of the model (Nomological
Logigtic Regression) is aso presented. Subsequently, two approaches of studying the
consequences of redeployments are discussed. Chapter 5 includes the results of the
empiricd andyss and the summary of the findings and an anadlyss of the multinomia
model. Findly the conclusions, limitations and the agenda for future work are discussed

in Chapter 6.

Conclusion

Mergers and Acquisitions (M&A) occur in the context of a company's long term
drategic plan and are aimed towards improving a company's competitive postion. The
last decade saw an increasing trend of merger and acquisition activity being pursued by
firms (refer figure 1-3). During the lagt five decades, academic literature in the area of
management, finance and economics have seen an abundance of conceptua and
empiricd studies on mergers and acquidtion. Despite the vast understanding of the
merger and acquisition processes, the interest of marketing scholars, in this domain,
remains scarce.

For the past severa years, scholars have proposed a transition to more
drategically motivated mergers as they push toward a market- oriented corporate world.

The process of merger or acquisition still begins and ends far too often with only the

12
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Figure 1-3: Merger and Acquisition Activity: 1989-1998
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andysis of financia indices such as stock price, earnings, evauation of tangible and
intangible assets and investments. Unfortunatdly, the apotheoss of the marketing manin
the organizations did not extend to automatic involvement in acquisition work. As stated
by Ansoff (1965), a corporate strategy is essentialy concerned with decisions affecting
the product/ market posture of the company. The cross-leve link between this corporate
drategy and the marketing strategy remains unexplored. Apart from afew attemptsin last
couple of years, there has been absolutely no attempt by marketing researchers to
evduate the impact of this Sgnificantly important corporate Srategy on the functional
domain of marketing. Systematic assessment of prospective marketing synergiesistoo
seldom included in the forma merger evauation process. Specificdly, the portfolio of
businesses managed by afirm could play afundamentd role in determining the market-
level drategies of the businesses.

| believe that this dissertation is amongst the few attempts made to bring this
sgnificantly important research stream into the realm of marketing. The ambitionin
pursuing this research is to assess how the firms can achieve synergy on marketing
variables during the M&A dedls and to study the phenomenon of acquisitionsasa
market-focused rategy. This understanding will undoubtedly contribute to improving
the success rates of mergers and post-merger integrations. It isintended that this work
will not only serve as a building block toward the theoretica perspectives on mergers and
acquisitions and resource redeployments but will dso aid in a better understanding of the

process and itsimplications.

14



CHAPTER 11

LITERATURE REVIEW

Introduction
Brand redeployments are a direct result of amerger or acquisition dedl or an
underlying cause of it. Mergers and acquisitions take place in the context of a company's
long-term dtrategic plan and seek to improve or dramaticaly change a company's
competitive position. The increasing tilt towards merger and acquisitions reflects severd
important advantages over interna growth:
1. Entry inaproduct market via acquisition is easer and less time consuming
than internd development
2. Acquiring abusness with a srong market position is often less codtly than a
compstitive battle to achieve market entry.
3. Strategic assets such as brand image, didtribution channels, proprietary
technology, patents, trademarks, and experienced management are often
difficult, to develop interndly.

4. Anexiging, proven busnessistypicaly less risky than developing anew one.

In spite of these advantages, most of the consolidation efforts fail in the face of
high level uncertainties and risks involved in integrating two businesses. Kraushar (1969)
suggedts that the main reasons for failure are poor or insufficient planning, and lack of

adequate management capacity to integrate the merger within various functions of the
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organization. Hence, it becomes imperative to sudy and understand various theories and
associated variables that play amore deterministic role in the whole process of mergers
and acquigtions. While drawing from the contemporary marketing literature and
relatively recent sudiesin thisarea, | review the finance, economics, accounting and
drategic management literatures to understand theories of the firm and the merger and
acquisition process.

This chapter involves a comprehensive review of pertinent literature relating to
the issues of mergers and acquisitions and brand redeployments. First an overview of
various contemporary theories of the firm relating to the phenomenon of mergers and
acquisitionsis presented. These pergpectives not only provide an understanding that firms
grow viaintegration, diversfication and acquistions but aso offer ingghtsinto the
motives behind mergers and acquisitions. The true matives for mergers and the process
adopted by the acquiring firms can be complex and diverse in scope, thus requiring more
systematic investigations and better understanding of the theoretica judtification for such
corporate strategic actions. This theoretical background is used to assmilate overlapping
issues of these perspectives as applicable to the phenomenon of mergers and acquisitions
and brand name redeployments. Findly, with this background a conceptua framework
for thisstudy is developed. A part of the discussion is dso focused toward the issue of

andyzing the consequences of these brand redeployments.

Theories of Firm and the Phenomenon of Mergersand Acquisitions

Agency Cogt Theory: Agency theory is based on the reasoning that owners and

managers have different sdf-interests and, depending on which of these groupsis ableto
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exert control, the actions of the organization will vary. There has been an gpparent
conflict of interest between the managers and the shareholders of the acquiring firms over
the issue of excess cash. Acquisitions are one of the ways that managers spend surplus
cash-acquired ether through improved profitability or the ability to borrow more in debt
markets - ingteed of paying it out to the shareholdersin the form of regular or windfall
dividends. On the other hand, dominance of shareholder interest spell arather passive
role for the managers of the acquiring firms. Financiers and active shareholders
determined the god's of the firm and hire and fire managers to achieve better resource
utilization.

Agency cost associated with the control over the free cash flows of corporations
and their ultimate use in acquisitions has emerged in recent years as the primary bass for
evauating the success of mergers. Jensen (1984) argues that financid flexibility in the
form of free cash flow, large cash balances and unused borrowing power provides
managers with greater discretion over resources that are often not used in the
shareholders best interests. There is dways the possibility that acquisitions will
dissipate, ingtead of create, shareholder wealth. The free flow theory of Jensen (1986)
implies that managers of firms with unused borrowing power and large free cash flows
are more likely to undertake low-benefit or even vaue-destroying mergers. Bergh (1995)
investigated that, when owner influenceis lower (e.g. decreased blockholdings), the units
acquired are related and larger business. Acquiring unrelated units enables managersto
direct resources away from costly interna coordination and to focus on maximizing
company diversity. In generd, the agency cost theory emphasizes the dominance of

internd forces on firm's drategic choice.
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Resource-based Theory: Resource-based perspective, one of the primary theories

that explains the phenomenon of mergers and acquisitions, suggeststhat thefirmisa
bundle of assats, some of which are fungible in nature. To the extent that some resources
are fungible, firms tend to engage in acquisition activity S0 asto be able to redeploy them
to enter new markets.

In Penrose's (1959) view, "a firmis a collection of productive resources. A
balance in the usage of the firmis never wholly achieved and this enables the firmto
either, 'share' its bundle of resources or expand in the present markets or diversify. For
expanding into the present markets, firms achieve significant growth by acquisitionsin
limited time"

These resources can be used to achieve two types of economic benefits, a)
cooperative or drategic or b) competitive or financia. Cooperative and strategic benefits
accrue from sharing highly specidized resources such as labor, equipment, expertise,
skills and complementary assets. Competitive and financia benefits are achieved from
alocating resources more efficiently internaly than through invesmentsin externd

markets.

Resource Dependency Theory: As agenera theory, mergers can be considered as

smply one drategy for an organization to manage market and resource contingenciesin a
world of uncertainty. Pfeffer and Sdancik, (1978), leading proponents of this theory,

proposed that "...in order to manage its vulnerable position (due to uncertain exchanges)
in the environment, it strives to either increase its dominance so that the other party

becomes more dependent on it or reduce its reliance on the critical exchanges that force
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it to be dominated by other firms or manage its interdependence by extending its control

into those vital exchanges. These strategies can be viewed as means of restructuring

conditions of interdependence with its environment. Such management of inter-

organization interdependence can be accomplished through mergers and acquisitions’
Gabraith and Stiles (1984) argue that market power residesin abilateral

relationship and that these dependencies influence merger strategy and that the mergers

are drategies for atering organizationd interdependence by contralling the context of

resource control. Firms act as quas-markets in the sense, and they compete with the

viahility of the open market as amechanism for obtaining resources (Coase, 1937).

Imperfections in the market place create market costs, which in-turn, encourage vertical

integration. The higher cost of conglomerate mergers is balanced by the lower cost of

managing resources in the firm's primary market (Gabraith and Stiles, 1984). Firms

enjoying a strong relative power base can manage their resource interdependencies

through market exchanges, thet is, through vertica quas-integration, thus releasing

resources for other forms of diversfication activity. Whereas firms with wesker relative

power positions are more likely to control their resource environmert through either

physical absorption by means of vertica integrations or expansion srategies.

Additiondly, mergers dlow for release of synergy dong technologica lines and

effectively utilize resources not needed for absorption strategies for managing resource

interdependence.

Theory of Competitive Advantage: Mergers based on inter-rdaionshipsisthe

form of diversfication with the grestest likelihood of increasing competitive advantage in
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exiging indugtries or leading to sustainable competitive advantage in new indudtries.
Mergers will offer the greatest potentia for enhancing overal firm postion when severd
important value activities can be shared (Porter, 1980). The most successful merger and
acquisitions do not view market-, production, and technology- oriented mergers as
mutudly exclusve, but seek ways to combine them.

" Acquisitions provide a way to broaden a firm's scope through adding new
positions in new segments, positions in new geographic areas, greater integration, or a
beachhead in new geographic areas. Such alliances might help provide significant
strengths to attack an industry leader™ (Porter, 1985)

Acquisitions can dso play akey role in configuration or pure spending strategy.
Acquistions can alow two organizations to combine resources and skillsin such away

that reconfiguration or pure spending is possible.

Transaction Cost Theory: Coase (1937) proposed that, in a market economy, the

greater the number and the complexity of transactions, the greater the cost of transacting.
Williamson (1975) following in Coase's footsteps el aborated that transactions were
codly, noting that uncertainty, idiosyncraticity, complexity, informational asymmetry and
opportunism were inherent to transactions, which made it difficult to coordinate highly
interdependent production and distribution process through the market mechanism aone.
So firms emerged and merged to reduce the cost of transactions with other firms by
bringing more activities within one governance sructure. This forms a basis for the

“make or buy” decisonsfor most of the firm’s resources.
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In"The Theory of Business Enterprise”’, Veblen (1932, 29) wrote:

"...business consolidation ... (eliminates) the pecuniary element from the

interstices of the system asfar asmay be ... with the result that thereisa

saving of work and an avoidance of that systematic mutual hindrance that
characterizes the competitive management of industry ... "

Veblen interprets mergers as a response to threats by other firmsto interfere at
business intergtices, which could obstruct seamless industrial processes;, mergers are
efforts to gain control of these interstices for guidance and coordination of indugtrid
processes with aview to economies of production. In other words, firms merged
primarily to minimize interdtitial adjustments. Williamson (1975) states...

"...If the current market operations of a firm causesit to forgo significant

profit opportunities, the firm may consider selling or contracting-out some

portion of its resources, expanding its presence in its existing product
markets, or diversifying into new products or services. To the extent that
the resources involved are specialized and transactions costs in the factor
markets are significant, expansion or diversification may be the most
attractive alternative..."

Further, Williamson (1975) suggests that mergers occurr when transaction costs
are both high and reducible by combining two or more firms under the same
management. In other words, firms merged primarily to reduce costs of making
transactions. The firms operate within an environment where market power does not

matter, where firmstry first and foremost to economize.
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Culture-based Perspective': Mergers and prospects of mergers result in awhole

range of problems, both personal, such as stress and insecurity, and organizationd, like
"culture’ differences (Kreke, 1969, Gill and Foulder, 1978). The culture-based theory
defines merger as"an organizational change wherein the object of the change isto create
one organizational system from two previously distinct entities" (Gill and Foulder, 1978).
This theory views the dynamics that occurs during and after the merger as an attempt to
consolidate two different cultures.

Organizationd Culture is unique, it is something that the organization is, rather
than something the organization has. Organizationa change is brought about by the clash
in cultures when two separate organizations come together introducing adisturbance in
the equilibrium that the employees have achieved in developing familiar reationships
and behavior with their environment. Hirsch & Andrews (1983) succinctly state this
disurbance in equilibrium as

"...The language of takeovers serves as an indicator of normative

confusion, and functions to distance both participants and observers from

the stress and fast pace involved in an organizational sequence amply

spiced with drama, pain (for many), and uncertainty over legitimacy and

final outcome....”

A magor source of problemsin mergers would be the attempts of individuas who

have lost satus, specidly those senior in the hierarchy of the acquired organization, who

! The existing literature on M&A transactionsislargely concerned with the strategic, financial and
operational consequences of merger activity. There has been some focus on the "human side" of mergers
but thisliterature islargely pragmatic in nature and concerned with either surviving the aftermath or
maintai ning organi zational morale and productivity. Thereis significant dearth of literature on 1) the
perceptions of the merger patterns toward the newly formed organization, 2) attitude towards the job
satisfaction and 3) the process through which these perceptions and attitudes are formed.
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refuse to come to terms with the new situation. Structurd problems causing
organizationd sress can result smply from an increase in size of the merged
organization. As a crude generaization, organizations become more bureaucratic astheir
Szeincresses.

The basic modd used both to decide between aternative organizations with
which to merge and to plan the new organization is an open systems modd of
organizations based on Contingency theory (Perrow, 1970; Legge, 1977). This model
dates that the organizations are contingent for their form and behavior on factorsin the
environment, the mgor factor being the degree of unpredictability or uncertainty. Thus
the Structure of a successful organization has to be congruent with the environment, both
externa and internal. Aspects of externd environment such as customers, suppliers etc.
being more predictable, the attainment of organizationa goa's becomes more dependent
on the internd factors such as the people e ement. The mere occurrence of an acquisition
isasure predictor of a myriad of people-related problems, especially for members of the
acquired firm (Jemison and Sitkin, 1986, p. 147)

Siehl, et.d, (1988) presents aframework of consolidation of organizationa
culture on the basis of its acceptance by its members. Enhancing is prevalent where
adherence to core vaues of the dominant culture is more fervent. Orthogonal phase
includes members smultaneoudy accepting the core vaues of the dominant culture and a
separate, unconflicting set of vaues particular to themselves. Findly, acounterculture

exiss where there is a direct challenge to the core vaues of the dominant culture.
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Contingency Theory: Key criteriatypicaly used in assessing potentid acquisition

candidates include strategic and organizationd fit, past performance, and the resource
requirements of the acquisition. These are used as surrogate measures of how well an
acquistion faresin terms of its vaue-creating potentia in the context of the
diversfication Strategy. An acquisition's ability to contribute to strategic purpose depends
upon the degree of drategic and organizationd fit present in the Situation. Acquisitions
with high degree of drategic fit include those that strengthen, expand or explore
additiond product-market or capability domains (Haspedagh & Jemison, 1991) within
the framework of the firm's current strategic direction. While the increase in fit does
reduce the risk associated with dissmilarity, it can dso increase the risk associated with
specidization in aparticular strategic niche (Pablo, Sitkin & Jemison, 1996).
Organizationd fit addresses the degree to which potentid benefits arisng from
drategic fit are likely to remain unredized if the two firms cannot cooperate effectively
(Pablo, Sitkin & Jemison, 1996). Appropriate levels of cooperation depend on the
compatibility between the two firms as reflected in the Smilarity of their organizationa
cultures, top management styles, adminigtrative systems and decison-making practices.

"The study of organizational and environmental issues contribute to determining the

requisites for new acquisitions. They provide an under standing of the actual differences

in structure and orientation between the acquired company and the parent and whether

these differences should be maintained or diminished. Finally, they could shed light on

conflict resolution in the acquisition process’ (Lawrence and Lorsch, 1986).
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Convergence of Theories of the Firm

From aclose examination of the above perspectives, we find evidence of
ggnificant convergence in these theories. Pfeffer and Sdancik's (1978) perspective of
examining organizational strategies from a resource dependence perspective, fits
integraly into the ingtitutional economic framework of Williamson (1975) and Porter's
(1980) extended rivary. Agency theory and the resource-based view of the firm provide
complimentary perspectives from which to consider the antecedents and consequences of
acquisition characteristics. On the other hand, resource-based view suggests that firms
have different types of resources, and that these resources can be used to achieve two
types of economic benefits, 1) cooperative and Strategic or 2) competitive or financid.
Combining the agency and resource-based viewpoints, the types of units acquired
depends on whether managers or owners have the most influence over an organization, as
each prefers a different type of economic benefit. If managers have the most power, they
would seek to enhance core competencies to achieve unrelated diversfication and
competitive internal source alocation. If owners have the most power, they would seek to
enhance core competencies, to achieve related diversification and cooperdtiveinterna
resource alocation.

Further, alink could be established between the Contingency view and the
Culture-based theory. The contingency view, as proposed by Lawrence and Lorsch
(1986), provides an understanding of the actud differences in structure and orientation
between two companies. The organizational knowledge thus attained could save a parent
company from inadvertently drifting into "converting” anew acquidtion into its own

image, rather than dlowing it to maintain its own necessary orientations. It provides
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direction to the structura changes in the behavior of members in consonance with the
changing environment. Atts (1977) summarizes,,

"...acquired managers... have typically become accustomed to great

independence in managing firms prior to acquisition and, as a result, may

be assumed to put a high value on retaining independence following
acquisition..."

Barney (1991) provides a consensus on the resource-based view, the theory of
competitive advantage and the culture-based perspective. He states that resources need to
have four attributes to be capable of sustaining competitive advantage: value, rarity,
imperfect imitability and the absence of subgtitutes. Some of these resources that provide
competitive advantage can be intangible (Itami, 1987) and can include organi zationa
routines (i.e. unique organizationd culture) (Nelson and Winter, 1982).

The resource-based, resource dependency, transaction cost and competitive
advantage theory can be categorized as investment theories that assume that both firms
involved in the merger are profit maximizers. The merger furthers the profit aspirations
of both the firms by lessening competition, by generating economies of scale, by
reducing risk, or by exploiting financid opportunities. That is, the management of both
firms gtrive to serve only the stockholders interests.

Broadly, the objectives underlying the phenomenon of merger and acquisition can
be two-fold: a) creetion of a synergidtic effect (i.e. ability to effectively deploy resources
of the combined entity), and/or, b) creation of monopolistic power (i.e. ability to charge
higher prices, assuming a perfectly eastic market). The first motive suggests thet an

acquistion islikely to create vaue for the acquirer only if the acquirer has a distinctive
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ability to generate significant economic benefits as aresult of the combination. However
the second objective indicates the dominance of market and managerid power ina
merger or acquisition activity. The collusive sirategy represents the class of scarce
resources leading to market power. These objectives are built upon the assumption that
the vaue of the merged firm should be greeater than the sum of the market values of the

bidding and target firms.

Synergidic Interre ationships

Synergies are difficult to achieve, if they can be achieved at dl. The competitive
andydis stage of the acquidition processtries to identify synergistic interrelationships
between the company's businesses and other businesses that it may wish to enter. These
relationships represent opportunities to create a competitive edge by reducing costs or
enhancing differentiation. It is relevant o for the salection of new businesses based on
the interrdationships with exiging units. The sharing of vaue activitiesisthe key
interrelationship with both cost leadership and differentiation competitive srategy. A
shared brand name, for example, can lower the advertisng expenditure and at the same

time might reinforce a differentiated product reputation.

Monopoalistic Power

Market power isthe ability of amarket participant or group of participants to
control the price, the quantity or the nature of goods sold, thereby generating extra:
normal profits (Sheth, 1990). Organization with amonopoly in a market may perform

well, in the short run, regardiess of whether or not it modifiesits offerings to suit
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customer preferences. In horizonta acquisitions, market power resultsin gains to market
participants through revenue-sde effects that plausibly arise from greater opportunities
for colluson (Stigler, 1968). The dominant-firm mode of oligopoly again suggests that
pricesin an industry rise consequent to a horizonta acquisition by adominant firm. It sa
common folklore that merging competitors, takeovers create a monopoly that will raise
product prices, produce less and thereby harm consumers. However, there is enough
evidence (Jensen, 1984) that supports the fact that the takeover gains come not from this

monopolistic power, but from the productive economies and synergy.

Brand Name Redeployments

One of the critical and probably the most important corporate actions following
the Merger and Acquisition (M&A) transactions is the redeployment of assets (or
resources) of both; the acquirer and the target (or acquired). Amongst the various assets,
redeployment of intangible assets generdly is believed to contribute to a stronger
competitive pogtion for the merging firms leading to superior firm performance.
I ntangible assets make up most of the value of M&A dedls (70% in the United Statesin
the early 1990s) and in most cases, brand equity accounts for considerable portion of
these assets. A potentialy important dimension of brand equity is the brand's name.
Therefore firms engage in expengve and daborate methods to sdlect and nurture a
"good" name for themsalves and their products. The finance literature congders the
corporate name asa"signa” of corporate reputation. Despite the tremendous costs

involved in building a reputed brand name (corporate or product), many firms change or
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modify these names when pursuing a new strategic direction. Asindicated earlier, during
1999, atota of 2733 US firms changed their corporate or product names.

Previous research hasidentified two important criteriain sdlecting anew brand
name - image and function. Image refers to those tangibles that conjure up a picture that
distinguishes afirm and its products from its competitors. Functiona name criteriarange
from such smple characteristics as being easy to pronouncel spell to avoid unfavorable
connotations and easy to remember. Research in cognitive psychology hdps explain the
phenomenon reported in name recognition. For example, Johnson, et a (1989) report that
visua scan rates tend to be dower for consonants than for words.

Our literature provides a set of conflicting guidelines/arguments with regard to the
preference or choice of one Strategy over the other. On one hand the integrated marketing
concept suggests congruence and consstency of identity communication. This
philosophy prefers the use of a common theme in messages across the firm targeted
toward al stakeholders (“One Voice Marketing Communication”). A system that ensures
that all brand messages are consstent. It promotes integration and consstency in the way
the brand’ simage is communicated so as to maintain a clear and consistent image,
position, and message. Broadly, this theory promotes use of solitary brands and/or use of
brands with a common theme woven around them (* Sngular [dentity”).

On the other hand, the signaling perspective Wernerfelt (1998) suggests that two
brand names may provide greater assurance of product quality than one aone. This
perspective promotes leveraging the brand equity from al the resources available. And
since brand equity is built upon the associations the consumer has for the brand, any

attempt to change these associations presents risks (Kdler, 1993).
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Intangible Assets. Corporate Identity & Image

Intangible assets are those invisible, yet immensaly valuable, corporate resources
such as corporate image, reputation, brand recognition, customer loyaty, employee
dedication, and their likes. Itami and Roehl (1987) emphasized how these intangible
assets can be exploited to afirm's competitive advantage. The advantage of such assetsis
that they can be deployed without consumption and used in severa ways concurrently
(Williams, Tsal, and Diana, 1991). At the same time, however, these intangible assets are
not commonly, easly, or readily exchanged in the market place.

Amidg these, the brand identity is one of the most important and visible eements
of the firm's market Strategy. Corporate audiences routindy rely on the reputations of
firmsin making investment decisions, career decisions and product choices (Dowling,
1986; Shimp and Bearden, 1982). Favorable reputations can therefore generate excess
returns for firms by inhibiting the mohility of rivasin an industry (Caves and Porter,

1977; Wilson, 1985; Williams, Tsal, and Diana, 1991).

Many firms undergo "pure" name changes if the exising name limits growth
opportunities, lacks digtinctiveness and / or €licits a negative image about the company's
activities. Additiondly, long, awkward names impede communication, are difficult to
remember, and fall to create avisud effect of acompany's activities. Owing to the high
costs involved with brand redeployments, changing the corporate or product brand name

will not be undertaken unless the benefits outweigh the costs.
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Merger & Acquisitionsand Brand Name Redeployments

When firms engage in amerger or an acquisition transaction, marketing managers
have to make a decison with respect to the branding of their firms' products and services.
Owing to the involvement of high stakesin amerger or an acquisition transaction, the
stakeholders of the firms require immediate clarity in information. Top management of
the firmsisrequired (by law and otherwise) to explain every aspect of the transaction, in
thetiniest of details to the grandest of Strategic issues, from every concelvable angle. It
becomes imperative for the management of the firms to know exactly "who we are and
who we are becoming?' They can choose between employing an entirely new identity or
dterndively capitdize on some combination of the aready exiging identity. However, at
such time, a confused identity sends confusing sgnas that might elevate the hodtility on
the parts employees, and its customers.

In arecent article, Capron and Hulland (1999) have briefly evauated the
consequences of brand name redeployment (subsequent to horizontal mergers) on
geographic coverage, market share and profitability. While their study provides vauable
indghts to the nature and magnitude of market resource redeploymentsin generd, it stops
short of assessing the antecedents of these redeployments decisions.

As discussed previoudy, firm's motive of initiating the M&A transaction can be
explained through two main classes of theories: 1) vaue-creeting theories, and 2)
manageria motives theories. The former focuses on how firms enhance their
performance or vaue through integrating the bus nesses (resource redeployments) via
transactions, while the latter investigates how managers can increase their own utility

through acquistions. These theories have imbedded € ements of power perspectives (both
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manageria and economic) and synergy perspectives. The indugtria organization
economics emphasizes market power as a primary incentive underlying horizonta
acquigitions (i.e. transactions within the same industry). Whereas on the other hand, the
synergy (efficiency and effectiveness) perspective argues that firms often use acquisitions
to reconfigure and redeploy the target businesses and its resources as part of the process

of broader gtrategic change (Capron and Hulland, 1999).

Conceptual Framework for Brand Name Redeployments
On acareful investigation of the previous merger and acquisition activity and
upon reviewing brand redeployments during the last 10 years awide variation of
redeployment approaches have been observed. Upon segregating and dlassifying the
various brand name changes, the following six fundamenta brand name redeployment
drategic actions are observed (refer to Appendix B for examples of these redeployments):
1) Theacquirer and the target adopt the name of the acquirer asthe find name
2) Theacquirer and the target adopt the name of the target asthe final name
3) Theacquirer and the target concatenate their names with acquirer's name
dominating the find name,
4) The acquirer and the target concatenate their names with target's name
dominating the find name.
5) Theacquirer and the target adopt a completely new name.

6) Theacquirer and the target continue with their respective corporate names
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Such grategic actions being an outcome of the M&A transactions can be further
categorized based on the motives of the redeployment transaction:

a) Vdue Credting Mative: Synergistic Redeployment / Non Synergistic

Redeployment: Resource redeployment enables firms to potentidly, i) reduce
cogts by enhancing productivity, and i) enhance merging firms' revenues. The
synergistic motive of redeployment assumes that the acquirer amsto cepitdize
on the synergies created through the concatenation of the acquirer's and the
target's names or their smultaneous existence?. This strategy derives benefits
from the acquired firm by capitdizing on its equity. However, on the other hand,
non-synergistic redeployment takes place when ether of the names (acquirer's or

target's) ceases to exist® or the merged entity takes up a complete new name.

b) Power Mative: (Acquirer) Dominated Redeployment / Non Dominated

Redeployment: The power motive denotes the dominance of the acquirer during
the whole transaction process. The power of the acquirer can be ether through
monopolistic dominance in the market place or the managerid greed for empire
building. Such motive would incorporate actions wherein the acquirer's name
dominates the ultimate name after the merger or acquisition. On the other hand, a

non-dominated redeployment would alow usage of target's name.

2 Hereit is assumed that simultaneous existence of names (strategy 6) may be synergistic because such
strategic actions enabl e cooperative interactions and leverage of brand equity between the two companies
both in the consumer and financial marketplace.

3 Such astrategic action is now being termed "assassination” in the M& A popular press vocabulary.
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This framework is as depicted in Figure 2-1. Theoreticaly, Strategy 3 and 4 can be
differentiated from each other with respect to the dominating effect of one on the other.
While theoretica reasoning provides support for such choice options, practical
occurrence of thisissue has been questioned. During the course of this research,
discussions with corporate brand consultants yielded facts which suggest that the choice
of acquirer dominating synergistic versus acquirer non-dominding synergistic
redeployments is dependent primarily on the issues of “semiotics’ or “schema
(in)congruency” effects of the name. While this choice option isincluded in the
theoretical model, it has been excluded in the empirical mode building. Therefore, these
two strategies are combined into one choice option labeled as “ Concatenated Synergistic
Redeployment” which includes both the acquirer dominated and acquirer norndominated
types of cases. Further, asit will be discussed later in the data section, out of 656 cases
induded in the empirica study only 16 of them were acquirer non-dominating cases and

therefore unsuitable for empirica testing.

Consequences of Brand Redeployment

Mergers and Acquisitions present a lucrative opportunity to the acquiring and
target firmsto "reconfigure’ their brand portfolio. Brand redeployment following from a
merger or an acquisition can provide a powerful leverage. Despite al associated costs and
risks, changing a brand name can produce substantial benefits. While a name change
might seem like a cosmetic surgery, it can have dramatic impact on the company's
success. Improved profitability may accrue through lower advertisement expenses, higher

employee morale and even increased customer preference for the firm's products and
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FIGURE 2-1: FRAMEWORK OF BRAND REDEPLOYMENT STRATEGY
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services. Studies going as far back as 1969 have shown a positive relationship between
the firm'simage and its stock performance. Quite afew studies (Howe, 1982; Horsky and
Swyngedouw, 1987; Ferris, 1988, Bosch and Hirschey, 1989) suggest that the stock
market seems to react to the announcement of corporate brand name change. This
research seems to suggest that a corporate brand name change may be asignal of an
improvement in the growth prospects of the firm. However, while these brand
redeployments (corporate or product) promise to yield sgnificant vaue to the merged
company, the sumbling block is their enormous failure rates. Knudsen et. d (1997)
studied 23 cases, from complex mergers of severd brands operating in the same market
to seemingly straightforward changeovers, and found that market share was maintained in
less than hdf. For pure brand mergers, where two or more brands in amarket are
combined into one, the success rate fell to one-forth. The reasons for these failures can be
attributed to avariety of reasons: 1) inability to estimate the correct economic value of
brand, 2) the inability to manage the eventua brand and/or, 3) a decrease in origina-
brand loydty of the customers. Ancther problem with the severd studies examining this
issueisthelack of conclusive results and a common understanding. In an event study
conducted by Horsky and Swyngedouw(1987) on 58 corporations that changed their
names in 1981-1985, it is found that, for most of the firms, name changes are associated
with improved performance. They found that the grestest improvements tend to occur in
firmsthat produce industrid products and whose performance prior to the change was
relatively poor. However, the findings do not support the contention that the new name
per se will enhance demand for the firm's products. Instead, it appearsthat the act of a

name change serves as asigna that other measures to improve performance, such as
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changesin product offerings and organizationa changes, will be serioudy and

successfully undertaken. On the other hand, in arandom, popular press study of 15 public
companies, that have changed their corporate brand names, Friedman (2000) shows that
subsequent (to the name change) stock market performance of these companies has been
‘dl-over-the-board’ - but mostly dismd relative to the S& P500 index. While, Howe
(1982) found weak evidence of a positive market reaction to changes in corporate names,
Karpoff and Rankine (1994), present evidence that the positive stock price reaction to the
announcement day isweek and is sendtive to sample selection. Overdl, the results of
these studies have been, to alarge extent, inconclusive.

Changing of these corporate and product brand namesis afairly complicated and
expengve process. Apart from the expensesinvolved in physical name change activities,
the firms forgo large consumer goodwill asintangible expenditure. Considering the
millions of dollars goent on commercidizing products, and the consderable investments
that the firms make in their brand names, the rationale behind sudden redeployments
(cannibalizationg/assassinations etc.) of brands subsequent to aM&A transaction has not
been explored by researchers. The centra thesis of this andysisis that the success of the
brand redeployment depends on the stakeholders perception of the new redeployed
brand vis-avis the previous brand.

Due to the resemblance of thisissue, the brand extension literature can be
leveraged for a better understanding. So far the brand extension literature has focused on
three primary issues, the firgt issue reflects one of the more widely discussed concerns
related to the pursuit of brand extension strategies: To what extent does the number of

different categories effiliated with a brand affect its strength? Drawing primarily on the
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theories of cognitive categorization, Keller and Aaker (1992) and Loken and Roedder
(1993) argue that abrand looses its identity and hence its strength as the number of
categories affiliated with it increases. The second issue involves the effect of qudity
variance across products affiliated with abrand on brand strength. Typically, new brands
are targeted to fit the needs of specific market niches. However, such niche marketing
drategies can result in a brand portfolio comprising products that vary widdly from each
other in terms of quaity. The quality variance across products/firms associated with a
brand is not only expected to have a direct effect on brand strength, but isaso akey
determinant of when adding products to a brand strengthens or weekens it. The third
issue involves the effect of the degree of rel atedness among firms/products affiliated with
brand. The exigting brand extension literature suggests that consumer evauations of

brand extensions tend to be positively correlated to the degree of “fit” between the parent
brand and the extension category (Aaker and Kdler, 1990; Bousch and Loken, 1991). A
basic implication of this perspective is that extensions (and redeployments) should be
restricted to categories that are closely related to other products affiliated with the brand.
With this understanding, an extrapolated argument can be made regarding the importance
of relatedness between the acquirer and the target and itsimpact on the overdl evauation
of the brand redeployment decision. Therefore, while andyzing the antecedents and
conseguences of the brand name redeployment decision, it becomes imperative to
examine the rel atedness between the acquirer and the target dong with their initial brand

strengths and associations.
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Conclusion

The main purpose of this chapter isto provide areview of the rdevant literature
and provide an understanding of the ggpsin our literature. Based onthe review, this
research study is positioned as an area that isimportant in the field of brand management
and a0 as an extension to our knowledge of branding. With this literature review and the
conceptua framework, this present study aims at developing and examining the
antecedent factorsthat play arole in determining the acquirer's strategic action in terms
of its corporate name redeployment. Issues such as informationa asymmetry and inability
to assess the market reaction before the decision are centrd assumptionsin this sudly.
Competing theories are employed to explain the proposed model. In the next chapter,
relevant hypotheses are developed for empirical testing. Subsequent chapters include

details of data, measures, modd and findly the empirica anayss.
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CHAPTER 111

HYPOTHES SDEVELOPMENT

Introduction

Desire to obtain resources (tangible or intangible) may provide the motivation
behind firms decisions to undergo an M&A transaction. However, to exploit the value of
these resources fully, firms must redeploy both the acquirer’ s resources into the target’s
markets and the target’ s resources for use in the acquirer’ s market. This redeployment
becomes particularly important when the resources (such as a brand name) israre,
imperfectly imitable and low in subgtitutability.

As gated in the previous chapter, the process of identification and explanation of
the antecedent factors requires an understanding of the motives behind asset
redeployment. Broadly four motives of brand name redeployment have been identified,
from the severd theories of the firm presented in the previous chapter. They include: 1)
Acquiring/leveraging brand equity, 2) Competence destroying, 3) Signaling motive and
4) Ease of Trangtion. The theoretica arguments presented suggest that redeployments of
brand names occur to acquire the inimitable and immobile asset (brand name) or to
pursue monopoalistic motives by diminating competing brand names from the market
place or to be possibly used by the corporate executives (the brand redeployment
phenomenon) as asgnaing vehicle to the firms stakeholder groups. This chapter
attempts to use al these motives to develop hypotheses based on arguments derived from

the previous chapter. Firdt, a brief description of theories governing each of these
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hypotheses is presented as a review and subsequently arguments for each hypothesis are

presented along with the relevant hypothess.

Resour ce-based Per spective

There has been ample evidence that indicates that firms use the M&A transactions
as ameans for businesses to exchange firm- specific resources that otherwise are not
eesly re-deployed (Capron and Hulland, 1999; Hennart and Park, 1993; Mitchell 1994;
Wernerfelt, 1984).

Resource immohbility occurs when resources are unique and not easly
transferable. These resources protect the firm's ability to achieve superior firm
performance by sustaining resource heterogeneity across competitors. However, in
contrast to the traditiona structure-conduct- performance paradigm, the resource- based
view of the firm seesindustry structure resulting from firm heterogeneity in terms of
efficiency (competence) rather than just market power.

Recent attempts at measuring corporate reputation suggest that firms with strong
reputations are both rare and have considerable value. Immohbility of thisintangible asset
inhibits other firmsto imitate easly. Moreover, its effects cannot be readily or easily
duplicated through the use of other strategic resources, i.e. subgtitutability islow. Hence,
firms often turn to markets to "acquire or sdll" these corporate names and hence their
reputation. According to the resource-based view of the firm, corporate brand nameisa
resource of afirm and yidds rent-yidding firm-specific advantages. With respect to the
transaction cost argument, M& A transactions have been recognized as a means of

interndizing benefits. Given opportunistic behavior and bounded rationdity, low

41



transaction costs might create a preference for external resource redeployment. Thus,
acquisitions can be afundamentd way of obtaining such unique firm specific resources.
This argument assumes perfect information transfer between the acquirer, target and the
environment, i.e. it is quite likely that the acquirer does not have timely and accurate
information about the target's reputation. Such differences in information available to the
participants either make their srategies acutely sengtive to their beliefs and expectations
or they use some market and / or financid signals as proxy for the target's satus/standing
in the marketplace.

On the contrary, executives may not even use such rationd processing while
redeploying resources. Agency theory suggests that executives work more towards their
sdf-interest than the collective interest of their organizations. As suggested earlier, they
might use this opportunity created through the M& A transaction to expand their persona

power-base.

Managerial Power Perspective

A basic assumption in the microeconomic theory is that managers are motivated
grictly by profits. Business behaviors such as advertising, pricing, corporate structuring,
merger or acquisition transactions are al assumed to be in pursuit of profit. Rhoades
(1983) contends that business executives (and even government officials) are motivated
by the desire for power - power in the sense of control over resources, people and events.
Berle and Means (1991) gate that, dthough ownership is centrifugal, economic power is
centripetal. By avery careful and exhaudtive investigation they conclude that two

thousand individuas control haf of the industry in the United States. They regard the
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modern executive as analogous to the Kings and Popes of former times. The twentieth
century philosopher Bertrand Russell (Russell, 1962) has observed that "love for power is
the chief motive producing the changes which socia sciences hasto study.” The desire

for power in the economic arena seems likely to be manifested in the achievement of size,
awide range of operations (i.e. divergfication in unrelated markets), and accessto large-
scae financing. Examples of hodtile takeovers provide striking illugtration of the drive

for power. Executives use acquisitions as atool to expand their empire to achieve more
controlling power over resources and markets. This may be pursued even without any
economic rationae. Y unker (1983) believes that corporate brand name changes are made
after acquisitions because the acquirer wants his company to gain prestige and visibility
through recognition that a previoudy independent company is now apart of hisown
company. This process is smplified when the acquirer has an upper hand in the
transaction process. Russell believed that a man's love for power would depend upon his
temperament, his opportunities, and his skills. Moreover, his opportunities and
circumstances largely mold his temperament. Therefore, executivesin afirm usethis
opportunity created through M&A to satisfy their power greed. This suggeststhat even if
empire building is not the motive of the transaction, the executives useit asan

opportunity to restructure. Quite Smilar to the socid and palitica heritage, source of
power isbascdly attributed to firm's economic well beingi.e. in terms of its Sze and

assets.
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Signaling Per spective

Brand name change ssgnding is based on sgnaing theory, which is used mostly
in finance and economics. Sgnding theory is a unique communication theory whose
goplication is necessitated by the existence of information asymmetry between afirm and
its stakeholders (i.e., consumers, competitors, investors and the like). Unlike ordinary
communication models, sgnading mode s use symbols (variables) that are understood by
the sender (afirm or apotential employee) and the target audience (shareholder,
consumers, competitors, employers, etc.), but cannot be easily mimicked by others who
may not have anything to Sgnd. ).

The modd assumes that the stakeholder of the firm livesin aworld that exists
outside of business organizations. Thus, the mgority of the stakeholders do not have
direct access to many important information nor knowledge of many drategic
management decisons that exist within the organization. A prominent preoccupation
throughout the finance literature has been the possibility that an agent with more
information (e.g., the manager of afirm who has"ingde" information) could "sgnd"
information to lessinformed agents (e.g., shareholders). Investors may interpret a name
change asadgna from management. However, some of these decisions and information
pertain to suchissues as the firm’s long term objectives and godls, its Strategic posture,
the new products that the firm plans to introduce in the future, and the financia hedlth of
afirm; al of which have adirect bearing on the potentia stakeholder. The fact thet the
stakeholder is oblivious to these decisons gives rise to information asymmetry. Even
though information asymmetry alows afirm to surprise its competition with new

products, etc., the information gap can cause stakeholders (pecidly the consumers or the



buyers) to become skeptica, and suspicious. Such fedings can be so strong that they can
even destroy markets, in which case both sdllers and buyers |ose the opportunity to
consummeate an exchange (Akerlof, 1970). Evidently, sgnding is not a costless process.
In fact, the high cost of signding, is an essentid part of the theory asit makesasgnd
credible, prevents mimicking, and establishes a separating equilibrium that makes sgnds
meaningful. Signals lose their meaning once they can be mimicked by organizations
which do not have any useful information to communicate,

To bridge this information gap between the internd and externa stakehol der
groups, firms often use severd financid and marketing variables to communicate the
firm’smisson or strategic objective, superior qudity of its products or the soundness of
itsfinancid position. Previous academic studies dso conjecture that a name change may
“dgnd” information to the investors (Howe, 1982; Bosch and Hirschley, 1987). The
finance literature addresses this issue suggesting that the stock market seems to react to
the announcement of a corporate name change (Bosch and Hirschey, 1989; Ferris, 1988;
Horsky and Swyngedouw, 1987; Howe, 1982).

The sgnas may not only come from the type of name change but cues can aso be
derived by the investors while trying to andlyze the implicit motives behind the name
change reason or process. For example, if an acquiring company drops its own name and
takes up the name of the target company that might sgna that the management of the
new company is dominated by the target company’ s executive and in dl likelihood the
operations of the new entity would be smilar to that of the target company or the new

entity in dl likelihood would retain products and brands of the target company, etc. Such
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reasoning / arguments by the stakeholders can be formed based on the explicit and

implicit Sgnds that they get from just the name change informeation.

Ease of Transition Per spective

As mentioned in previous chapters, owing to a complex, expensve and
unpredictable M&A process and the subsequent integration, it can aso be argued that
executives rely on ease of trandtion or operationadization while making resource
redeployment decisons. In an attempt to streamline the operations of the new / acquired
entity, executives either maintain the status quo of the acquired firm’s brand names or
choose a dtrategy such that it requires the least effort toward redeployment and also
eiminates any anxiety amongd its stakeholder groups. The ease of operationalization of
the redeployment process will gain importance mostly in cases when ether: @) the
number of stakeholder groupsis higher for one firm than the other and it iseasier to
manage the smdler group’ s resistance to change, b) the name change of one firm and not
the other requires amore forma process, or ¢) the influence of brand name on the firm's
operationsislow. In the presence of any or dl of such stuation, it would be considered
more prudent by firm’s executives to redeploy the brand namein such away so asto
minimize the trangtion complexity. In certain Stuaionsit isaso likey that atemporary
redeployment of brand name is adopted for the trangtion phase, which is subsequently

finalized or re-redeployed.
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Hypothesis Development
The above-discussed perspectives are employed in the following paragraphs to
identify the factors influencing brand name redeployment and subsequently derive the

relevant hypotheses:

I mpact of Relative Standing:

Frank (1985) introduced “relative standing” to describe an individud’ s status
relaiveto tha of othersin asocid setting, such as a community, neighborhood, company
or ateam. Even though relative standing can be consdered as a unified congtruct, it has
numerous facets. It derives from red or attributed abilities, performance and other
gatusivisble capailities, dl in relation to those of othersin agiven socid/transactiona
unit (Cohen and Zhou, 1991). Relative standing is manifested in such things as access to
centers of power, titles, acts of respect, incluson etc. Both socia comparison and equity
theory have spawned substantia research, supporting the generd conclusion that
individuds evaluate their Stuations relative to others while making
eva uation/judgements/decisions about their behavior/actions. For example, Hambrick
and Cannella (1993) drew alink between the Sze of the acquired firm relative to its buyer
and the relative standing of the acquired executives. Wdter (1985) asserts that when the
acquired firm is smaller rdative to the buyer, the human needs of the acquired firm tend
to get overlooked or trividized by the buyer. This phenomenon of “big fish” dominance
is not only due to the power motive but can adso be explained by a more rationd,
resource-based and capabilities theory. While comparing the two firms; it is quite prudent

to examine the source of the “bigness (or smdlness) ” or the reason why onefirmis
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superior to the other. Relative standing between the two firms offers a measure of relative
datus of the two firms over their market-based credibility or reputation. Thisleadsto the
argument that, probably, the better firm has more well-defined processes, organi zationa
culture, capabilities, access to better resources etc. These processes, culture, capabilities
and resources enable the bigger/better firm to grow and prosper thus establishing higher
equity and brand recognition/reputation in the marketplace. Thus, in cases where target is

alarger firm than the acquiirer, it is hypothesized that:

Hla: Acquirer-dominated brand name Redeployment Strategy is more likely to be

adopted when the relative standing of the acquirer is higher than the target.

Similarly, for cases when acquirer islarger than the target:
H1b: Non-dominated brand name redeployment strategy is more likely to be

adopted when the relative standing of the target is higher than the acquirer.

I mpact of Market Relatedness

Mergers are categorized as horizonta, vertica, related and conglomerate. A
horizonta merger is one that takes place between two firmsin the same industry, a
vertica merger is one in which the buyer expands backward toward the source of raw
materias or forward in the direction of ultimate customer. A related merger isa merger
between two diversfied firmsthat am for synergy in businesses outsde their core areas
of operations. A conglomerate merger, on the other hand, involves companiesin

unrelated lines of busness. While this classification enables us with some indghts into

48



the matives of the transaction, it does not provide any clues or judtifications with regard

to the outcome of the transaction.

Horizonta Mergers. Monopoalistic Power: Even though profit maximization through

market synergies has been touted as alogica explanationfor transactions between
competing firms (horizontad M&As), economigts have shown that such mergers often
creste amonopolistic Stuation that result in higher profits for business. Market power is
the ability of amarket participant or group of participants to control the price, the
quantity or the nature of goods sold, thereby generating extra-norma profits (Sheth,
1990). Organization with amonopoly in a market may perform well, in the short run,
regardiess of whether or not it modifies its offerings to suit customer preferences. In
horizontad M&A's, market power resultsin gains to market participants through revenue-
sde effects that plausibly arise from greater opportunities for colluson (Stigler, 1968).
The dominant-firm modd of oligopoly again suggests that pricesin an industry rise
consequent to a horizontal acquisition by adominant firm. 1t'safolklore that for merging
competitors, takeovers create a monopoly that will raise product prices, produce less and
thereby harm consumers. This classical oligopoly modd (Stigler, 1964) suggests that
horizontal mergers increase the likelihood of effective colluson by decreasing the
number of competitors within an indugtry. Industria organization (10) economics
emphasizes market power as a primary incentive underlying horizonta acquistions (i.e.
transactions within the same industry)

Subsequent to M&A transaction, the acquirer's redeployment of target's assets, to

seek monopoly, would result in competence- destroying effects. This may even be
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pursued even without an economic rationae. Furthermore, acquiring firms are better able
to assess the value of their own assets than those of the targets. Hence, it suggest thet

post-M&A redeployment, would lead to "assassination” of target's assets.

H2a: Acquirer dominated brand name redeployment strategy is more likely to be

adopted subsequent to a horizontally related M& A.

Prior research in brand management has extensively evaduated the role of “fit” or
smilarity between product classesbrands in formation of brand evauations. Scholars
have identified that the transfer of perceived qudity of abrand will be enhanced when
two product classes in some way fit together. Several theoretica perspectives are
compatible with this view. The theory of cognitive consistency (Heider, 1958; Osgood
and Tannenbaum, 1955), simulus generdization (Bierley, McSweeney and
Vannieuwkerk, 1985) and categorization theory (Cohen and Basu, 1987; Fiske, 1982,
Sujan 1985) provide support to this phenomenon. The degree of perceived fitisa
function of both festure smilarity perception and brand consstency perception. Here, the
relevance of fit is conceptudized among the acquirer, target and the finaly redeployed

brand.

Verticadl Mergers and Acquistions: As dated earlier in the literature review, the synergy

(efficiency and effectiveness) perspective argues that firms often use acquisitions to
reconfigure the target businesses as part of the process of broader strategic change—i.e.

leveraging the operations of the target. Synergigtic transactions are plausible only if the
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acquirer is able to effectively redeploy resources of the combined entity. Competitive
andysis stlage of the acquidition processtries to identify synergidtic interrelationships
between the company's businesses and other businesses that it may wish to enter. These
relationships represent opportunities to create a competitive edge by reducing costs or
enhancing differentiation. An acquisition islikely to creste value for the acquirer only if
the acquirer has a didtinctive ability to generate significant economic benefits as a result
of the combination. A shared corporate name, for example, can lower the advertisng
expenditure and at the same time might reinforce a differentiated product reputation.
Also, for M&A transactions dlow firms to leverage their corporate equity outside their
core competency aress. This can be achieved when firms combine their identities and
leverage their equities in their respective markets. Such combination of entities which are
process-related (and not complementary) requires leveraging of tangible and intangible

assets.

H2b: Synergistic (Concatenated or Pure) brand name redeployment Strategy is

more likely to be subsequent to a vertically related M&A.

Related/Complimentary Mergers and Acquidtions: Related mergers or acquigtions are

characterized by the fact that the acquirer and target share the same market of operations
other than their primary domain. This suggests that the acquirer isadiversfied firm and
that it islikdy that the target can be “ accommodated” aong with an aready-exising
subgdiary of the acquirer. The motive behind such mergersisto acquire atarget, which

has ardatively higher ganding than the subsidiary of the acquirer. To alarge extent, such
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mergers or acquisitions occur between alarge and diversified acquirer and ardatively
smal unified/undiversfied target. Owing to target’ s specidization/brand awarenessin its
core area of business, the acquirer intends to acquire and leverage that resource. The post-
acquisition integration of the target occursin such away that it becomes awholly owned

subsdiary of the acquirer firm.

H2c: Pure synergistic brand name redeployment strategy is more likely to be

adopted if the acquirer and target are related in industries other than the primary

industry.

Conglomerate/Unrelated Mergers and Acquistions: Mantaining Equity: The above

discussed manageria power perspective aso lends support to the fact that the so-cdled
conglomerate mergers are generdly not consstent with the traditional microeconomic

theory because they do not yield monopoly profits. Thus, andysis of such mergers guided

by the profit maximization axiom yields no clear results. Blair (1958) contendsthat " .. .of

all types of merger activity conglomerate acquisitions have the least claim to promoting
efficiency in the economic sense....” The effectiveness of such mergersis questioned due

to the economic and organizationa risks in the post-merger consolidation process.

Hanlon (1967) and Mudler (1977) have determined that there was no significant

difference between the growth in earnings per share between conglomerates and other
companies. Thisargument againgt the economic efficiency is aso supported by agency

theorists, who debate that there appears to be a private incentive to managers who have
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little or no ownership interest in the company to pursue growth through efficiency gains.

To this effect, Kahn (1981) states that:

"...they (managers) may well be interested in the prestige, the public
exposure and influence, and the higher remuneration that seemsto go with

their working for larger than smaller companies’

Further, theorists have even argued that prospects for attaining operationd
integration in processes are remote primarily because the originator of the merger plans
are Wadl Street financiers and their talent, training, and objectives can only drive the short
term drategies of the firm. Such short termed motives behind conglomerate M&As may
compd the acquiring firms and their executives to maintain the status quo of the acquired
firm. Such maintenance of status quo is amed toward milking profits from the acquired
firm without interfering in its processes/operations or in any effort/investments toward
integration of the two firms. This phenomenon is consistent with the “black widow” or
“cherry picking” behavior where the motive of the firm isto regard the target purely asa
cash cow. It involves an opportunist behavior by the acquirer firm where the target firm is
“digposed off” (resold) once the acquiring firm “picks’ the useful assets/resources and
achieves the desired objective. Thislack of integration of entire operations can also be
extrapolated to the firm' s branding decisions. Such a process may involve that the brand
names of the two firms are isolated such that their respective equiity is maintained and can

be “resold” later. The maintenance of the original brand names ensures that individua
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brand reputations are maintained and hence the complexity of the “disposa” process of
the acquired firm is diminated.
H2d: Pure synergistic brand name redeployment strategy is more likely to be

adopted subsequent to a conglomerate M&A.

I mpact of Ownership Status

The ownership of afirm and the phenomenon of redeployment are related by the
basic principle of ease of trangtion / redeployment process. It can be argued that at
ingdances when one of the merging entities is a public unit while the other one is a private
one, it becomes more prudent to adopt the brand name of the public unit. Such an action
is aso determined by the fact that since the public entity has an additional stakeholder
(shareholders) group associated with its operations, it is much easier to operationaize the
redeployment process. This argument is aso congstent with the resource-based view and
the fact that it is more likely for apublic firm to have higher resources, market vaue,
capitdization and brand awareness than a private firm. Thus suggesting that the brand

name of the public firm be adopted as the redeployed name of the new entity.

H3a: Acquirer dominated brand name redeployment strategy is more likely to be

adopted when the acquirer isa public firm and target is a privately-held firm.

Conversdy, with asmilar argument as above,:
H3b: Non-dominated brand name redeployment strategy is more likely to be

adopted when the acquirer is a privately-held firm and the target is a public firm.



I mpact of Acquirer’s Diversification
Apart from the rlative standing and the market overlap between the acquirer and
the target, it isaso likely that the integration of the target’ s resources within the acquirer

firm is governed more by the present status of the acquirer and the ease of integration.

Acquirer’s Degree of Diversfication: Diversfied firms tend to have the expertise and the

ability to manage different businesses and their resources under one corporate umbrella
This phenomenon is represented quite closely with the M-form of organizationd
hierarchy (Klein, 1999). A diversfied firm might aready have severd distinct brand
names for each of its subsdiaries and product lines. Subsequent to aM&A dedl, owing to
the ease of trangtion and the capability of the acquirer to manage such a organizationa
structure, it becomes more prudent to follow a pure synergistic redeployment strategy,
which would entail redeploying the target’ s brand name as a subsidiary name under the
corporate name of the acquirer (e.g. Rosetta Inpharmatics, awholly owned subsidiary of
Merck & Co., Inc.). In such instances, the target becomes awholly-owned subsidiary of
the acquirer but retains its identity such that it can leverage the equity. Thisrelationship
between the degree of diversfication of the acquirer and the redeployment decision is

consstent with the above discussed related/complimentary merger argument.

H4a: Pure synergistic brand name redeployment strategy is more likely to be

adopted when the acquirer has a highly diversified business portfolio.
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With aless diverdfied business portfolio, the acquirer might be forced to use a
dominated approach toward brand redeployment i.e. either use its own brand name or
target’ s brand name. However, in case of the acquirer and target being in unrelated lines
of businesses, it might be dangerous for the acquirer to useits own brand namein
another/unfamiliar business area. Such a Stuation might cal for arestructuring of its
assats such that the acquirer and target choose and form a completely new brand name for

the newly formed entity that can be associated with both the business segments.

H4b: Non-synergistic brand name redeployment strategy is more likely to be
adopted when the acquirer has a less diversified business portfolio and the relatedness

between the acquirer and target is low.

I mpact of Transactional Characteristics

The sgnding perspective purports that firms use a variety of ways and meansto
transfer information to their severd stakeholder groups. Firms actively provide cues and
sgnas about its future direction and performance using the processes of mergers and
acquisitions and the subsequent redeployment decisions. The stakeholders may interpret a
name change as a 9gnd from management about severd issues 1) management’s
thought process/ philosophy or objective (perceived future direction) behind a particular
merger or acquigition, 2) management's plans for the integration and/or the way the
merger is consumed, and 3) the current and future relative standings of the two firms. The
executives of the two firms may use the various transactiond procedures as away of

sgnaing any of the above issues to the stakeholder groups.
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Merger of Equas: Houston and Ryngaert (1994) define a transaction as amerger of

equas, “When either the assets or the equity vaue of the smdler firm would condtitute
over 45% of the combined assets—of the two firms and the board of directors of the new
firm will be composed of equal numbers of directors from each firm.” Aboody, Kasnik
and Williams (2000), dterndtively, define a merger of equals as when the market value of
equity of the two firmsiswithin 25% of one another prior to the merger. They suggest
that the motive behind most of such merger of equals happens to be more synergidtic.
Owing to therr amilar rdative sanding, it is more likely that the eventud firm decides to
leverage the brand equity of both the firms and achieve the synergigtic objective of

integrating the two firms.

H5a: Synergistic (concatenated) brand name redeployment strategy is more likely

to be adopted subsequent to a merger of equals.

The attitude or recommendation of the target company's management or board of
directors toward the transaction plays an important role in the merger or acquisition
transaction. It not only acts asasgnd to the stakeholder groups in terms of the viability
of the ded but also influences the procedure by which the merger is carried out. It

provides cues regarding the objective of the M&A dedl.

Friendly Mergers. Mergers and acquisitions through the negotiations, willingness and

consent of the target company are cdled friendly mergers. It is argued thet the gainsfrom

friendly mergers come from the operationda synergies. While the definition of friendly
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mergersis quite broad and vague, they usudly involve retention of resources and
cgpabilities of both the firms so asto leverage them as a combined entity. Friendly
mergers can be carried out between several types of acquirers and targets in terms of their
relaive standings and structures. In alarge number of such cases, entrepreneurs have an
objective of establishing a stable business and subsequently selling it off to alarger firm.
Further, friendly mergers dso occur across two large firms with relatively high equity

and brand awareness. While on one hand the synergistic motive is quite clear in the case
of afriendly merger, on the other, owing to the range of relaive standing between the

acquirer and the target, it is hypothesized that:

H5b: Synergistic (concatenated or pure) brand name redeployment strategy is

more likely to be adopted subsequent to a friendly merger.

Hodtile Acquistions: A basic assumption in microeconomic theory istha managers are

motivated grictly by profits. Business behaviors such as advertisng, pricing, corporate
structuring, merger or acquisition transactions are dl assumed to be in pursuit of profit.
Rhoades (1983) contends that business executives (and even government officids) are
motivated by the desire for power - power in the sense of control over resources, people
and events. As dtated earlier, Russall (1962) observed that "love for power isthe chief
motive producing the changes which socia sciences hasto study.” The desire for power
in the economic arena seems likely to be manifested in the achievement of size, awide
range of operations (i.e. divergfication in unrelated markets), and accessto large-scale

financing. Examples of hodtile takeovers provide gtriking illudtration of the drive for
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power. Executives use acquisitions as atool to expand their empire to achieve more
controlling power over resources and markets. Proponents of hostile acquisitions seeit as
the ultimate sanction on manageria underperformance: the threat to replace one
manageria team with another dedicated to raisng the return on corporate assets. Y unker
(1983) believesthat corporate name changes are made after acquisitions because the
acquirer wants his company to gain prestige and visibility through recognition thet a
previousy independent company is now a part of his own company. Of course, this
processis smplified when the acquirer hes an upper hand in the transaction process. This
suggedts that even if empire building is not the mative of the transaction, the executives
use it as an opportunity to occupy the assets of the target and assmilate them so asto
increase the equity/assets of their own firm. Further, while the mative behind the friendly
mergersis to achieve synergy, the motive of the hogtile mergers/acquisitionsis more
likely to be“disciplinary” or to “set things sraight.” This disciplinary action might result

in restructuring of processes of the firm, its market images, positioning etc. It is quite
likely that the restructuring involves diminating the target’ s processes, brand image etc
with that of the acquirer which might have a proven track record. This reasoning is
supported by Jensen’s (1988) article, which suggests that most of the hostile takeovers

occur between alarge acquirer and asmaler target. Hence,

H5c: Acquirer dominated brand name redeployment strategy is more likely to be

adopted subsequent to a hostile acquisition.
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Apart from the attitude of the transaction, sgnals (for business analysts) can dso
emanate from the method of payment and accounting methods employed inthe M&A

dedl.

Stock Swap: Broadly, a stock swap transaction includes exchanging one entity’ s stock
with that of the other. Its a method of exercisng stock options where shares thet the
holder dready owns are used to buy new shares at the exercise price. Mot of such
acquigtions involve the acquiring company using its own stock to pay for the target
company. For procedura ease of integrating the identities of the two companies at the
stock market, such transactions result in the target loosing its own identity and the

eventua entity taking up the identity of the acquirer.

H5d: Acquirer dominated brand name redeployment strategy is more likely to be

adopted subsequent to a stock swap M&A.

Poaling of Interests. Pooling of interests is an accounting technique employed in mergers

and acquisitions where the balance sheet items of the two companies are Smply added
together. The current accounting rules alow an acquirer to choose one of two dedl
gructures. apurchase or a pooling-of-interests. This choice has a significant impact on
the resulting earnings, capital and financia statemerts of the acquirer.

Under the purchase method, the sdler's balance sheet is adjusted to fair market
vaue and then added to the acquirer's financids. The difference between the purchase

price and the net asset value of the sdller istreated as goodwill in the acquirer's books.
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Any associated goodwill is amortized over a 15- to 25-year period. Under the pooling-of-
interests method, the balance sheets of both the acquirer and seller are added together,
item by item. No goodwill is recorded since the assets are recorded at book value.
Because there is no goodwill to be amortized, the acquirer's earnings and tangible capital
are agnificantly higher under the pooling method. In generd, publicly traded ingtitutions
and mergers with equas have preferred the pooling method. Smilar to the arguments
presented with merger of equals, it isaso likely that the maotives behind pooling of

interest transactions are more synergistic. Pooling of interest method might provide cues
that the management intends to leverage the resources and capabilities of both the firms

and intends to seamledly integrate the firms to achieve synergy in thelong run.

H5e: Synergistic (concatenated) brand name redeployment strategy is more

likely to be adopted subsequent to a merger or acquisition involving pooling of interests.

Divedtiture (of Target’s Assets): Divedtiture by atarget company involves the firm

casting away its assets and resources. Such divestiture of target’ s assets is primarily
motivated by the fact that the executives ascertain no perceived vaue of the target’s
assets subsequent to integration with the acquirer. It isaso likely that the divestiture
might occur if target’ s assets and resources have been linked to negative performance. In
such Stuations, the managemert might decide to do away with the identity of the target
and convey an image of “garting afresh or overhauling” to its stakeholders. The

elimination of the target’ sidentity might dso sgnd a change in the firm' sfocus,
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capabilities and resources, which might eventudly be trandated into projections for better

firm performance,

H5f: Acquirer dominated brand name redeployment strategy is more likely to be

adopted subsequent to a divestiture of assets by the target.

Reverse Takeovers: A reverse takeover is atransaction where a smaller company makes

an offer to the shareholdersin alarger company for their shares, in exchange for sharesin
the offering company, with the result that the shareholders in the larger company
becomes owners of share in the offering company. A reverse takeover may be desrable
for anumber of reasons. Where alarger unlisted (private) company wishesto acquire a
smaller company that islisted (public). In some circumstances, the listed company will
only bea"shdl" company which the larger company wantsto reverse into purdy to take
advantage of itslising. The amdler firm is highly active and acquisitive, which wants to
acquire alarger company. In some circumstances, the board of the smaller company may
oet inditutiona shareholder support for such an acquisition. The reverse merger occurs
when a public company, which has no business and usudly limited assets, acquires a
private company with aviable busness. The private company "reverse merges' into the
dready public company, which now becomes a new operating entity reflecting the

dominance of the private company on the newly formed company’s business,

H5g: Non-dominated brand name redeployment strategy is more likely to be

adopted subsequent to a rever se takeover.
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Hence, with this above theoretica reasoning, a conceptual modd of antecedent
factors of brand name redeployment is developed (as shown in Figure 3-1) and a snap-

shot of the hypothesesis presented in Figure 3-2

Consequences of Brand Redeployment

Company identity, its reputation and its ability to provide qudity product and
sarvices etc. arelikdy to be uncertain when aM&A dedl is announced, especidly given
the potentid for distorted information shared between managers and outsiders (its
customers). Subsequent to the corporate decisions on brand redeployment, it becomes
imperative to identify the consequences of such actions from the customer's perspective.
Our literature provides a st of conflicting theories with regard to the effectiveness of
these brand drategies. On one hand the Integrated Marketing Communication theory
suggests congruence and condistency of identity communication, on the other hand, the
sgnaing perspective (Wernerfelt, 1998) suggests that two brand names may provide
greater assurance of product qudity than one aone. The objective of thisenquiry isto
ddiver indghts into issues such as. How do the various stakeholder groups of the
company interpret this corporate strategy (Brand redeployment) subsequent to the M&A
activity? How do they evaluate each of these six brand redeployments? Do these
evauations of brand redeployment "match” the managerid judgment - and thereafter

eva uate the effectiveness (or success) of each brand redeployment strategy? While these
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Firm Characteristics Market Relatedness Transactional Characteristics
% Relative Standing % Market Overlap 0 Merger of Equals
0 Reputation 0 Horizontal o Friendly Mergers
o Market Value o Vertical 0 Hostile Acquisition
0 Assets 0 Related 0 Reverse takeover
0 Sales o Conglomerate o Divestiture
o Stock Swap
+ Acquirer’'s Organizational Form o Pooling of Interest
% Acquirer's / Target's Public
Status
(Acquirer) Dominated Non-Synergistic Non- Dominated
Redeployment Redeployment Redeployment
SYNERGISTIC REDEPLOYMENTS
Concatenated Pure Synergistic

FIGURE 3-1: ANTECEDENTS OF BRAND REDEPLOYMENT STRATEGY
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guestions require an in-depth andysis of each of the stakeholder groups, considering the
time and resource limitations, this study provides a glimpse of the consequences of these
brand name redeployments through an exploratory andyss of the changesin itsfinancid
and market status subsequent to the merger or acquisition activity. The andysisis

explained in the next chapter on “Methods.”

Conclusion

Severd hypotheses, backed by their theoretical rationae, are outlined in this chapter.
These hypotheses were developed using a multitude of perspectives from 1O economics,
marketing, finance, management strategy etc. Subsequently, a brief overview is provided
to motivate the exploration of the consequences of brand redeployment. In the next
chapter, an outline of the method, adong with a discussion of the data and measures
employed in this sudy are presented. The remainder of this report congsts of an
empirica examination of these hypotheses, andysis and discussion of the results and

eventudly the limitations of thiswork dong with alist of future agendas.
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CHAPTER IV

METHOD

Introduction

In this chapter, the research method employed in this sudy is explained. This
chapter is split into two sections: the firgt section includes the description of the data,
measures of key congtructs and an overview of the mode used for analyzing the
antecedents of brand name redeployment. The second section includes description of two
techniques that can be used to examine the consequences of brand name redeployment.
The firgt technique (an experimenta design) isaproposa for future research and the
method is described as a possible avenue for future research. Later, the second technique
isemployed toward an exploratory analyss of performance characteristics of acquirer
and target before and after the merger and acquisition. A brief synopsis of the dataset

used for thisanalyssis aso provided.

Antecedents Of Brand Name Redeployment

Data Description: In order to examine the antecedent factors of the transaction
process, andysis was performed on a combination of firm and transaction-specific
variables. Data was extracted from the SDC Mergers and Acquisitions database. SDCis
asyndicated data service that tracks and records information on individual merger and
acquidtion deds. Theinitid sampling frame condsted of cross-sectiona, M&As of vaue

above $100 million, that took placein the United States during a 5-year period (1995-
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1999). Transactions below $100 million mogtly included private firms where the financia
information before the transaction was not available. Mergerstat (2000) shows that the
out of the total of 2439 disclosed deals, more than 68% of them were valued over
$100million. Therefore dedls vaued over $100million are afairly good representetive
sample of the overdl population. The initid extracted dataset consisted of 1868
transactions. After dimination of missing data points and dimination of duplicate entries,
aset of 1589 transactions was obtained. Of these, over 150 transactions were cross-
border dedls and were eliminated as they are subject to specid regulatory requirements,
meaking it difficult to compare them with other firms. Also for cross-border dedls, the
resulting firms may not have the choice for dl brand name redeployment strategies owing
to the language barriers. Transactions that were not completed by the effective date were
eliminated from the dataset.

Information about corporate name change and the attitude of the transaction
(hodtile versus friendly) was manudly obtaned from archived news aticles from
LEXIS/NEXUS database, which includes archived information obtained from severd
newspapers and periodicals. Target-acquirer characteriftics, transactiona eements, and
procedurad elements were recorded from various sources such as Mergers and
Acquisitions Sourcebook, Mergers and Acquisition Yearbook, etc. These news articles
were mainly used to 1) vdidate the data on name changes and confirm that the name
change decison was not reversed in any of the cases, and 2) to identify whether the
transaction was a hodtile acquisition or a friendly merger. More name change information
was aso obtained from Center for Research in Security Prices (CRSP) database. The

find data set contains over 656 transactions after eliminating cases of missing values.
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The datasst indudes financial, operational and market-related information on both
acquirer and target. Financia data included information of acquirer’s and target’s market
vaue, total assats, sdes/revenue and net income. The domain of operations of both the
firms are identified by their presence in severa indudtries based on 4-digit SIC codes.
SIC Codes of both acquirer and the target are available in the dataset. The operations of
each of the firms are identified in up to 18 SIC-codes/industries. Amongst these 18 fields
of SIC codes, the primary busnesses of both the acquirer and the target are uniquely
identified. The dataset dso contains information on the ownership satus of the firms viz.
Public, Private, Subsdiary etc. These were coded categoricaly in the dataset. Business
Week/Forbes/Fortune Top 500 Rank is available for both acquirer and target. The Top
500 ranking for the acquiring/Target company includes subsidiaries and uses current
years ranking. Further the datasst dso included details on the transactiond
characteristics. Each transaction is described usng severd proceduresM&A techniques
viz. Merger of Equals, Pooling of Interests, Divedtiture, Stock Swap, Reverse Takeover
efc. The dataset adso includes categorically coded information on the type of transactions:

Friendly Merger or aHogtile Acquistion.

Measures. The independent variables include both, the financid and market-leve
gatus of the firms at the time of the transaction, and the transactional procedura data.
Procedurd data that included information about how the transaction was conducted was
obtained from the summaries of the M&A transaction directly available and extracted
from the SDC database. The following description provides a detailed overview of

severd measuresincorporated in this study:

69



Rdaive Standing: The rdative standing congtruct was based on five digtinct

measures. viz. market vaue, total assets, sales/revenue, net income and reputation
rank of both the acquirer and the target. A combination of acquirer and target’s
firm characteristics were captured using aratio measure. Thisratio measure dso
helped diminate the industry or size effect from the severd variables and hence

al transactions can be andyzed on a continuum. Subsequently, afifth cumulaive
index of relaive standing is caculated using the four measures. This average
across the four measures condtitutes the cumulative relative standing index. The
cumulative relative slanding index is caculated to facilitate the coding in the

polytomous/multinomia logistic regression and for andyzing interaction effects.

Market Overlap: Market overlap between the acquirer and target is measured over

four dimensions based on the type of relatedness between the acquirer’ sand the
target’ s domain of operations. The domains of operations of each firm were

identified using the 4-digit SIC codes of each of the firms,

Horizontal M& As. Horizontad M& As are those transactions, which
involve two directly competing firms as acquirer and target. Thismessure is
cdculaed usng the primary SIC code of the acquirer and the target. A transaction
is classfied as horizontd if the primary SIC code of the acquirer is equd to the
primary SIC code of the target. A primary SIC code represents the industry in
which the acquirer or the target have their primary operations or an industry from

which they generate their maximum revenue. Thisis coded as dichotomous
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variable, 1 representing that it isahorizontad M&A, while O representing

otherwise.

Vertical M&As:. A verticd transaction is one in whichthe acquirer or the
target is related vertically to each other in the supply chain. Thiswould give
backward integration to the company to assmilate the sources of supply and
forward integration towards the market. i.e., the merging undertaking would be a
buyer or asupplier usng its product as intermediary materia for fina production.
Thismeasure is obtained using Lemdlin's (1982) and Fan and Y ang's (2000)
method of vertica relatedness index. Thisindex of relatednessis based on the
“Use Tables’ provided by the Bureau of Economic Analyss. The“Use Tabl€’ is
amatrix (Input-Output or 10O matrix) containing the value of commodity flows
between each pair over 500 industries. The table reports for each pair of industry,
i and j, the dollar value of i’s output required to produce industry j’stota output,
denoted as a;;. For caculating the vertical relatedness index, a; is divided by
industry j’ stotal output to get vij representing the dollar value of industry i's
output required to produce 1 dollar’ sworth of industry j’s output. Conversely, aji
isdivided by the dollar value of industry i’s total output to get vji, representing the
dollar value of indudtry j’s output required to produce 1 dollar’ sworth of industry
I’soutput. The vertica relatedness index is calculated as an average of vjj and vji.
Primary businesses (SIC codes) of both the acquirer and the target are used in
caculation of this vertical relatedness index between the two firms. Itisa

continuous measure representing the “degree” of relatedness.
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Related/Complementary M& As. The relatedness measure depicts the
overlap between the acquirer and the target in areas other that their primary
business. The SDC dataset provides information (SIC codes) of each firm's
operationsin upto 18 indudtries. This measureis caculated by correlaing the
number of common industries between the acquirer and the target. It isbased on a
count measure of the number of common SIC codes between the acquirer and the
target. It is a continuous measure representing the “ degree”’ of relatedness. In case
of overlgp in the primary busness/industry, the case is considered as a Horizonta
merger/acquisition.

Prior Studies have used SIC-based variable to classify relatedness between
firms (Hoskisson, Hitt, Johnson and Moesel, 1993; Hambrick and Cannella,
1993). Fan and Y ang (2000) compare the mean relatedness coefficients (obtained
through Use Tables— 10 matrix) between industry pairs classfied into different
SIC industries and between industry pairs classified into common SIC industries.
Their comparison indicate that the results are better when the
rel atedness/complementarity between firmsis caculated using SIC codes whereas
the results are more valid when vertica relatednessis calculated using the O
matrix. Conclusvely suggesting that SIC- based variables captures more

complementarity and 10 matrix variable captures more vertica relatedness.

Conglomerate M& As. Conglomerate M& As where cases which were

neither horizontaly/verticaly-related nor had any degree of

relatedness/complementarity between the acquirer and the target. Cases were
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coded as conglomerate M&Asif no level of relationship between the acquirer and
the target could be ascertained from the above mentioned measures. Thisis coded
as dichotomous varigble, 1 representing that it is a conglomerate M&A, while 0

representing otherwise.

Ownership Status: Measures for identifying the ownership status of both the

acquirer and the target are available directly from the SDC dataset. This measures

indudes a categorical variable each for the acquirer and the target.

Acquirer Ownership Satus: This categorica variable is coded so asto
identify the acquirer ownership status as a Public Company, Private Company or

aSubsdiary.

Target Ownership Status: This categoricd variable is coded so asto
identify the acquirer ownership status as a Public Company, Private Company or
a Subgidiary. These coded varigbles are isolated to yield two dichotomous
variables asfollows @) Acquirer isaPublic Company while Target isa Private
company, and 2) Target is a Public Company while Acquirer isa Private

Company.

Acquirer’s Degree of Diversification: Measure of Acquirer’s degree of

diversfication was caculated using the acquirer’ s portfolio of businesses. The

degree was calculated using the measure relating to spread across the businesses.
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The acquirer’ s degree of diversfication (ADDI) was calculated as.

ADDI = § ASC, - ASC,

i=1i=1

Here, ASIC = Acquirer 4-digit SIC code, n= number of businesses.

This measure is congstent with Rumelt (1974) conceptudization of firm's
diversity and isin accordance with the work by Christensen and Montgomery
(1981). This approach categorizes the extent of diversification of firmsbased on
the rel atedness between its severa types of businesses.

Ancther indicator of acquirer’ s diversfication is aso incorporated that
represents a categorical measure of presence or absence of acquirer’ s diversified
portfolio. Thisis coded as dichotomous variable, 1 representing that the acquirer

has adiversfied portfolio, while O representing otherwise.

M&A Techniques/ Transactiond Characteristics: Measures for identifying the

techniques of transaction are available directly from the SDC dataset. All these
measures are identified by coded variables that represented acquisition techniques
used in each transaction. These coded variables areisolated to yield seven

dichotomous variables as follows:

Merger of Equals: Thisindicates that the acquirer and target in the stock
swap transaction have agpproximately the same market capitaization and relaive
ganding, and further the ownership of the new entity will be owned roughly 50/50

by the target and the acquirer shareholders. Both companies aso tend to have
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closeto equa representation on the board of the new company. Thisis coded as
dichotomous varigble, 1 representing that transaction is a merger of equds, while

O representing otherwise.

Friendly Mergers. Mergers and acquigtions through the negotiations,
willingness and consent of the target company are cdled friendly mergers. Thisis
coded as dichotomous variable, 1 representing that the transaction was afriendly

merger, while O representing otherwise.

Hostile Acquisition: Hostile acquisitions are cases in which an acquirer
may not offer the proposal to acquire the target company’ s undertaking, but may
dlently and unilaterdly pursue efforts to gain controlling interest in it againg the
wishes of the management. They are also cdled raids or takeover raids. Thisis
coded as dichotomous variable, 1 representing that the transaction was a hostile

acquisition, while O representing otherwise,

Sock Swap: It indicates atransaction in which the acquiring company
exchanges equity in itsdf for equity in the target. Thisis coded as dichotomous
variable, 1 representing that it is the transaction involved stock swap technique,

while O representing otherwise.

Rever se Takeover: Such atransaction indicates amerger in which the

acquiring company offers more than 50% of its equity as consideration offered to
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the target company resulting in the target company becoming the mgjority owner
of the new company. Thisis coded as dichotomous variable, 1 representing that

the transaction was a reverse takeover, while O representing otherwise.

Divestiture: This transaction indicates that the dedl is adivedtiture
meaning that thereis aloss of mgority control; the parent company islosing a
mgority interest in the target or the target company is disposing of assets. Thisis
coded as dichotomous variable, 1 representing that the transaction was a part of

the target firm divesting its assets, while O representing otherwise.

Pooling of Interest: A transaction that is dassfied as a pooling of interest
transaction indicates that the acquirer is using this accounting method whereby
the balance sheets of both the companies are added/merged together. Thisis
coded as dichotomous variable, 1 representing that the transaction involved

pooling of interest by the acquirer and the target, while O representing otherwise.

Overview of the Empirical Model : The task under andlysis requires modeling a
categorica dependent (discrete choice) variable with a set categorica and continuous
independent covariates. For categorica dependent variable there are two usua methods
of estimating arule for dassfication of y given x: the norma discriminant procedure and
the multinomia logistic regression procedure. The former places strong assumptions on

the fact that X has a multivariate normd distribution, whereas the latter places no explicit
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regtrictions on x (Campbell and Donner, 1989). Further, multinomia logigtic regression

has the following advantages:

a)

b)

Logistic Regresson does not assume a linear relationship between the
dependent and the independent variables. It can handle nonlinear
effects even when exponentid and polynomid terms are not explicitly
added as additiond independents.

The dependent variable need not be normally distributed.

The dependent varidble need not be homoscedastic for each leve of
the independent(s).

Normally distributed Error terms are not assumed.

It does not require that the independents be unbounded or interval.

Therefore the polytomous (or multinomial) logistic regression® has the advantage

of being robust under awide variety of digtributions of x. Multinomid logigtic regression

works well when we have amix of both categorica (or dichotomous) and continuous

independent variables. This specid type of logigtic regresson modd is useful for

predicting categorical outcomes based on a set of predictor variables. It ismore generd in

nature (as compared to the logistic model) because the dependent variable is not

redtricted to just two categories. A multinomid logistic mode estimates the effects of the

explanatory variables on the likelihood that one falls into a group relative to the

likelihood that one falsinto a group rdaive to the likdihood of faling into some pre-

selected reference group. Conversion of discrete data to probabilities alows

! Literature on logistic regression uses polytomous, polychotomous or multinomial logistic regression

interchangeably.
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representation of probabilities for discrete choices. The multinomid logistic modd aso
follows the independence of irrdlevant dternatives since adding another option to the
choice does not change the ratio probabilities for the two existing choices. The generd
plan isto modd the odds of plan choice as afunction of the covariates and to express the
result in terms of odds ratios for choice of different plans. Therefore, it is planned to use
this robust modd to mathematicaly represent and empirically eva uate the concept.

The undelying assumption of this modd is derived from the decison theory
literature, i.e. a decison maker can rank posshble dternatives in order of preference and
will adways choose that option from avalable dternatives that option which he/she
consders most desirable, given higher perception of the benefits that he/she derives from
that decison. (Punj and Stadin, 1978). The god of the multinomia logigic regresson is
to correctly predict the category of outcome for individua cases usng the most
parsmonious modd. Agresti (1990) suggedts that the probability of each of the outcomes
can be caculated from the regresson parameters for any given vaue of sat of X's (here x
represents the independent variables in the modd). Here it is assumed that the log of adds
is proportiond across categories. The logigtic transformation is formalized as follows.

k
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ai+a bijx]-

e &
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Here, No. of categories=n, i=1,2, ...n
No. of independent variables =k, =12, ...,k

x; = j™ independent variable
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P; = Probability of sdlecting category i of atota of n categories

a istheintercept and b the dope of the parameter vaue of the predictor variable.

In this sudy, we have the following mode!:

No of categories (choices) of name redeployment strategies = five(5)?.

As outlined in the conceptua framework, the name redeployment decison is
based on a set of 12 firm and transaction-specific characteristics (independent variables)
inherent to each transaction. Hence, the probability that the firms choose strategy 1 can

be mathematicdly represented by the following equation:

12
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... and so on for probabilities of each of the other name choices.

The god of this study is the esimate the bj’s for each independent varigble for

the set of choices of name redeployment. Unlike in the Logit modd, the parameters byj's
vay with the dependent varidble (insead of the independent variable varying with the

dependent) in multinomid logistic regresson. This edimation is conducted through the

2 Unlike the previously discussed conceptual model, which contains 6 redeployment strategies, the
empirical examination is conducted over 5 strategies. The Acquirer dominated synergistic and acquirer non
dominated synergistic strategies are combined into one category to form “(concatenated) synergistic
strategy.”
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maximum likdihood edimation technique usng the SPSS multinomid logidic regression
module.

To damplify the discusson of the edimaion and interpretation of odds ratios in
the multinomid outcome dtudion, a generdized notation Smilar to that used in a binary
outcome case is used, S0 as to include the outcomes being compared as well as the vaues
of the covariate. Interpretation of each edtimated odds ratio and its corresponding
confidence interva is closdly related to that of a binary outcome setting. As is the case
with the binary outcome setting with a dichotomous covariate, the estimated standard
error of the coefficient is the square root of the sum of the inverse of the cel frequencies.
It is assumed that the last choice (Strategy 5) is the reference option. Therefore, the
results depict estimation of four b s, ingead of five. The probability of the first category
(also known as the reference category) can be calculated since,

S
aPr=1
i=1

The esimation would require cdculation of (4x15 + 4 = ) 64 paameters. In
generd, the likelihood ratio test for the significance of the coefficients for a varidble has
degrees of freedom equd to the number of outcome categories minus one times the

degrees of freedom for the variable in each logit (binary estimation).

This above discussed modd and esimation method dlows cdculation of the
predicted probability of each of the 5 categories on any given score on the vaue of x's.
Subsequently enable us to develop predictable models of corporate name redeployment.

Such a modd can be further examined by comparing the number of firms predicted to
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deploy a paticular name drategy with the actud number of firms deploying that

particular Srategy (using a holdout sample).

As with any fitted modd, multinomid logidic regresson andyss requires
edimation of its overdl fit and examination of the contribution of esch variable to the fit.
A modd with multiple outcome categories makes the problem more difficult than is the
case with binary outcome category because unlike in the latter case, the former has
multiple egtimated probabilities of occurrence of each category. Lesaffre and Albert
(1989) have proposed extensons of tests of goodness of fit and logistic regresson
diagnogtics to multinomid logisic regresson modd. The process by which coefficients
are tested for dggnificat for indudon or dimingion from the modd involve severd

different techniques.

Wald's Test: The Wad test is used to eva uate the satistica sgnificance of each

coefficient (b) in the modd. A Wad test caculatesa Z gatidtic, whichis

B
SE

Z =

ThisZ vadueisthen squared, yidding aWad datistic with a chi- sgaure distribution.
Severd authors have identified problems with the use of Wad datistic. Menard (1995)
wans that for large coefficients, sandard error isinflated, lowering the Wad Satigtic
(chi-sguare) vaue. Agresti (1996) states that the likelihood-ratio test is more reliable for

amal sample szesthan the Wad test.
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Likelihood-Ratio Test: The likdihood-ratio test uses the ratio of the maximized
vaue of the likdlihood function for the full modd (L1) over the maximized vaue of the

likelihood function of the smpler modd (L,). The likdihood-ratio test statistic equals:
L
- ZIOQL_O =- Z[IOQ(LO)' |Og(|-1)] = 2('—0 - Ll)
1

Thislog transformation of the likelihood function yields a chi- squared statistic.
Thisis the recommended test gatistic to use when building amodel through backward

sepwise dimination.

Hesmer-Lemshow Goodness of Fit Test: The Hosmer-Lemshow datistic evaluates
the goodness- of-fit by creating 10 ordered groups of cases and then compares the number
actudly in the each group (observed) to the number predicted by the logistic regression
modd (predicted). Thus, the test Satistic is a chi-square statistic with a desirable outcome
of non-ggnificance, indicating that the model prediction does not significantly differ
from the observed. The 10 ordered groups are created based on their estimated
probability; those with estimated probability below 0.1 form one group, and so on, up to
those with probability 0.9 to 1.0. Each of these categoriesis further divided into two
groups based on the actual observed outcome variable (successfailure). The expected
frequencies of each of the cells are obtained from the modd. If the modd is good, then
most of the cases with success are classified in the higher deciles of risk and those with

fallure in the lower deciles of risk.

List of Variables: The following discusson provides a glimpse of the dependent

and independent variables used in the study, their value ranges and the associated units.
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Dependent Variable (Categorica): BRSTR (Brand name Redeployment Strategy)

BRSTR=1, Acquirer Dominated Brand name Redeployment
BRSTR=2, Acquirer Non-Dominated Brand name Redeployment
BRSTR=3, Synergistic (Concatenated) Brand name Redeployment
BRSTR=4, Non Synergistic Brand name Redeployment
BRSTR=5, Pure Synergigtic Brand name Redeployment

Independent Variables:

Rdative Standing Varibles

RMYV (Redive Market Vaues) = Market Vdue of Target divided by that of
acquirer.

Market Vaues ($mil) of both the target and the acquirer are calculated by
multiplying the total number of their respective shares shares outstanding times the
respective stock price 4 weeks prior to announcement date.

RTASS (Rdative Totd Assets) = Total Assets of Target divided by that of
acquirer.

Total Assets (Last 12 Months)($mil) includes current assets, long-term
investments and funds, net fixed assets, tangible and intangible assets/goodwill, and
deferred charges ($mil).

RSALES (Reldive Sales) = Net Sdes of Target divided by that of Acquirer.

Net Sdes (Last 12 Months)($mil) are the primary source of revenue after taking
into account returned goods and alowances for price reductions. If not available, total

revenues are used. For banks, net sdes equds interest income plus non-interest income,
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RNI (Relaive Net Income) = Net Income of Target divided by that of Acquirer.

Net Income (Lagt 12 Months)($mil) isincome from continuing operations, after
taxes and minority interest, before extraordinary items and preferred dividends.

ORS (Oveal Rdative Standing): Mean of RMV, RTASS, RSALES and RNI.

RRANK (Reative Reputation Rank Indicator): Average Rank of Target divided
by that of Acquirer.

Average Rank of thefirm s calculated as a mean rank across the Fortune,

Business Week and Forbes Ranks assgned to each firm during the last 12 months.

Market Overlap Variables:

HORIZON = 1, if the merger/acquisition is classfied as a horizontad merger, O
otherwise.

VERTICAL (Veticd Rdatedness Index): Continuous variable representing the
verticd relatedness between the acquirer and the target as calculated using 10 matrix (see
description in the “Measures’ section).

RELATED (Degree of Relatedness’Complementarity): Continuous varigble
representing the degree of market overlap between acquirer and the target using SIC
codes (see description in the “Measures’ section).

CONGLOM =1, if the merger/acquistion is classfied as a conglomerate

merger, O otherwise.



Ownership Status Variables:

APTV =1, if the acquirer isa public enterprise AND target is a privately-held
firm, O otherwise,
AVTP =1, if the acquirer isaprivady-held firm AND target is a public firm, O

otherwise.

Acquirer’s Degree of Diversfication Variable:

ADDI (Acquirer Degree of Diverdgfication Index): SIC-based degree of
diversfication of acquirer’s business portfalio.

ADIV =1, if the acquirer isadivergfied firm, O otherwise,

Transactiond Vaiables:

MOE (Merger of Equas): = 1, if the merger is classfied as amerger of equals
(the acquirer and the target have relatively smilar assets and capabilities), 0 otherwise.

FRNDMERG (Friendly Merger): = 1, if the merger is classfied asafriendly, O
otherwise.

HOSTACQ (Hogtile Acquistion): = 1, if the acquidition is classfied as a hodtile,
0 otherwise.

STOCK SWAP (Stock Swap): = 1, if the merger/acquisition involves stock swap
technique of transaction., O otherwise.

REVTAKE (Reverse Takeover): = 1, if the merger/acquisition involves areverse

takeover, 0 otherwise.
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DIVEST (Divediture): = 1, if the merger/acquisition involves a divetiture of
assets of the target, O otherwise,
POI (Pooling of Interest): = 1, if the merger/acquisition involves pooling of

interest, O otherwise.

Consequences Of Brand Name Redeployment

Dowling (1986) concluded that organizations develop and manage their image to:
a) simulate sdes; b) establish company goodwill; ¢) create an identity for employees; d)
influence investors and financia inditutions; €) promote favorable relations with the
community, government, specid interest groups and other opinion leaders, so asto
achieve a sustainable competitive advantage. Each of these objectives affect a different
set of company stakeholder groups. To be beneficid to dl of these god's, acompany's
brand image must have a positive affect on dl stakeholdersinvolved. A key factor in
choosing the right corporate brand image is in considering the diverse views of the
company's many stakeholder groups. Each mgjor stakeholder group has different
characterigtics, needs and expectations and may hold a different image of a company. The
magjor stakeholder groups of an organization include: stockholder, board of directors,
employees, suppliers, channel members, customer, and community. Perceptions and
inferences about the company will differ anong the various stakeholder groups,
depending on the nature of the interaction with the organizetion. In the incressingly
competitive environment of today's business world, developing an brand image that is
favorably perceived by al company stakeholder groups is an advantage but a complex

process. To accomplish this, it is critical that the company understands how each
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stakeholder group perceives the company and how important company characteristics are
to these groups. This knowledge coupled with an in depth andysis of how potentia
company brand images would effect these stakeholder perceptions ads decision making
concerning what image is best for the company. All too often companies develop an
image based on their relationship with one group of stakeholders. But, what is consdered
adesirable corporate image by one stakeholder group may not be by another. For
example, IBM built an image of caring for its employees. Yet, IBM took a beating on
Wal Street partly due to this same image. Many investors did not believe IBM would be
tough enough to accomplish necessary cost cutting to be competitive. Such a complexity
of identifying a corporate brand image that is acceptable by all the stakeholder groups
plagues the brand management practice and research.

The above-discussed complication has severe implications to our understanding
of the consequences of brand redeployment and the effect of redeployment decison on
the various stakeholder groups. The measurement of the consequences of the
redeployment action requires an analyss of the reactions (or change in attitude) toward
the redeployment decision across al stakeholder groups. The complications arise at
measuring the reactions of “al” stakeholder groups and coagulating it into a one-
dimensiond congtruct. The coreissueis that research in thisfield is yet to provide us
with any method or instrument to adequately capture the gestalt impression. Johnson and
Zinkhan (1990) point out that an integrative measurement instrument is necessary, yet no
such measure has been designed. Therefore, with the current tools of conceptua and
empirica research available, it becomes prudent to identify and study the reactions of

brand name redeployment decisions by each stakeholder group individudly. The
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following discusson isamed a providing a glimpse of how the consequences of brand
name redeployment for each stakeholder group can be studied.

The issue of studying the consequences of brand redeployment can be studied
from avariety of perspectives. For example, one way would be to examine the
performance of the firm using its financia/performance-based data as surrogate to the
reaction of its stakeholder groups. This gpproach is similar to the one used by Capron and
Hulland (1999) in which they andlyze the change in market share and geographic
coverage subsequent to brand redeployment decison. A multitude of sudiesin the
finance literature aso follow this approach. Previous studies (e.g. Karpoff and Rankine,
1994; Howe, 1982; Lindaand Reyes, 1992; etc) have andyzed the effect of brand
redeployments on stock prices have used secondary data in conjunction with event study
andysis. The other “direct” method and possibly a much more rigorous method of the
study isto conduct an experimental design. To separate the main effects from
confounding variables such as new business plans, advertisement and sales promotion
effects, conducting an experiment with individua stakeholder groups might yield better
indghts. While this latter approach is possibly more rigorous, it has not been applied so
far in any of the sudies. The following paragraphs provide a discussion of this*direct”

gpproach toward anayzing the consequences of brand name redeployment.

Direct Approach of analyzing the Consegquences of Brand Redeployment:
The direct gpproach of anayzing the reactions of the stakeholder group involves
andyzing the attitude toward change in brand names across dl stakeholders using an

experimenta design approach. The design involves assessing the origind brand
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reputation of both the acquirer and the target and subsequently, comparing it with the
perceived brand reputation of the final merged firm. Origind brand reputation and the fit
between the firms can be manipulated as part of the experiment and subsequently,
attitudes toward severd brand choices can be ascertained. Stimuli for manipulating the

origind brand reputation and fit between the two firms have to be developed.

Simuli Development: Thefirst step toward stimuli development isto identify
industry categories and corporate and product brands within the categories that could be
used for experimentd stimuli. The choice of the industry category rests on 2 conditions:
1) subjects have to be knowledgeable about that industry category; 2) should be able to
identify the hierarchy of brand namesin that category. To accomplish this task, persond
interviews can be conducted to identify these categories. Next, five to s firms can be
identified within each category such that: @) the brand reputation of one is higher than the
brand reputation of other two and other two have same brand reputations. b) The degree
fit between 2 firmsis high and the degree of fit between the other 2 islow. This exercise
will enable setting up the manipulaing of degree of fit and examine the true effects of
origina brand reputation on the attitude towards the eventua brand choice. Subsequently

gimuli can be developed and tested with a smal sample of college students as a pilot

study.

Metrics of Measurement: The dependent variable in this gpproach conssts of a

sdf-reported attitude toward the hypothetically redeployed brand of familiar corporate or

product brands. The following salf reported measures aso need to be captured:
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Attitude toward Firmx The fird metric of measurement is the overdl

evauation of the company or the firm. Since the emphasis of this gpproach ison
evauating the overdl consequences of the redeployment decision, it isimperative
to sudy the evauation of the eventua company than just the new name of the
firm. This measure might also provide some ingghtsinto the new metric of
measuring merger and acquisition success. From a consumers perspective (and in
accordance with Aaker and Kdler's (1990) work) the evauation of the firm will
include their perception of the firm'’s ability to provide qudity goods and services.
The attitude is measured for both the two origind firms and the redeployed firm.
Thiswill enable examination of transferability of quaity perception between the
origina brands and the redeployed brands. From the brand extension viewpoint,
Aaker and Kdler (1990) suggest that the transfer of brand's perceived quality is
enhanced when the two product categories in some way fit together. When the fit

iswesk, the transfer isinhibited.

Attitude toward Brand Names: A brand can be conceptudized as a

cognitive category containing one or severa products (Boush and Loken, 1991,
Bridges, 1989; Park, Milberg and Lawson, 1991). The brand name acts asthe
mental category labe and as such carries the meaning and affect associated with
the category. The semind article by Zinkhan and Martin (1987) argues and
provides empirica evidence that atitude toward brand names exist independently

of attitude toward a product or brand. These attitudes are based on the literd
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meaning of the name, the way it sounds, or some associations that band name

accumulates over time due to company promotion or individua usage.

Involvement: As previous research indicates that industry/product
category knowledge and involvement may affect brand evauations (e.g. Sujan,
1985), involvement of the subjects with the categories aso becomes an important
element to measure. Firm/Product involvement will be used as a covariate or

moderating varigble in the andysis.

The above discusson provides a brief glimpse of a methodology that can be
gpplied to study the consequences of brand name redeployment viaa direct method of
studying the changes in perception of the various stakeholders of the firm. This method is
proposed as a part of future study as mentioned in the last chapter of this report. While
this method is possibly rigorous and might yield richer ingghts, asmpler mechanism, of
evauding the changesin firms financid characteridtics, for identifying the
consequences isincluded in this study. This method has been chosen owing to the time,
and resource congtraints associated with this work. The subsequent paragraphs describe
the firm performance- based method used in this study to andyze the consequences of
brand redeployment decison. An exploratory andyssis presented that amsto identify
ggnificant differencesin firm performance across severd performance variables (such as
revenue, market value, net income etc.) subsequent to the brand name redeployment

decisons.
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Performance-based approach of analyzing the Consequences of Brand Redeployment:

Asapart of the exploratory analyss, an initid random subsat of sample of 167
transactions is extracted from the previoudy-used (to andyze the antecedent factors)
dataset. The randomization was performed such that dmost equa numbers of
transactions of each strategy are included. Subsequently, transactions which included
acquirer’ s that engaged in merger or acquisition activity again within one year of initid
activity were removed 0 as avoid confounding due to the second M&A transaction.
Also, few cases with missing data were dso diminated. The fina dataset comprised of
148 transactions. This new dataset was used to extract acquirer’s and target’ sfinancid
and operationd information from the Compact Disclosure database. Compact Disclosure
derives its data from the SEC filings of the firms and is considered as a sgnificantly
reliable and valid database. The following six financia and operationa variables were
extracted to anayze the consegquences of brand name redeployment on the firm’s
performance:

a) Revenue

b) Net Income

) Intangible Assats’®

d) Market Vaue

€) Average Stock Price

f) Earnings per Share

3 Amongst other elements of intangible assets, here the variable is being considered a measure of brand
equity, goodwill, customer relationship etc.
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The choice of these Six variables was attributed to capture the change in attitude
of two primary stakeholder groups of the firm: its customers and its shareholders. The
firgt three variables (Revenue, Net Income and Intangible Assets) wereincluded so asto
capture the reactions from the consumers whereas the last three (Market vaue, Average
Stock Price and Earnings per share) were included to capture the response of the
shareholders. These variables were sandardized againg firm size. As suggested by Klein
(1999) firm sizeis caculated as anaturd logarithm of total assets of the firm. The sze
control isimportant so as to balance out the pre- and post- acquisition changes attributed
to size. Data for each firm was extracted and averaged across three quarters before the
date of announcement and three quarters after the effective date” of merger to diminate
the anticipated and post-merger knee-jerk effects on financia reporting. Each transaction
involved three data- points across each variable: one each for acquirer, for target and for
the find company. Finaly amatrix of 148 casesis obtained which is digtributed over five
brand redeployment categories. Each case included data on the acquirer, target and fina
company’ s standardized revenue, standardized net income, standardized intangible assets,
standardized market value, average stock price and earnings per share.

The main objective behind this andyssisto identify if there is any significant
differences in firm performance before and after the merger and subsequently compare
the change in firm performance across the five brand redeployment groups. Standardized
ggnificance test (ANOVA) is conducted to anayze differences across means of each of
the six variables across the five redeployment groups. The results of thisanalysis are

presented in the next chapter.

4 Effective dates are dates when the company started incorporating the redeployed name (e.g. stock trading,
promoting etc.). These dates are available in the original SDC database.
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Conclusion

This chapter provides a description of the database used is provided, the measures
of key congtructs and dimensions have been outlined and an overview of the modd used
to andyze the antecedent factors that influence the brand name redeployment decisonis
provided. Further, this chapter aso provides an outline of two methods that can be used
to examine the consequences of the redeployment decisions. While thefirg, direct
method is proposed as a part of the future study, the second method involving the
performance measures of the firm as surrogates to the response of the stakeholdersis
operationdized. The subsequent chapters of this report include the data andysis and the
findings of the both the andyss— the antecedents and the consequences of brand name

redeployment decisions.
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CHAPTER YV

ANALYSIS& RESULTS

Introduction

This chapter includes andlysis of both the antecedents and the consequences of
brand redeployment decisions. The empiricd analysis presented includes both descriptive
andysis of the severd variables used and the impact of each variable included in the
model on the fina choice of brand name redeployment strategy. The descriptive results of
variables are discussed dong with the parameter estimates of multinomia logistic modd.
Multinomid logigtic regresson yieds the probability of choice of one redeployment
drategy over the other given the acquirer and target characterigtics and the transactiond
characterigtics. As part of the anadlysis to determine consequences of the redeployment
decison, standard sgnificance test is performed on firm's performance variables (as
discussed in the previous chapter) across the five redeployment categories. In this
chapter, firgt the descriptive andysis of the initial dataset (used to andyze the antecedent
factors) is presented, followed by a discussion of results of the severa hypotheses, a
discusson of results of multinomid logidtic regression and findly a discussion of the

result of the exploratory andlysis of consequences of redeployment decision.

Descriptive Analysis
The descriptive andlysisis performed to gain an initid understanding of the

phenomenon under investigation. The descriptive Satistics of dl the variables used in the
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andyss are caculaed prior to empirica analyss of the modd and a summary of the
descriptive resultsis provided in the following paragraphs. The dependent varigbleisa
categorica variable with five choice options. The number of cases associated with each
choice option isas shown in Figure 5-1. Figure 5-2 provides aglimpse of the number of
redeployments every year during the time frame of the dataset. The figure shows an
increasing trend of brand redeployments in the 5-year period.

Means and standard deviations of overdl relative standing of the acquirer and the
target firm are as presented in Table 5-1. Relative standing is calculated as Target's
characteristics divided by Acquirer characteristics. Relative standing measure greater
than 1 indicates that the target characteristic (on that particular measure) is higher than
that of the acquirer, whereas a relative standing measure lower than 1 indicates the
target’ s characterigtic is lower than that of the acquirer. Reputatiorn/Rank indicator of the
relative ganding is diminated owing to the high number of missng vaues The
prdiminary andyses suggest that al measures of rdaive sanding indicate arather
consstent result. Cases where the target’ s characteritic is higher than that of the
acquirer, non-dominated redeployment strategy is adopted whereas, cases where the
acquirer has higher rdative standing, acquirer dominated strategy is chosen. These results
are quite cons stent with the hypotheses.

The descriptive statistics of the market overlap between the acquirer and the target
firm are as represented in figures 5-3a, 5-3b, 5-3c, 5-3d, 5-3e and 5-3f. Market overlap is
cdculated over four dimensions. horizontd, vertica, complimentary and conglomerate.
The dataset contains 261 horizontal mergers, 31 vertica, 82 complimentary and 282

conglomerate transactions. Out of these, horizontal and conglomerate variables are
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FIGURE 5-1: BRAND NAME REDEPLOYMENT STRATEGIES (Total Cases=656)
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TABLE 5-1

DESCRIPTIVE RESULTS: ACQUIRER-TARGET CHARACTERISTICS (RELATIVE STANDING)

(SAMPLE SIZE: 656 Mergers & Acquisitions)
(Means and Standard Deviations)

Relative N Dominating Redeployment Synergistic Redeployment  Non-Synergistic
Standing™ : . : Redeployment
Acquirer-Dominated Non-Dominated Concatenated Pure
. 2.656 6.202 1.38 1.619 1.515
Reputation/Rank 97 (3.614) (15.738) (0.815) (1.791) (1.276)
0.343 0.796 0.520 0.245 0.617
Market Value 597 (0.427) (1.1023) (0.426) (0.254) (0.369)
0.535 3.194 0.741 2.592 1.397
Total Assets 570 (0.661) (11.744) (0.948) (19.715) (1.498)
Sales 581 0.653 5.895 0.528 2.758 0.977
(0.876) (18.857) (0.084) (19.362) (0.819)
Net Income 553 0.265 1.170 0.339 1.509 0.899
(4.061) (4.467) (3.310) (12.940) (5.426)
Overall Relative 633 0.316 2.008 0.811 1.349 0.550
Standing (0.906) (6.099) (0.108) (8.327) (1.053)

* Relative Standing is ratio of Target Characteristics by Acquirer Characteristics
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TABLE 5-2
DESCRIPTIVE RESULTS: VERTICAL AND COMPLIMENTARY MARKET RELATEDNESS

(SAMPLE SIZE: 656 Mergers & Acquisitions)
(Means and Standard Deviations)

. Synergistic .

N Dominating Redeployment Redeployment Non-Synergistic

. : : Redeployment

Acquirer-dominated  Non-dominated Concatenated Pure

. 0.291 0.000 2.553 19.208 3.452
Vertical Relatedness 31 (0.426) (0.000) (4.744) (59.322) (5.724)
. . 151 2.29 1.59 1.53 1.36
Relatedness/Complimentarity 82 (0.899) (1.765) (0.908) (0.979) (0.674)
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dichotomous while vertica and complimentary measures are continuous. Means and
gandard deviations of the degree of vertical relatedness and the complimentary overlap
between acquirer and target are as presented in Table 5-2. The prdiminary results, as
presented in Table 5-3, indicate that 45.21% of horizontal mergers or acquisitions
adopted the acquirer-dominated strategy while only 7.66% adopted the non-synergistic
redeployment Strategy. It is also noted that over 40% of conglomerate type mergers or
acquisitions chose the pure synergigtic strategy compared to only 6.38% that chose the
non-dominated redeployment strategy. Transactions that followed the pure synergistic
redeployment drategy have the maximum mean vertica relatedness, while no verticaly
related mergers adopted the non-dominated redeployment Strategy.

Table 5-4 and Figure 5-4a, 5-4b and 5-4c provide descriptive statigtics for the
ownership status of the two firms. Out of the total 656 transactions, 611 of them involve
publicly owned acquirers and 492 involve publicly owned targets. About 18 (2.5% of the
data) acquirers are dso classfied as subsidiaries to large publicly owned conglomerates.
A total of 136 casesinvolved a publicly owned acquirer and a privately held target firm.
Of these 136 cases, 50% of them followed the acquirer dominated redeployment strategy.
None of the transactions in the entire dataset involved a privately held acquirer and a
publicly owned target.

As discussed previoudy the acquirer’ s organizationd form or acquirer’s
divergfication satusis cgptured using two messures. a continuous messure representing
the degree of diversfication, and a dichotomous measure representing if the acquirer has
adiversfied portfolio or not. The prdiminary analysis of these two measuresis as

presented in Table 5-5. A totd of 531 (80.9%) of the acquirers have adiversfied
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TABLE 5-3
DESCRIPTIVE RESULTS: ACQUIRER-TARGET MARKET RELATEDNESS

(SAMPLE SIZE: 656 Mergers & Acquisitions)
(Number of Cases and Percentages of Total)

S Synergistic Non-
Dominating Redeployment Redeployment Synergistic  TOTAL
Acquirer-dominated Non-Dominated Concatenated Pure Redeployment
(265) (=41%) (55) (=8%) (80) (=12%) (208) (=32%) (48) (=7%) (656)
Market Relatedness
Horizontal 118 26 37 60 20 261
(45.21%) (9.96%) (14.18%) (22.99%) (7.66%)
Vertical 12 0 4 12 3 31
(38.71%) (0.00%) (12.90%) (38.71%) (9.68%)
. 36 10 11 19 6
Related/Complementarity (43.90%) (12.20%) (13.41%) (23.17%) (7.32%) 82
Conglomerate 100 18 31 113 20 282

(35.46%)

(6.38%)

(10.99%)

(40.07%)

(7.09%)
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TABLE 54
DESCRIPTIVE RESULTS: ACQUIRER-TARGET OWNERSHIP STATUS

(SAMPLE SIZE: 656 Mergers & Acquisitions)
(Number of Cases and Percentages of Total)

Non-
Synergistic TOTAL
Redeployment

Dominating Redeployment Synergistic Redeployment

Acquirer-dominated  Non-Dominated Concatenated Pure

(265) (=41%) (55) (=8%) (80) (=12%)  (208) (=32%) (48) (=7%) (656)
Acquirer Ownership Status
Public 252 50 75 42 192 511
(41.24%) (8.18%) (12.27%) (6.87%) (31.42%)
Privat ! 4 3 10 3 27
ate (25.93%) (14.82%) (11.11%) (37.04%) (11.11%)
Subsidia 6 2 0 5 3 s
Yy (33.33%) (11.11%) (0.00%) (27.78%) (16.67%)
Targer Ownership Status
. 197 41 67 144 43
Public (40.04%) (8.33%) (13.62%) (29.27%) (8.74%) 492
Private 68 14 13 64 S 164
(41.46%) (8.54%) (7.93%) (39.02%) (3.05%)
Acquirer=Public & 68 12 13 40 3 136
Target = Private (50.00%) (8.82%) (9.56%) (29.41%) (2.21%)

Total Number of Cases where Acquirer=Private AND Target=Public = 0
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FIGURE 5-4a: ACQUIRER OWNERSHIP STATUS
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FIGURE 5-4b: TARGET OWNERSHIP STATUS
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FIGURE 5-4c. Ownership Status: Acquirer=Public and Target=Private
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TABLE 55
DESCRIPTIVE RESULTS: ACQUIRER CHARACTERISTICS (ACQUIRER'SDIVERISIFICATION)

(SAMPLE SIZE: 656 Mergers & Acquisitions)
(Number of Cases and Percentages of Total)

. . — Non-
Dominating Redeployment Synergistic Redeployment Synergistic TOTAL
Acquirer-dominated ~ Non-Dominated Concatenated Pure Redeployment
(265) (=41%) (55) (=8%) (80) (=12%) (208) (=32%) (48) (=7%) (656)
Acquirer is a
163 46 61 228 33 531
Diversified Firm* (29.69%) (8.67%) (11.49%) (43.93%) (6.21%)
* Acquirer is a diversified firm if it has operations in more than one segments/Industries (SIC codes).
(SAMPLE SIZE: 656 Mergers & Acquisitions)
(Means and Standard Deviations)
N Dominating Redeployment Synergistic Redeployment Non-Synergistic
: : : Redeployment
Acquirer-dominated  Non-dominated  Concatenated Pure
Degree of Acquirer’s 531 241684.1 180076.20 253968.78 246626.40 231760.02
Diversification** (248413.61) (218775.85) (281923.66) (270259.92) (221072.74)

** Degree of Diverdfication is based on the SIC codes of the acquirer over itstop 18 businesses.
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portfolio and 49.93% of these acquirers follow the pure synergistic strategy of brand
redeployment. The means and standard deviations of the degree of diversfication
indicate araher indggnificant difference across the various redeployment categories. The
results indicate that acquirers with highest degree of diversfication tend to follow the
concatenated redeployment strategy, closaly followed by acquirer dominated strategy and
pure synergistic redeployment strategy.

The descriptive Satistics of the transactional characteristics are as presented in
Table 5-6 and Figure 5-5a, 5-5b, 5-5c¢, 5-5d, 5-5e and 5-5f. All variables that represent
the transaction process are dichotomous. It is nhoted that out of the 656 cases, 22 of them
are merger of equals, 94 are hostile acquigitions, 562 are friendly mergers. 247 of the
M&A deds follow the pooling of interest accounting method, whereas 402 of the dedls
follow stock swap type of transaction. Further 60 of the transactions involve divestiture
of the assets by the target and 27 are reverse takeovers. It is noted that over 60% of the
hostile acquigitions and over 52% of the stock swap transactions follow the acquirer
dominated brand redeployment

Prior to any subsequent analysis, afew datigtical checks were performed to
ensure the validity of the dataset and the model. Correlation analyss was done to identify
and subsequently remove the effect of multi-colinearity within the independent varigbles.
Further, the dataset was checked for biases againgt industry-effect on redeployment
decisions. No significant effect was found (¢ = 0.351 for acquirer, ¢ = 0.721 for target).
The redeployment decisons were not industry related or rather the redeployment
categories were spread out across dl industries. Checks were also performed to examine

the effect of ded vaue on redeployment decison. The merger and acquisition ded value
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TABLE 5-6
DESCRIPTIVE RESULTS: TRANSACTIONAL CHARACTERISTICS

(SAMPLE SIZE: 656 Mergers & Acquisitions)
(Number of Cases and Per centages of Total)

. . L Non-
Dominating Redeployment Synergistic Redeployment synergistic TOTAL
Acquirer-dominated Non-Dominated  Concatenated Pure Redeployment
(265) (=41%) (55) (=8%) (80) (=12%)  (208) (=32%) (48) (=7%) (656)
Transactional Characteristics
M f Equal > 4 ! 1 > 22
erger of Equais (22.73%) (18.18%) (31.82%) (4.55%) (22.73%)
Hostile 57 2 5 25 5 94
Acquisitions (60.64%) (2.13%) (5.32%) (26.60%) (5.32%)
Eriendly Merger 223 53 75 168 43 562
riendly Merge (39.68%) (9.43%) (13.35%) (29.89%) (7.65%)
Divestit 34 3 7 10 6 60
Ivestitures (56.67%) (5.00%) (11.67%) (16.67%) (10.00%)
Pooling of 118 20 37 58 14 247
Interest (47.77%) (8.10%) (14.98%) (23.48%) (5.67%)
Reverse 6 8 6 2 5 27
Takeover (22.22%) (29.63%) (22.22%) (7.41%) (18.52%)
210 31 63 78 30
Stock Swap (52.24%) (7.71%) (15.67%) (19.40%) (7.46%) 402
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FIGURE 5-5b: Friendly Mergersand Hostile Acquisitions
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FIGURE 5-5C: REVERSE TAKEOVERS
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FIGURE 5-5f: POOLING OF INTEREST
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ranged from $100 million to $78.9 hillion in the 656 casesin the dataset. It was found
that the mean ded vaue was sgnificantly (F-value=3.175, p<0.05) higher for the
acquirer non-dominated redeployment strategy and the synergistic (concatenated)
redeployment strategy. This result is consstent with the theoretica reasoning thet the
target’ s relative standing is higher than that of the acquirer in acquirer non-dominated
redeployments. It is quite possible that the dedl value actudly includes alarge portion of
the value associated with higher intangible assets of the target. Further the acquirer non
dominated redeployments and synergistic redeployments are motivated more by
leveraging the target’ s equity than by the competence destroying effects or the

managerid power. Thisresult also provides us with clues thet the higher the dedl value,
the more rationd (leveraging of equity) the redeployment decison. However, the results
dso indicate that there is no sgnificant difference between the premiums paid across the
cases for each redeployment drategy. Premiums are caculated usng a number of
measures including retio of vaueto target’s sales, profits, book value, market value, and
total assets. None of these premium measures yielded any significant differences across
the five redeployment gtrategies. From the empire-building motive of resource
redeployment, it would be reasonable to expect higher premiums paid by acquirers for a
dedl. However, Black (1989) shows that overpayment and premiums are aso associated
with optimism of the deal and sometimes the acquirer’ sinterest (i.e. diversfication of the

firm) might diverge from the stockholder.
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Hypothesis Test Results

The results of the univariate hypothesis testing are as presented in Table 5-7 and
Figure 5-6. The impact of the relaive standing, market overlap, ownership status,
organizationa form and transactiond characteritics are examined here using standard
sgnificance tests across redepl oyment groups. One-way anova conducted on the
continuous independent variables while cross tabulation (chi-square) analysis was used
for categorica independent variables. The andysis yields support for both Hypothesis 1a
and Hypothess 1b. The results show that the higher the rdlative standing of the acquirer,
the higher the likelihood of acquirer-dominating brand name redeployment, whereas
higher the relative standing of the target, the higher the likelihood of acquirer non
dominating brand name redeployment. These results were obtained across amogt dl
measures of reldive standing viz. market vaue (F-value=17.383, p<0.01), total assets (F-
vaue=5.872, p<0.05), saes (F-vaue=9.137, p<0.01), net income (F-vaue=2.194,
p=0.141) and the overd| relative standing index (F-vaue=12.623, p<0.01). Significant
differences between relative standing were found across acquirer dominated brand
redeployed versus other cases (F-vaue=3.264, p-vaue<0.05) and smilarly, sgnificant
differences were found across acquirer nor-dominated redeployed cases and others (F-
value=6.712, p-value<0.001).

The cross-tabulated results show that horizontal mergers lead to acquirer
dominated brand redeployments (c2= 4.173, p-value<0.05). Therefore, hypothesis H2ais
supported. The analyses of differences between mean vertica relatedness of pure and

concatenated synergistic redeployment cases versus others yields non-sgnificant results
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TABLE 5-7

HYPOTHES STEST SUMMARY RESULTS

Hypothesis (g;er;tesé.z;) Significance

Impact of Relative Standing
Acquirer-dominated brand name Redeployment Strategy is more likely to 0.898

Hla | be adopted when the relative standing of the acquirer i s higher than the (.380) 3.264**
target.

H1b Non-dominated brand name redeployment strategy is more likely to be 1.039 B.710%*
adopted when the relative standing of the target is higher than the acquirer. (253) )

Impact of Market Overlap

Hoa Acquirer dominated brand name redeployment strategy is more likely to be 0.823 4173+
adopted subsequent to a horizontally related M& A. (261) :

H2b Synergistic (Concatenated or Pure) brand name redeployment Strategy is 0.336 1108"
more likely to be subsequent to a vertically related M&A. (3D) '

Pure synergistic brand name redeployment strategy is more likely to be 019

H2c | adopted if the acquirer and target arerelated in industries other than the (.82) 0.314™
primary industry.

Hod Pure synergistic brand name redepl oyment strategy is more likely to be 0.706 15,978+
adopted subsequent to a conglomerate M& A. (282 '

Impact of Ownership Status
Acquirer dominated brand name redeployment strategy is more likely to be 0912

H3a | adopted when the acquirer isa public firmand target is a privately-held (i36) 6.359***
firm.

Non-dominated brand name redeployment strategy is more likely to be 0,000

H3b | adopted when the acquirer isa privately-held firm and the target isa kO) -
public firm.

Impact of Acquirer’s Diversification

Hda Pure synergistic brand name redeployment strategy is more likely to be o711 4.236**
adopted when the acquirer has a highly diversified business portfolio. (531 (dichotomous)
Non-syner gistic brand name redeployment strategy is morelikdy to be 1.000

H4b | adopted when the acquirer has a |l ess diversified business portfolio and the ( 2) 1.267"
relatedness between the acquirer and target islow.

Impact of Transactional Characteristics

nergistic (concatenat rand name redepl oyment strategy ismore .

H5a Syl istic ( ed) brand edepl i 0.566 8.186%**
likely to be adopted subsequent to a merger of equals. (22 )

nergistic (concatenated or pure) brand name redeployment strategy is . ns

H5b Syl istic ( ed ) brand edepl i 0.795 0702
more likely to be adopted subsequent to a friendly merger. (564) '

H5c Acquirer dominated brand name redeployment strategy is more likely to be 1231 3,149+
adopted subsequent to a hostile acquisition. (99 :

H5d Acquirer dominated brand name redeployment strategy is more likely to be 1.006 L5AL+*
adopted subsequent to a stock swap M& A. (412 :
Synergistic (concatenated) brand name redeployment strategy is more 0.201

H5e | likely to be adopted subsequent to a merger or acquisition involving ('2 A7) 2.869**
pooling of interests.

5 Acquirer dominated brand name redeployment strategy is more likely to be 1116 3,368+
adopted subsequent to a divestiture of assets by the target. (60) '

H Non-dominated brand name redeployment strategy is more likely to be 0473 16,547+ *

5 adopted subsequent to a rever se takeover. 27 '

** p-value<0.05, *** p value<0.001, ns=not supported
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(F-value = 1.128, p-value=0.297). However the mean value of pure and concatenated
synergistic cases is much higher (mean vertical relatedness = 15.0446) compared to that
of other redeployment cases (mean vertical relatedness = 0.9231). The lack of
sgnificance between the groups may probably be attributed to the relatively smdl sample
Sze since out of 656 cases only 31 cases are vertically related M&As. The categorical
andysis of these 31 cases aso provides non-significant results between pure and
concatenated synergistic redeployment cases versus others (c?= 0.783, p-value=0.375).
Therefore hypothesis H2b is not supported. The testing of hypothesis H2c yielded nor+
dgnificant results. No sgnificant differences (on relatedness values) were found between
pure synergistic redeployment versus other cases (F-value=0.314, p-value=0.576).
However, upon further investigation, it is found that the higher the
rel atedness/complimentarity between the acquirer and the target, higher isthe likelihood
of adopting acquirer non-dominated brand redeployment. Significant difference was
found between the relatedness index of acquirer non-dominated redeployment versus
other cases (F-value=9.983, p-vaue<0.001). Further, the results indicate support for
hypothess H2d. The resultsindicate thet there is Sgnificant difference on the number of
conglomerate mergers and acquisitions between the pure synergistic redeployment cases
versus others (c2= 15.978, p-value<0.001).

Reaults show that hypothess H3a is dso supported, which suggests that the
public ownership of the acquirer and private ownership of the target will lead to acquirer
dominated redeployment drategy. Sgnificant differences were found between the

number of acquirer dominated redeployment cases versus others (c?= 6.359, p-
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vaue<0.001). Hypothesis 3b could not be tested since the dataset did not contain any
case where the target is a public company while the acquirer is a private firm.

Hypothess H4a is andyzed usng two measures of acquirer divergfication: @)
continuous measure that represents the degree of diversfication of the acquirer and, b) a
categorica measure that indicates a dichotomous representation of whether the acquirer
is a diverdfied firm or not. No dgnificant result was obtained using the continuous
measure. However the results using the dichotomous measure indicate that mergers or
acquigtions tha involve a diverdfied acquirer have a higher likdihood of adopting a
pure synergistic brand redeployment option (c?= 4.236, p-vaue<0.05). Since the
dichotomous measure was found to yidd dggnificant results, further modd andyss
included this categoricd measure than the continuous messure of degree of
diverdfication. No dgnificant difference of impact of interaction (between acquirer
degree diversfication and the acquirer target relatedness) was found across the five
drategies (F-value = 1.267, p-vaue=0.197). Therefore Hypothesis 4b is not supported.

Furthermore, the results dso indicate synergistic (concatenated) redeployment
strategy is more likely to be adopted with merger of equals (c2= 8.186, p-value<0.001).
Thisindicates that hypothesis H5ais also supported. No significant support was found for
hypothesis H5b, which suggests that friendly mergers lead to pure or concatenated brand
name redeployments. The lack of support can attributed to a validity issue of the measure.

It is ascertained from the business press that the coding of a case as amerger or an
acquisition is dependent not on the initid reaction of the target but on how it is eventudly
categorized by the acquirer. Thisissue of lack of vaidity of the measureis later discussed

in the limitations section of this report. On the other hand, hypothesis H5c is supported as
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the results suggest that hotile acquisitions result in acquirer dominated brand name
redeployments (c?= 3.149, p-vaue<0.05). Empirica support was also ascertained for
hypothesis H5d as the results indicate a significant difference in number of acquirer-
dominated cases versus others that involve stock swap transactions ((c= 4.544, p-
vaue<0.05). The results dso provide support for hypothesis H5e indicating that thereis
significant difference (2= 2.869, p-value<0.05) between synergistically redeployed cases
versus others across the ones that followed pooling of interest mechanism. As
hypothesized in H5f, divestment of target’ s assets |leads to acquirer dominated brand
redeployments. This hypothesisis aso supported as the dataindicates that the number of
acquirer dominated casesis sgnificantly higher than other redeployment cases when the
target’ s assets are divested during the M&A transaction (c?= 3.368, p-value<0.05). As
suggested by Hypothesis H5g, acquirer non-dominated brand redeployment strategy is
more likely to be adopted subsequent to a reverse takeover; the results indicate sgnificant
difference (c?= 16.547, p-value<0.001) across reverse takeover cases that adopt acquirer
non-dominated redeployment versus others.

Overdl, the hypothes's test results seem quite consstent with the theoreticaly
argued hypothesis presented in this report. Due to limitations of the data and some
missing vaues, some propositions were not found to be significant. Specificaly this
study could not incorporate measures of corporate reputation variable and measures of
firm size like number of employees. The data available for corporate reputation index
was for very few companies (apair of 97 firmsin total). Further one hypothesi's
incorporating ownership status (Target = public, Acquirer = private) could not be

incorporated since no cases with this quaification could be found in the dataset.
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Model Results
The modd was estimated using the Multinomia Regresson module (SPSS 10).

Brand name redeployment strategy categoricd variable (five categories) was entered as
the dependent variable. Independent categorica variables were entered as factors and the
independent continuous variables were entered as covariates. The pictographic
representation of hypotheses test resultsis as shown in Figure 5-7. Themain and
interaction effects model was andyzed using the Likelihood Reatio Test and Modd Fitting
Information (chi-square and R-square) (Refer Table 5-8). Parameter estimates and odds
ratios for each independent variable were adso obtained and are as shown in Table 5-9a,
5-9Db, 5-9¢c and 5-9d. The modd results show parameter estimates and probability models
for 4 categories of the dependent variable (BRNSTR) since the probability of the 5
category (Pure Synergistic Redeployment) can be calculated since;

S

ar=1

=1

Here, i = 1 to 5 (brand name redeployment options)

Ovedl the modd fitting information presented in Table 5-8 shows a good fitting
and robust moded. The find mode shows significant results with a chi-square (Hesmer-
Lemshow Goodness of Fit Test) = 136.343. The goodness of fit indices presented in the
adjacent table show pseudo R-squares that are al in the acceptable domain as prescribed
by Agresti (1990). The Cox and Snell R-square is 0.696, Nagelkerke R-square = 0.737

and McFadden R-sguare = 0.607. Cox and Snell’ s R-square is an attempt to imitate the
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TABLE 5-8
Multinomial Logistic Model Results

Model Fitting Information

-2 log Degrees of
Model likelihood Chi- Square* Freedom p-value
Intercept Only 1269.366 - - -
Final Model 1133.022 136.343 56 p<0.000

Goodness of Fit Indices

Index Pseudo R-square
Cox and Snell 0.696
Nagelkerke 0.737
McFadden 0.607

! Hesmer-L emshow Goodness of Fit Test
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TABLE 5-9a

Multinomial Logistic Model Results: Parameter Estimates — Strategy 1

Acquirer Dominated Brand Redeployment [BRSTR= 1]

Variable Parameter | Standard Wa!d’§ Odds Ratio
Est. (b) Error Statistic [Exp(b)]

Intercept (a) 1.593 2.011 0.628 -
Overall Relative Standing (ORS) -1.011*** 0.700 2.034 0.905
Market Overlap:

Horizontal (HORIZON) 4.348** 1.352 0.977 1.706

Vertical (VERTICAL) -0.548 0.501 1.195 0.578

Related (RELATED) -0.785** 0.172 20.778 0.456

Conglomerate (CONGLOM) 0.735 0.376 3.823 2.085
Ownership Status:

Acquirer=Pub., Target=Priv. (APTV) 0.470** 0.697 0.454 0.625

Acquirer=Priv., Target=Pub. (AVTP) - - - -
Acquirer Diversification:

ADIV -0.047 0.373 0.016 1.048

(ADIV) x (RELATED) -0.798 0.254 0.029 2.221
Transactional:

Merger of Equals (MOE) -0.989 1.116 0.708 0.391

Friendly Merger (FRNDMERG) -1.130*** 0.825 1.875 3.094

Hostile Acquisition (HOSTACQ) 2.262** 1.615 2.754 1.294

Stock Swap (STOCKSWAP) 0.687** 0.349 3.869 0.503

Reverse Takeover (REVTAKE) -0.973** 1.149 0.718 0.378

Divestiture (DIVEST) 1.309 0.759 2.974 3.704

Pooling of Interest (POI) -0.317*** 0.316 1.002 0.729

** n<0.05, *** p<0.001
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TABLE 5-9b
Multinomial Logistic Model Results: Parameter Estimates — Strategy 2
Acqguirer Non-Dominated Brand Redeployment [BRSTR= 2]

Variable Parameter | Standard Wald’s F?:S(S)
Est. (b) Error Statistic
[Exp(b)]

Intercept (a) 4.372 2.336 0.061 -
Overall Relative Standing (ORS) 3.256*** 0.958 2.297 1.246
Market Overlap:

Horizontal (HORIZON) -0.192 0.545 0.124 0.826

Vertical (VERTICAL) -14.536** 0.089 9.589 1.785

Related (RELATED) 0.038** 0.208 0.034 1.039

Conglomerate (CONGLOM) 0.321** 0.620 0.268 1.379
Ownership Status:

Acquirer=Pub., Target=Priv. (APTV) -1.083 0.961 10271 0.339

Acquirer=Priv., Target=Pub. (AVTP) - - - -
Acquirer Diversification:

ADIV 0.057*** 0.621 0.008 1.058

(ADIV) x (RELATED) 0.395 0.007 0.216 1.379
Transactional:

Merger of Equals (MOE) 2.241 1.186 3.569 0.106

Friendly Merger (FRNDMERG) 19.757 0.005 1.874 0.056

Hostile Acquisition (HOSTACQ) -2.589** 0.256 1.347 0.851

Stock Swap (STOCKSWAP) -0.773 0.564 1.876 0.462

Reverse Takeover (REVTAKE) 2.802** 1.152 5.915 0.006

Divestiture (DIVEST) -0.087*** 1.146 0.006 1.090

Pooling of Interest (POI) -0.221*** 0.473 0.218 1.247

** p<0.05, *** p<0.001
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TABLE 5-9c

Multinomial Logistic Model Results: Parameter Estimates — Strategy 3
Concatenated Synergistic Brand Redeployment [BRSTR= 3]

Variable Parameter | Standard Wald’s Odds Ratio
Est. (b) Error Statistic [Exp(b)]

Intercept (a) 4.430 2.221 3.979 -
Overall Relative Standing (ORS) 0.054 0.087 0.383 0.947
Market Overlap:

Horizontal (HORIZON) -0.456 0.473 0.930 0.634

Vertical (VERTICAL) 0.180** 0.046 0.154 0.368

Related (RELATED) 1.000** 0.212 22.348 0.947

Conglomerate (CONGLOM) 0.439*** 0.515 0.727 1.551
Ownership Status:

Acquirer=Pub., Target=Priv. (APTV) -0.329 0.933 0.125 0.719

Acquirer=Priv., Target=Pub. (AVTP) - - - -
Acquirer Diversification:

ADIV 0.603 0.449 1.802 0.547

(ADIV) x (RELATED) 1.112** 0.003 0.452 3.041
Transactional:

Merger of Equals (MOE) 2.299** 1.112 4.274 0.100

Friendly Merger (FRNDMERG) 0.542*** 1.119 0.235 1.720

Hostile Acquisition (HOSTACQ) -0.291 0.002 0.714 0.028

Stock Swap (STOCKSWAP) -1.333 0.515 6.698 0.264

Reverse Takeover (REVTAKE) -1.989 1.149 2.997 0.137

Divestiture (DIVEST) -0.008** 0.945 0.000 1.009

Pooling of Interest (POI) 0.190*** 0.396 0.229 1.209

** n<0.05, *** p<0.001
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TABLE 5-9d
Multinomial Logistic Model Results: Parameter Estimates — Strategy 4
Non Synergistic Brand Redeployment [BRSTR = 4]

Variable Parameter | Standard Wa!d’§ Odds Ratio
Est. (b) Error Statistic [Exp(b)]

Intercept (a) -12.753 2.450 27.102 -
Overall Relative Standing (ORS) 0.117 0.165 0.506 0.889
Market Overlap:

Horizontal (HORIZON) 0.082*** 0.617 0.018 1.086

Vertical (VERTICAL) -0.016** 0.049 0.113 0.984

Related (RELATED) -18.364** 0.357 26.439 94.473

Conglomerate (CONGLOM) 0.638 0.640 0.994 0.319
Ownership Status:

Acquirer=Pub., Target=Priv. (APTV) 16.048 2.264 26.436 93.208

Acquirer=Priv., Target=Pub. (AVTP) - - - -
Acquirer Diversification:

ADIV -0.468** 0.545 0.737 0.626

(ADIV) x (RELATED) 18.731 0.045 19.875 0.009
Transactional:

Merger of Equals (MOE) -3.107 1.147 7.343 0.044

Friendly Merger (FRNDMERG) 2.152%** 1.695 1.612 8.606

Hostile Acquisition (HOSTACQ) -0.419 0.400 0.386 0.081

Stock Swap (STOCKSWAP) -1.295** 0.598 4.688 0.278

Reverse Takeover (REVTAKE) 3.022 1.164 6.737 0.048

Divestiture (DIVEST) 1.292 1.661 0.605 0.437

Pooling of Interest (POI) -0.821*** 0.482 2.898 2.271

** n<0.05, *** p<0.001
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Acquirer/Target Characteristic

Corporate
Governance

Relatedness

Competitive
Strategy

Transactional Characteristics

Signaling
Theory / Ease
of
Redeployment

Ownership
Status

Market

Overlap

Transaction
Technique

THEORY INDEPENDENT VARIABLES
Resource- Relative ~ [Acquirer > Target o
based Standing  |1arget > Acquirer (o)
Strategy- Acquirer's  |Acquirer is Diversified (o) -)O
Conduct Organizational
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o
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Vertical ) O |(-)O
Eglritpelidr;entaritv )9 ol AR
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Friendly Merger -)o| 0| O
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Pooling of Interest )0l )0 O | (-)O
Divestiture -)O| (-)O
Reverse Takeover ol O

O= significant positive impact, (-) O = significant negative impact

FIGURE 57: MULTIVARIATE MODEL TEST RESULTS
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interpretation of multiple R-square based on the likdihood, but its maximum can be (and
usualy is) lessthan 1.0. Nagelkerke' s R-sguare is further modification of Cox and
Sndl’s R-square by its maximum in order to achieve a measure that rangesfrom 0 to 1.
The dightly lower R-square values indicates that either 1) few more variables need to be
accommodated in the find mode which would better explain the variance, and/or 2) the
exiging variables need further modifications to ensure their rdiability and vdidity.
However, sncethis sudy isfirg of its kind, the exigting fit indicators of the modd are
well within their acceptable limits. Future work in this area might refine the modd to
achieve better modd fit.

The estimated parameters provide a predictive modd for brand redeployment.
These parameter estimates enable predicting the probability of likelihood of each of the
four redeployment options given the covariates and factors. The estimation procedure
indicates that overdl relative standing, horizontal market overlap, complimentarity
between acquirer and target, acquirer being a public firm, and transactiona
characterigtics such as friendly mergers, hostile acquisitions, stock swap, reverse takeover
and poaling of interest have a Sgnificant impact on the probability of choice of acquirer
dominated brand redeployment strategy. It is aso noted that al sgnificant variables have
the correct direction in terms of their relaionship with the choice of the Strategy. Beyond
what was hypothesized, it isfound that a complimentary market overlap between the
acquirer and the target, friendly mergers, and pooling of interest have a sgnificant impact
on the probability of this strategic choice. The results are consgstent with the intuitive
understanding that friendly mergers, complimentary market overlgp and pooling of

interest transactions deter this strategic choice of acquirer dominated brand
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redeployment. All of these factors tend to support a more synergistic type of
redeployment srategy.

Similarly, for acquirer non-dominated case parameter estimates, it is found that
overdl rdative standing, vertica, complimentary and conglomerate market overlap,
diversfied acquirer, and transactiona characterigtics such as hogtile acquisitions, reverse
takeover, divedtiture of target’ s assets and pooling of interest have sgnificant impact on
the probability of choice of acquirer non-dominated brand redeployment strategy. The
results indicate that the pooling of interest transaction and high the vertica relatedness
between the acquirer and the target increase the likelihood of choice of acquirer non
dominated brand redeployment strategy. This result can be attributed to the fact that
vertica relatedness and pooling of interest transaction method will more likely favor a
gynergidtic type of redeployment than a dominant type. However, consistent with the
earlier hypothesestesting it is aso found that complimentary and conglomerate type of
market overlgp increases the likelihood of adoption of this strategy. The positive
relationship between conglomerate type of market overlap and acquirer non-dominated
drategy can be explained through different motives such as acquirer’ sintentions of
changing focus of operations, organizationd restructuring etc. Thisissue is daborated in
further detall in the concluding chapter of this report.

Further, the results show that the choice of concatenated synergistic brand
redeployment grategy is Sgnificantly influenced by verticdly related, complimentary
and conglomerate overlapping transactions and transactions involving merger or equas,
friendly mergers, divedtiture of target’s assets and pooling of interest. Apart from these

factors, the interaction between acquirer’ s diversification and rel atedness was a so found
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to have a dgnificant positive impact on the choice of this srategy. The impact of
divedtiture of target’s assets and the interaction of diversification and rel atedness was
found to be significant beyond what was hypothesized. The relationship between
diversfication and rdatedness is explained by the fact that high aleve of relatedness
indicates that there is market overlgp across multiple areas of business between acquirer
and target. Such a phenomenon suggests that the transaction approaches more of the type
of merger of equas, which in itsdf has a sgnificant postive impact on the choice of this
drategy. The support for the postive influence of divestiture of target’ s assets and the
choice of concatenated brand redeployment can be derived from the definition of
divestiture of assats. It islikely that the divedtiture of target’ s assetsisrelated to capita
assts and/or employees owing to synergistic benefits. Further caution should be
exercised in analyzing this result since avery smal number of transactions (seven) that
involve divestiture actudly follow concatenated synergistic redeployments.

Findly, the choice of non-synergistic redeployment is postivey influenced by
horizontd, vertica and complimentary overlapped transactions and transactions
involving diversified acquirer, friendly mergers, stock swap and pooling of interest. All
these variables do not correspond to the hypothesized arguments presented earlier. The
incong gtent results can be attributed to a number of reasons relaing methodological
problems such as smaller cell sze (number of cases), to more conceptua issues such as
nonsynergistic redeployments being irrationa choices of executives. It isaso plausble
that the primary reasons for nonsynergistic redeployments can be a complete

restructuring of the merged firm or change of firm’'s focug/direction in its future
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operations. Owing to these incons stencies, caution should be exercised in andyzing the
results.

Overdl the parameter estimates show fairly consstent results as derived from
earlier andyss of individua hypothess. The odds ratios obtained provide an estimate of
the change in probability of choice that can be expected with each unit changein that
particular independent variable. The results provide empirica evidence that the influence
of rdative sanding, market overlap, ownership status, acquirer’ s organizationa
characterigtics and the transactiona issues have a 9gnificant impact on the choice of

brand redepl oyments subsequent to mergers and acquisitions.

Results of Analysisof Consequences. Exploratory Analysis

The objective of thisanalyssisto test for the hypothess that there is Significant
changein the firm’s performance (across severd customer-related and sharehol der-
related variables) and to identify which of the five brand redeployment categories has the
mogt significant change on these performance variables. The change in the performance
of the firm was caculated by comparing the cumulative of the acquirer and the target
performance measures (revenue, net income etc.) with that of the final company. The
vaues were averaged over one year period prior to the date of announcement and
subsequent to the date of execution. Standardized significance test (ANOVA) is
conducted to anayze differences across means of each of the Sx variables acrossthe five
redeployment groups. Comparison of means is done between the post merger (fina

company) vaue and the cumulative vaue of the acquirer and target prior to the merger.
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This comparison is performed across each of the six variables and the mean and standard
deviations across each category is presented in Table 5-10a, 5-10b, and 5-10c.

Quite contrary to the expectation, the exploratory analyss yielded mixed results.
In mgority of the cases, there are inggnificant differences in change in performance
across the five redeployment categories. Cases with sgnificant changes do not yield any
condgtent understanding. The results indicate that there is significant increase in revenue
(28.4%) but a sgnificant decrease in earnings per share (52.1%) subsequent to acquirer
dominated redeployment strategy. On the other hand, sgnificant reduction in net income
(29.1%) and intangible assets (28%) is noticed subsequent to pure synergistic
redeployments. Intangible assets are also lowered subsequent to non-dominated
redeployments. The most significant reduction in average stock price is noticed
subsequent to concatenated synergistic redeployment and non-synergistic brand
redeployments. Inconclusive results are aso noticed while comparing the eventua
performance across the various redeployment categories. The only significant result is
obtained while comparing the revenue of the final companies across the five
redeployment strategies. It is noted that the mean revenue of firms that adopt the acquirer
dominated redeployment srategy is sgnificantly higher that the mean revenue of firms
that follow other options of brand redeployment. While this result indicates that acquirer
dominated redeployment strategies might be the best strategies to adopt, however, owing
to the previous results in terms of the lowering of market vaue, net income etc. caution
should be exercised while interpreting this result.

Ovedl resultsindicate that a merger or an acquisition resultsin lowering of

revenue, net income, market value, intangible assets, average stock price and earnings per
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TABLE 5-10a
REDEPLOYMENT CONSEQUENCES: Standardized? Revenue and Net Income

(SAMPLE SIZE: 148 Mergers &Acquisitions)
(Means and Standard Deviations)

Brand Redeployment N Revenue (mil.) Net Income (mil.)
Strategy . . . .

Acquirer Target Final F-value Acquirer  Target Final F-value
Acquirer Dominated o | S0 w2t é‘éﬁ‘%‘%ﬁ‘l gsgeer | 3420 2412 64995 | g
Acquirer Non-Dominated | 19| cegorty  ri5am) @aosasy | 04" | eosre) @ess  aoizam | 18"
Concatenated Synergistc | 28 | “3379  ser1es 85?)52&‘5 Loge | 302 ST 86200 | g7
Non Synergisti % | govein) eeore) (asem | O%2" | oo aismy  @rem | %"
oo | (e gy awr| ome | B omn | s

F-value| 148 2.965%* 0.958 ™

** p< 0.05, *** p< 0.001, ns = not significant

2 Standardized against Firm Size, where Firm size = natural logarithmof total assets of the firm
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TABLE 5-10b
REDEPLOYMENT CONSEQUENCES: Standardized® Intangible Assets and Market Value

(SAMPLE SIZE: 148 Mergers &Acquisitions)
(Means and Standard Deviations)

Brand Redeployment

Intangible Assets (mil.)

Market Value (mil.)

Strategy N ) . . .

Acquirer  Target Final F-value Acquirer Target Final F-value
pcurer Dominated | 4z | S0 SR 04T | ogen | IS06T ST a5 | e
pcurer NorsDominated | 19 | (295 S5 IO g | HOTS fotne  tshag | o
Concateatea Synergit | 20 | (242 ST 150 | gona | HEBAS - were | et | gy
o | (S dosh S | v | s doress 018 | g
s | Mov g 4 | pseee | 20 Aot B2201 | oong

F-value | 148 1.786 ™ 0.287 ™

** p< 0.05, *** p< 0.001, ns = not significant

3 Standardized against Firm Size, where Firm size = natural logarithm of total assets of the firm
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TABLE 5-10c
REDEPLOYMENT CONSEQUENCES: Avg. Stock Price and Earnings per Share

(SAMPLE SIZE: 148 Mergers &Acquisitions)
(Means and Standard Deviations)

Brand Redeployment

Average Stock Price

Earnings per Share

Strategy N ) . . .

Acquirer  Target Final F-value | Acquirer  Target Final F-value
Acquirer Dominated 42 (gg;ggj) (gg:ggg) (Séjfgi) 1.039 ™ (411:222) (ﬁii) (é:gig) 2.750%*
Acquirer Non-Dominated | 19 (ggégels) (gé:gii) (;2223) 0.259 ™ é:ggg) (é:;gi) é:ggg) 1.388 ™
Concatenated Synergistic | 28 égi?gé) (%:i;g) (ij:gg;) 3.579%%* (é:ggé) (;:g;g) é:gig) 0.906 ™
Non Synergistic 24 (23:233) ég:ggi) (5172'?;430) 2,966 (i%g) é:igg) éiggi) 0.085™
Pure Synergistic 35 (%:;2421) (23:411613;) (ijgg% 0.005™ é:;gi) (1:(13;?1) éiggg) 1.919™

F-value| 148 1.285" 0.542 "

** p< 0.05, *** p< 0.001, ns = not significant
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share. The only exception to this phenomenon being in few cases where the revenue
increased by over 28% when the acquirer dominated redeployment strategy, 5% increase
for those who follow concatenated synergistic redeployments and 2% for those firms that
adopt the pure synergistic brand redeployment option. Support to this result of
diminishing performance subsequent to merger and acquiSition activity is provided by a
quite afew previous sudies (Karpoff and Rankine, 1994; Capron and Hulland, 1999;
efc.). Overdl the characteridtics of the results of this exploratory andyss suggest awide
variety of options that should be pursued to accurately study this phenomenon. The next

chapter includes a discussion about thisissue.

Conclusion

In this chapter, the hypotheses are tested and the impact of the rlevant variables
mentioned earlier is analyzed and reported. The key characterigtics of the several M&A
cases included in the study and the acquirer and target characteristics are elaborated in the
descriptive analyss. Subsequently, detailed trestment of variablesis performed using the
multinomid logigtic regression. In the second section of this chapter, the performance-
based consequences of brand redeployments are analyzed and discussed. Owing to the
importance of the former, more emphasis and rigor isindituted on andyzing the
antecedent factors. The next concluding chapter presents the summary of key findings of

this research dong with the implications, limitations, and an agenda for future work.
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CHAPTER VI

CONCLUSIONS

Introduction

The corporate brand name is redlly the cornerstone of a company's relationship
not only with its customers but aso its employees. It sets the atitude and tone and is the
first step towards establishing a persondity for the company, its products and its
employees. Changing of corporate identitiesis an extremey complex and costly process.
It may raise hackles and demordizes the target firm's employees. Despiteits high codts,
advocates of brand name change claim that benefits derived from the Strategy outweigh
the associated costs and headaches. For long, executives have treated corporate identity
asavanity issue, tying it to persond esteem by associating themsalves with "big" names.
Asthis study intendsto indicate, M& A transactions are one of the valuable opportunities
for the executives to re-deploy this intangible asset for avariety of reasons. This research
intends to empirically examine the factors that firms consder while strategicaly
redeploying their corporate identity consequent to M& A transactions.

Thefollowing paragraphs of this chapter are organized as follows: first the
summary of the findings of this research is presented. The contributions of this research
in terms of academic and practitioner implications are then discussed. Findly, the

limitations of this research are elaborated, coupled with an agenda for future research.
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Summary of Findings

The results of thisempirica analysis provide a good support to the conceptua
framework of antecedents of brand redeployment developed earlier in this dissertaion.
The resultsindicate that target-acquirer relative standing (financid characterigtics),
market overlap, transactiond elements and procedurd characterigtics have a sgnificant
effect on the redeployment decision.

Specificaly, positive support was found for the hypothesis, that the rdlative
standing of the acquirer and the target has an impact on the redeployment decison. The
results indicate that the acquirer’ s brand name will be adopted if its rdative sanding is
higher than that of the target, whereas the target’ s brand name will be adopted if the
target’ srelative standing is higher than that of the acquirer.

Further as hypothesized, the results aso indicate that horizontal mergers or
acquiditions lead to acquirer dominance on the redeployment decision. This suggests the
dominance of the power mative behind the M& A transactions. No significant support
was found for the hypotheses suggesting that vertically related mergers or acquisition
lead to pure or concatenated redeployments, and related or complimentary mergers lead
to pure synergistic redeployment. Conversaly, the results indicate that related or
complimentary mergers lead to acquirer non-dominated brand redeployments. This result
suggedts that the acquirer is buying the target so asto finaly leverage the brand equity of
the target. Thisindicate two strategic motives behind the acquiring firm’s redeployment
decison: @) the acquirer buys the target firm, combinesit with its overlgoping subsidiary
and spins off the newly combined firms as a new firm under the target’ s brand name, or

b) the acquirer buys the target so asto change its primary area of business, and focus
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more on the overlgpping subsidiary businessin future. The latter strategy would involve,
acquiring the target firm, combining its overlgpping subsidiary, divesting its own primary
area of operations and leveraging the target’ s higher equity to change its focus of
operations’. The results aso provide support to the hypothesis that conglomerate mergers
and acquisitions lead to pure synergistic brand redeployment thus providing support to
the argument that conglomerate mergers and acquisitions rely more on financid gains

from the target firms and less on drategic gains that might result from integration of

assets.

Significant support is obtained for the hypothes's that suggests that in cases where
the acquirer is a publicly-owned company and the target is a private firm, it would lead to
achoice of acquirer dominated brand. This result indicates that the redeployment
decison of the brand name is influenced by 1) dominance of the shareholders of the
acquirer firm, and 2) the ease of transaction during the merger process. Further, it might
also provide support to the argument that since the acquirer is a public company, it might
have access to more resources and might have higher brand awareness than the target.
The converse hypotheses that relates to cases wherein a privately owned (acquirer)
company acquires a publicly owned (target) companies could not be tested since no such
cases were found in the entire dataset. However, support for the previous hypothesis
(wherein acquirer isa public entity and target is a private firm) provides some theoretical
argument for this converse hypothess.

The acquirer’ s degree of diversification and itsimpact on the brand redeployment

decison yidded mixed results. While it is found that the degree of diversfication did not

! The current dataset does not have sufficient information to analyze and prove such future objectives/plan
of actions by acquiring firm.

146



have any sgnificant impact on the redeployment decision but the data indicates that
mergers and acquistions that involve a diversified acquirer are more likely to adopt the
pure synergistic brand redeployment option. Thisinconsstency in results can probably be
attributed to the issue of the vadidity of measure of degree of diversfication. Varadargan
and Ramanujam (1987) aso question the vaidity issue with this measure. A count
measure of the degree of diverdfication can be incorporated to test this hypothesis.
Further, the interaction effect of the degree of diversfication and the relative standing
between the acquirer and the target showed no significant impact on the choice of brand
redeployment options. This interaction effect was andyzed using both continuous and
dichotomous diversfication measures but no support to the hypothesis could be
ascertained. As suggested later in the limitations section, the lack of support for the

rel atedness measure might be due to the validity issues discussed by Montgomery (1982).

Findly, dmog dl transactiona measures seem to have a Sgnificant impact on the
choice of the redeployment decision. It is noted that al transactional measures excepting
that of friendly mergers provide significant support to their respective hypotheses. The
measure of friendly mergers yidds inconsistent result owing to the fact that the coding of
thisvariable is post hoc and does not incorporate theinitid reaction of the acquirer. This
issueisdiscussed in gregter detall in the limitations section.

Multinomid logidtic regresson was successfully applied to the dataset. The
parameter estimates of al the independent variables are obtained for each of the brand
name redeployment strategy. The estimated parameters and the mode fit suggest the
sgnificant impact thet the firm-specific characteristics have on the redeployment

decison. The modd fit, asindicated by the chi-square vaues and the R-square values, is
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acceptable. Odds ratios were a so obtained that indicate the change in dependent variable
(relative to the reference category) for aunit change in independent variable. An odds
ratio of grester than one indicates a higher likelihood of selecting the strategy, while an
oddsratio of lessthan one indicates alower likelihood of choosing the strategy, relative

to the reference category.

Overdl, the results of the empiricd analysis show consstent results with the
theoretical arguments and the conceptual mode of the antecedent factors influencing
brand redeployment strategy. Thus providing evidence of its vaidity.

The second part of this research involves the empirica evauation of the
consequences of the brand redeployments. Two approaches toward this evaluation of
conseguences have been outlined. Due to time and resource limitations the indirect
approach was operationalized. This gpproach consders the change in performance of the
firms before and after the transaction as a surrogate measure of the reactions of the
stakeholders. Six performance-based measures were anayzed and changes on those
variables were compared. As discussed in the previous chapter, the overal results of
these comparisons did not yield any conclusive understanding of the concept. The failure
to obtain sgnificant results can be attributed to a number of problems. Thefirgt, and
probably the most notable issue, isthat of the confounding of performance measures. As
discussed in few previous studies, it is doubtful that the change in performance measures
can be directly attributed to the brand redeployments. This difficulty in establishing a
causd link is primarily because of the severd mediaing and moderating variables that
influence the firm’s strategy and its performance. The second issue explaining the lack of

results relates to the operationalization of the measures. The operationdization included
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averaging the firm's performance over a 12-month period before the date of
announcement and after the date of execution. The choice of thiswindow for averaging is
uncertain and needs to be reexamined. Few previous studies, (Koku, 1997; Mortal, 2000
etc.) have used these performance- based measures dong with event study analysis and
have tried to eiminate few confounding factors from these measures. It is expected that

such amethod might provide better results.

Discussion and Implications of Research

Thereis currently consderable interest among both practitioners and academicsin
understanding and evauating “brand equity” and itsimportance in facilitating various
business strategies. Tauber (1988) notes that “ Capitalizing on the equity in established
brand names has become the guiding strategy of businesses....” This study is another step
forward that highlights the importance of brand and its equity and how it influences the
drategies across dl levels of an organization.

Strategies exist & multiple levelsin an organization - corporate, business, and
functiond. The interdependencies between these dtrategies at different levels have
received scant attention and hence remain unexplored. Deshpande (1999) and
Varadargian (2001) stress the need for examining multi-level or cross-levd problemsin
strategy. This study contributes to research in marketing strategy by highlighting an
example of cross-levd srategic interdependencies. This report highlights and examines
the interdependency of marketing strategy (brand management) on corporate strategy

(merger and acquisition decisions) by developing a framework that examinesthe
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relationship between the firm+ and transaction specific factors that influence the brand
redeployment srategies of firms.

This project amsto achieve avariety of objectives both from an academic and a
practitioner perspective. In its generd gpproach this essay intends to utilize and extend
the brand management literature in anew context and, probably, a new direction. Owing
to the smilarity of this phenomenon to that of brand extensions, this sudy aso draws
upon the brand extension literature in a unique setting to provide theoretica arguments of
how brand equity is utilized in making corporate strategies. Such a usage of brand
extension framework incorporates theoretica perspective of the stakeholder’s reactions
(attitudes) towards these redeployed brands. It suggests that the perception of the
stakeholder’ s reaction lies behind the manageria motive of brand redeployment. The
theoretica ingghts that the research provided in this regard can dso be leveraged to
enhance our understlanding of product deletion decisions of firms. This research dso
incorporates a study on the extended choices available to a marketing manager in terms
of the brand portfolio management. It recognizes the fact that brand “ manipulations’ are
not just limited to extensons in the marketplace. As the frequencies of mergers and
acquisitions increase the corporate executives are provided with the lucrative opportunity
of repogitioning thair firms and products through distinct approaches. Similar to the fact
that an unsuccessful brand extension may jeopardize brand equity, or the future value of
the brand as atool to introduce extensions, by weakening the postive associaions with
the origina brand, inaccurate deployment of corporate or product brand subsequent to a

merger or an acquisition may aso affect the overal performance of the firm,
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This study furthers the power-based perspective of M&A transactions. It not only
highlights a new and interesting outlook towards the acquisition process and how
acquirers engage in “ assassination” of target firms but dso indicates the effect of
manager’ s power on the redeployment of assets. High number of acquirer dominated
redeployment cases and their sgnificant relationship between horizonta mergersindicate
the existence of managerid and market power (and hence lack of synergy) in brand
redeployment decisons. Thisis an indicator of asymmetrica redeploymert of resources
subsequent to mergers/acquisition for acquiring and target firms. The argument holds that
changes linked to the integration process are one-sded, taking primarily within the target
firm (Datta, 1993; Hambrick and Canella, 1993; Paulo, 1994; Shanley and Correa, 1992).
Empirica evidence shows that target firms frequently conform to the acquirer’ s identity,
culture, and managerid systems (Buono and Bowditch, 1989; Chatterjee, et.a., 1992).
This conformanceis primarily due to the acquirer’ s power, ego, and arrogance (Jemison
and Sitkin, 1986). It is based not only on the acquirer’s self confidencein itsown
resources, and the acquirer’ s willingness to impose its culture, but dso on the strong
pressures that are commonly placed on the target’ s executives to bresk previous routines
(Hambrick and Candlla, 1993).

Further, the pogitive relationship between verticad and complimentary market
overlgp and synergitic redeployments dso highlights and offers evidence of the
synergistic motive behind the redeployment decisions. This empirica evidence can be
useful for stakeholdersto interpret the firm’s objectives and future plans with respect to
itsintegration with the target’ s assets. While the transactiond issues were aso found to

have aggnificant impact on the redeployment decisons, it will be interesting to
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undergand if there is an dternative motive behind this influence gpart from the sgnding
perspective.

From the methods point of view, this sudy is one of the few empirica studiesin
marketing that employ the much useful and powerful multinomid logitic regression.
This study provides an example of how such aregression technique can be employed
with precison and with a unique dataset. The strengths of such amodd are highlighted.
This technique has specid sgnificance and implications for the marketing literature and
specificaly for our understanding of discrete choice models. This technique provides us

with amuch powerful tool than the traditiona discriminant analyss.

On the other hand, the study of the consequences of brand redeploymentsis

motivated by both strategic and financia reasons.

Strategic: The rationae behind many name changesistheidea of hdping the
stakeholders of the firm better comprehend what the company does. Corporate audiences
routinely rely on the reputations of firmsin making investment decisons, career
decisions and product choices (Dowling, 1986). Rigaux-Bricmont (1982) found that the
brand name can influence consumers qudlity evauations of aproduct. While we do
understand that there is a positive correlation between the attitude toward the brand and
the likeihood of purchase of the product, the aorupt change in the identity of firmsand
products causes confusion and frustration amongst its stakeholders on how to read the
merger and to foresee their future relationship with the firm. Given the potentia for

digtorted information and preconceived beliefs about the two firms, consumers are likely
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to get confused and generate mixed emoations subsequent to the announcement of an
M&A ded. Consumer advocates argue thet as the firms grow in size subsequent to
mergers and acquigitions, "little needs of little people are lost amid the big bureaucracy.”
The above phenomenon indicates that the eventua choice of the brand during the
resource redeployment process of M&A can play asgnificant role in the success of the
redeployed brand. Some argue that a name change reflects changed business strategy of a
new or broader product line. Some even argue that the change dlows the firm greater

flexibility to make future business changes or to expand into new business lines.

Financid: An equaly compelling reason for examining the consequences of this
redeployment phenomenon is the potentid insight to be gained about the company's and
brand's financia equity viz. the effect of these brand redeployments on the market share
and advertiang efficiency of thefind brand, and in turn, the overadl financid success of
the company and brand. Examining the financiad implications of brand redeployments
affords the potentia for insight into the broader domain of measuring brand equity.
From the organizationd front, managers and investment anaysts claim that the name
change conveys information about the firm's future performance. Some managers hope to
improve the firm's recognition in the investment community, or to affect the firm's
operation favorably by providing the firm with a*common identity.” It is damed that
such an identity will eventudly affect the labor productivity and cash flows.

Academicians have spent years trying to determine the extent to which Strategic
choice or environmenta determinism shape organizationa performance. Although some

would argue that managers control their firm’s destinies (Andrews, 1980), others point to
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the primacy of the environmenta forces (Hannan and Freeman, 1977). The current view,
as supported by Walsh and Seward (1990), isthat both forces are operationd; the
magnitude of the effects is thought to vary by the particular nature of the Stuation
(Hambrick and Finkelstein, 1987; Hrebiniak and Joyce, 1985). However, the view
presented in this article isolates and looks &t the factors within the firms. The emphasisin
this sudy is primarily to examine afew of theinterna forces that drive the corporate
name redeployment decison. Certainly, amore holitic picture of the redeployment
process would require a complete andysis of the effect of both the manager’ s control and

the environmenta forces.

Limitations of the Study and Agenda for Future Resear ch

While the study aimsto berigorousin itsanayss, it is quite prudent to discuss
the limitations of the method of anadlyss. This sudy is bound under certain operationa
limitations. The following discusson highlights some methodol ogical and conceptua
issues related to this research.

The approach adopted in this research has been to incorporate the most reliable
and vaid measures of constructs. However due to limited information available across
the firms and the inherent reliability issues associated with secondary/historical/archiva
data, there are saverd limitationsin the analysis. Firgt and foremost of the problems
associated with the anadlysisis the unequa number of cases across the five redeployment
categories that inhibit the ability to attain detailed ingghts into each grategy individualy.
Thisincongstency in cell Szes, while on one hand provides us with evidence of the

dominance of one type of redeployment activity (from target to acquirer), on the other
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hand makes the result difficult to analyze and interpret. Further, the measure of
relatedness'complementarity is based on SIC codes and is a smple additive measure used
across dl overlapping areas of operation between the acquirer and the target. A more
comprehensive measure as suggested by Montgomery (1982) can incorporate a weighted
mean measure of relatedness'complementarity based on the percentage of revenue
associated with each SIC code.

The rdigbility of the friendly merger and hodtile acquisition measure isalso
limited to some extent owing to the archiva nature of the data. Caution should be
exercised while andlyzing the results of this measure. While this measure was directly
extracted from the dataset, it is quite likely that a merger coded as afriendly transaction
actudly gtarted off as a hogtile attempt or the other way round. Owing to the archiva
nature of the data and data reporting issues, it is quite likely that the origind intent or
initial reactions of the target are not recorded. Quite frequently, mergers are coded as
friendly s0 asto achieve normalcy and avoid knee-jerk reactions/anxiety at the stock
market and within the firms'employees. Further the measure of degree of diversfication
is weskened by the fact that it does not include the weighted count of the acquirer’s
businesses but this measure is il considered far stronger than smple counts of
businesses that have been employed frequently by many research studies in the past.

From the modeling perspective, it is necessary to identify the limitations of the
overal modd used. Multinomid logigtic regresson uses maximum likdihood estimation
(MLE) rather than ordinary least squares (OLS) to derive parameters. MLE relieson
large- sample asymptatic normality, which means thet reliability of estimates decline

when there are few cases for each observed combination of X variables. Considering the
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empiricd andysis and the unequa cell sizes, one needs to be cautious while interpreting
the results and about the reliability of the parameters.

| understand that this study and the above mentioned limitations open doors for
many interesting and worth investigating idess. For example, the next logica step from
this study should be to identify (and examine) the process of these redeployments and
suggest a"how to" kind of framework. However, to ensure integrity of this study around
itsfoca objective of understanding the “ strategic choice” than the process, and due to
time/resource congtraints, such work is proposed as a part of "future work.”

One of the most notable agendas for future work is arigorous andysis of the
consequences of these redeployment decisions from the perspective of various
stakeholder groups. As detailed earlier, the importance of these brand redeploymentsis
both from the strategic and financia perspectives. While on one hand, the redeployment
decisons are amed at lower advertisng expenses, higher employee morde and even
increased customer preference for the firm's products and services, on the other hand,
thereis ample evidence that goes to show the failure of these brand redeploymentsin
achieving these objectives. From the stakeholders' perspectives, the reconfiguration of
brand portfolio leading to the redeployment of brand names adds to the confusion and
frustration of al stakeholders.

So far, no systematic studies have been conducted that have measured whether
name changes have an effect - podtive or negative on the consumers perceptions or
attitudes towards the companies or products. Apart from the scholarly interest of

extending the theory of brand management, the study of this phenomenon is quite
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sgnificant to the managers in terms of better managing the resource redeployments
subsequent to amerger or acquistion.

An equaly compelling reason for examining the consequences of this
redeployment phenomenon is the potentid insight that can be gained about the company's
and brand's financia equity viz. the effect of these brand redeployments on the market
share and advertising efficiency of the find brand, and in turn, the overdl financid
success of the company and the brand.

This study raises severd intriguing chalenges as avenues for future research.
Previous literature has sudied M& A success (or lack thereof) in terms of ROI, EPS, P/E,
Cash Flow, Sales Growth, Market Share, Stockholder Gains etc. There has been
consderable divergence in the past regarding the issue vdidity of M&A performance
metric. This study might be able to steer us toward anew metric - measuring the success
of the M&A and redeployment activity from the consumers perspectives. Such a
measurement isin congruence with the market- oriented theory of the firm.

It is aso necessary to highlight some other seemingly less-related issues that
affect corporate identity redeployment. For example, whether acompany's locd or
regiona image detracts from its new strength in nationd or international market. Another
variable that can be included in the modd isthat of the industry of operations. It can be
argued that the importance of brand name redeployment can be more in industries where
branding influences the bottomline of the firms more than it doesin others. Other
ingances might aso indude firms who have identified their inability to persuade their
critical audiences, i.e. there is a gap between redity and public perception. In addition, in

cases of falling targets, acquirers may opportunisticaly keep vauable pieces from the
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targets before throwing off the acquired business (black widow or cherry picking
phenomenon). In such cases, circumstances and irrational decision-making might drive
resource redeployment. Further, arguments for the motive of redeployment of resources
would aso include those offered by indtitutiona theory, i.e., acquirers redeploy resources
just because others do it and its considered legitimate. However, asindicated earlier in
this paper, it is assumed that the acquirer and the target consider the corporate name
redeployment decision very conscioudy and actively. Also, an argument can be made
that the reason for corporate name change was contemplated Smply because the name of
the target or the acquirer "sounded better.” Such instances of “semiotics’ or “schema
(in)congruency”, though important, are not included in the analysis and are proposed as a
part of future work. Another areaworthy of investigation is an understanding of the effect
of time on the evauation of the redeployed brand. Thisis one of the key questions
relevant to the manager undertaking the redeployment task. These are some of the

interesting issues to study related to this context.

Conclusion

In this concluding chapter, abrief summary of findingsis presented and,
subsequently, implications of this research are presented aong with its limitation and
agenda for future work. This research utilizes amix of organizationd theories (primarily,
the resource-basad theory) to exemplify the impact of intangible resources, the interaction
of the characteristics of the acquirer and the target and their organizationa structures on

the brand redeployment decisions. The results show that the corporate executives
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condder amix of financid, market and firm factorsin consdering redeployment
decisions subsequent to mergers and acquisitions.

Asindicated earlier, this study isafirg of its kind that attempts to examine the
antecedent factors influencing the choice of brand redepl oyments subsequent to mergers
and acquistions. In spite of the fact that brand redeployment choices can be influenced
by avariety of rationa and irrational motives, it isinteresting to note that the results of
this study have been quite consstent with the rationd, theoretica arguments presented as
motives behind the redeployment decison. While this research provides afirst of itskind
framework of andyzing the factors influencing the redeployment decisions, undoubtedly,

it isjust a stepping-stone towards a highly potentia area of research.
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APPENDIX A
Brand Name Redeployments

Straight Name Changes

-
Andersen

Origind Current

Name Changes due to Mergers and Acquisitions

Acquirer Target Current

N

W + TIME WARNER => AQL Time Warner
it
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APPENDIX B
Strategy 1: Acquirer-Dominated Redeployments

Acquirer Target Outcome
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Strategy 2: Non-Dominated Redeployments

Acquirer Target Outcome
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Strategy 3: Synergistic (Acg-Dom) Redeployments

Acquirer Target Outcome

N

W + TIME WARNER =>» AQL it Warner
bt
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Strategy 4: Synergistic (Acg-Non-Dom) Redeployments

Acquirer Target Outcome

+ R => Premier Famell plc
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Strategy 5: Non - Synergistic Redeployments

Acquirer Target Outcome
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Strategy 6: Pure Synergistic Redeployments

Acquirer Target Outcome
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