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ABSTRACT 

In this dissertation, I explore the question - under what conditions can a firm 

successfully acquire the inter-organizational relationships of another firm, i. e. the 

firm's social capital? Drawing on research on acquisitions, social capital and inter- 

organizational networks, I argue that two factors - the extent to which the firm has 

ownership of its exchange relationships relative to its employees that maintain these 

relationships on the firm's behalf and the level of competitive overlap experienced by 

the firm's exchange partners - determine in part the likelihood that the merged firm's 

relationships will be retained or dissolved post-acquisition. I conduct separate 

analyses for each factor on a longitudinal sample of client relationships of acquiring 

and target firms in the advertising industry in North America and Europe. In the first 

analysis, I find that in general competitive overlap increases the likelihood of client 

relationship dissolution post-acquisition, and that somewhat counter intuitively, this 

effect is even stronger for longer duration client relationships. In the second analysis, 

I find evidence of a curvilinear effect of relationship ownership on the likelihood of 

client relationship dissolution. At low and high levels of relationship ownership, client 

relationship dissolution is least likely. When relationship ownership is in the mid- 

range, however, client relationship dissolution is most likely. Together, the results of 

both analyses enable a further refinement of our understanding of the factors that may 

contribute to firms' retention of client relationships in acquisitions of external social 

capital, and thus represent a novel contribution to the strategy and organization field. 
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Ch L Introduction 

CHAPTER 1: Introduction 

In relationship intensive industries, a key motivation for the acquisition of 

another firm is the value of that firm's inter-organizational relationships with its 

clients, suppliers or other exchange partners. According to executives at WPP, one of 

the world's largest advertising firms, they acquire firms for one of two reasons - 

either to gain new clients or because the target firm serves one of WPP's existing 

clients (Personal interview, February 18,2004). Likewise, in the consulting industry, 

IBM's executives explained that the reason they acquired Price WaterhouseC oopers 

Consulting (PWCC) in 2001 was PWCC's "deep client relationships and access to 

senior client executives" (IBM, 2002). In other cases, the relationships valued by 

acquirers may be those the target firm has to key suppliers (e. g. supplier networks that 

promote learning (Dyer & Nobeoka, 2000)) or alliance partners (e. g. research and 

development alliances or joint ventures (Doz, Olk & Ring, 2000; Ring, Doz & Olk, 

2005)). 

That a target firm's inter-organizational relationships motivate its acquisition 

is not surprising given the large body of strategy and organization research identifying 

the value generated by a firm's relationships. A firm's inter-organizational 

relationships can provide benefits such as reduced transaction or coordination costs 

(Gulati & Singh, 1998), learning (Ahuja, 2000; Doz, 1996) legitimacy (Stuart, Hoang 

& Hybels, 1999), status (Podolny, 1994) and access to new markets (Jensen, 2003). 

When the value generated by a firm's relationships exceeds the value that would have 

been gained from an arms-length transaction such value represents a form of external 

social capital (Dyer & Singh, 1998; Granovetter, 1985). The generation of social 

capital by a firm's relationships also depends on the conditions under which the 

exchange takes place (Rangan, 2000). A firm may be able to access resources via 
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arms length exchange with any other firm under conditions of resource munificence 

and environmental certainty. Yet, under conditions of resource scarcity and/or 

environmental uncertainty, if the firm receives preferential access to these resources 

because of a long-standing relationship it holds to a particular exchange partner, then 

this exchange relationship would represent a form of social capital. 

Despite this recognition of the value of a target firm*s external social capital 

(Gabbay & Leenders, 1999), as of yet there is little research addressing the acquisition 

of firms for such social capital. There exists, of course, a closely related literature 

concerned with the acquisition of a target firm's human capital (e. g. Coff, 1999a; 

2002; Ranft & Lord, 2000; Zollo & Singh, 2004). According to this literature, 

acquisitions of human capital are prone to failure in part because of uncertainty over 

the real value of the human capital, as well as uncertainty over the transfer of such 

assets to the merged firm. When acquiring the human capital of another firm, the 

acquiring firm faces the risk that the assets it has purchased will simply "walk out the 

door" (Cannella & Hambrick, 1993; Coff, 1999a; Ranft & Lord, 2000; 2002). Yet, 

although acquisitions of external social capital share similar challenges, the 

acquisition of social capital involves challenges that have not been addressed by the 

literature on the acquisition of human capital. 

A critical difference between acquisitions motivated to acquire a target firm's 

external social capital and acquisitions of other types of target firm assets is that in 

acquisitions of social capital, retention of the firm's exchange partners, e. g. its clients, 

suppliers or alliance partners, determines in large part the success of the acquisition. 

Because social capital inheres in the relation formed by two actors (firms or 

individuals) (Burt, 1992; Coleman, 1990), the value of the relationship depends on the 

continued participation of both actors. If an exchange partner of the merged firm 
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terminates the relationship, the merged firm loses the social capital inherent in that 

relationship. Therefore, a theory of the acquisition of external social capital must 

address the motivation of exchange partners to remain in their relationships with the 

merged firm post-acquisition - in particular those exchange partners whose 

relationships with the merged firm are the recurring, long term exchanges that are 

most likely to give rise to social capital. 

In this dissertation,, I explore the question - under what conditions can a firm 

successfully acquire the external social capital of another firm; or more specifically, 

under what conditions can the merged firm retain the relationships to exchange 

partners underlying external social capital during such acquisitions? In general terms, 

the loss or retention of a relationship post-acquisition should depend on how the 

acquisition changes the value of the relationship to the exchange partner relative to its 

next best alternative (Klein, Crawford & Alchian, 1978). If the value of a relationship 

decreases such that the costs of staying in the relationship are lower than the exchange 

partner's switching costs, then the exchange partner will be likely to end its 

relationship with the merged firm post-acquisition. As a means to begin to develop a 

theory for the acquisition of social capital, I focus on two factors - relationship 

ownership and competitive overlap - that are likely to have an effect on the value of 

the relationships these exchange partners have with the target firm and acquiring firm 

post-acquisition. The effects these factors have on the value of the exchange 

relationship in turn determine whether a given exchange partner will continue or 

dissolve its relationship with the merged firm post-acquisition. 

Relationship ownership 

The distribution of ownership of exchange relationships has important 

implications for the acquisition of external social capital. Whereas human capital is 
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owned by the individual in whom it resides (Becker, 1964), relationships - and the 

social capital inherent in these - cannot be owned entirely by a single actor whether 

that actor is a firm or an individual. Instead ownership, defined here as the residual 

control over decisions regarding the continuation and use of the relationships that 

create the social capital, is shared between the two actors that form the relationship 

(Burt, 1992; Coleman, 1990; Pennings & Lee, 1999). Regarding the relationship 

between the merged firm and an exchange partner, this means that neither the merged 

firm nor its exchange partner can claim full ownership of the relationship as an asset. 

Furthermore, because the firm as a legal entity must rely on its employees to maintain 

its exchange relationships on its behalf, this ownership of the exchange relationship 

may also be shared with the employees of the firm. 

The ownership of a relationship is always necessarily shared between the fin-n 

and its exchange partner, and research regarding appropriation in inter-organizational 

relationships such as alliances has begun to address this issue (e. g. Gulati & Wang, 

2003; Khanna, 1998). However, within the constraint of shared ownership, it is 

possible to assess the relative "ownership" a firm versus the employee(s) of the firm 

have to the firm's exchange relationships. This relationship ownership is determined, 

first, in part by the resources used to maintain the exchange relationship - whether 

they are controlled by the firm (e. g. firm's proprietary knowledge, firm reputation) or 

by the employee (e. g., human capital, personal reputation or access to key contacts in 

an industry). Second, because often multiple employees maintain a single exchange 

relationship for the firm, the number of "ties" within the relationship is also likely to 

affect the distribution of ownership to the relationship. Given that the acquisition of a 

firm for the value of its exchange relationships assumes some degree of ownership of 

the relationships by the firm, the distribution of ownership to exchange relationships 
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between the firm and its employees should be a salient factor during such an 

acquisition. 

Competitive overlap 

A second critical issue in acquisitions of external relationships affecting the 

value of the exchange partner's relationship with the merged firm is the competitive 

overlap that arises when a merged firm's portfolio of exchange partners contains 

rivals. Competitive overlap, or the extent to which exchange partners who are 

competing in the same industry have relationships to the same firm, can bring both 

advantages and disadvantages to exchange partners. Advantages may include returns 

to specialization (e. g. Romer, 1987), such as the development of knowledge and skills 

specific to the exchange partners' industry in response to increased demand from the 

same type of exchange partners, as well as positive network externalities, i. e. the more 

consumers there are for a given good or service, the more valuable the good or service 

(e. g. Katz & Shapiro, 1985,1986). At the same time, competitive overlap brings 

disadvantages including an increase in the substitutability of the exchange partner as 

an exchange partner in the merged firm's network (e. g. Yamaguchi, 1996) and an 

increase in the potential for information leakage to an exchange partner's competitors 

who are also exchange partners of the merged firm post-acquisition (e. g. Dushnitsky, 

2004). The acquisition of another firm for its exchange relationships necessarily alters 

the structure of relationships among the merging firms and their respective exchange 

partners, changing the degree of competitive overlap among these exchange partners 

post-acquisition. This change in competitive overlap can positively or negatively 

affect the value of the relationship to the exchange partner, which in turn should affect 

the exchange partner's decision to continue or dissolve its relationship with the 

merged firm. 

13 
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Focusing on relationship ownership and competitive overlap, I develop 

arguments that explain in part the retention or dissolution of the merged firni's 

exchange relationships in the acquisition of external social capital. I conduct both 

qualitative and quantitative research in the advertising industry focusing on a specific 

category of exchange relationship - the relationships between advertising agencies 

and their clients. The advertising industry is an ideal setting for exploring these ideas 

for a number of reasons including the criticality of client relationships to the 

performance of advertising firms and the potentially high variance in relationship 

ownership due to the asset-light nature of the advertising industry. 

The dissertation is organized as follows. In the next chapter, I review the prior 

literature relevant to my research question and examine its applications to acquisitions 

of social capital. In chapter 3,1 develop specific hypotheses for the effect of 

competitive overlap on relationship dissolution post-acquisition. Using a large sample 

dataset of advertising agency-client relationships in North America and Europe, I 

empirically test hypotheses regarding the effect of competitive overlap on the 

likelihood of the retention of client relationships post-acquisition at the dyad level. In 

chapter 4, using the same dataset, I develop and empirically test hypotheses on the 

effect of relationship ownership on the likelihood that the merged firm will retain its 

client relationships post-acquisition. In chapter 5,1 discuss the implications of these 

findings for practice and research and offer suggestions for future research. 

With this dissertation I aim to contribute to three main areas of research. First, 

this research explores a previously un-addressed area of acquisitions - those 

acquisitions motivated by the external social capital of target firms. Whereas existing 

research on acquisitions of intangible assets has focused primarily on the "additive" 

effects of the redeployment and recombination of internal resources (e. g. Capron, 
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Dussauge & Mitchell, 1998; Zollo & Singh, 2004), the study of acquisitions of 

external relationships allows for an examination of a possible "sub-additive" effect 

when combining the target and acquiring firms' relationships with clients. Second, the 

findings in this dissertation have implications for research on inter-organizational 

relationships (e. g. Baker, Faulkner & Fisher, 1998; Galaskiewicz, 1985, Gulati & 

Gargiulo, 1994; Ring & Van de Ven, 1994; Van de Ven, 1976; Van de Ven & 

Walker, 1984). Moving beyond identifying only the benefits of inter-organizational 

relationships to firms, this dissertation contributes to a growing stream of research 

that is exploring the context dependence of these benefits (e. g. Gulati & Higgins, 

2003; Hansen, 1999; Rowley, Behrens & Krackhardt, 2000). Lastly, this dissertation 

contributes to the general literature on social capital (Burt, 1992; Coleman, 1988; see 

Adler & Kwon (2002) for a review) by beginning an exploration of both the 

possibility and implications of "ownership rights" to social capital. 
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Ch 2: Literature Review 

CHAPTER 2: Literature Review and Application to 
Acquisitions of Social Capital 

As of yet strategy and organization scholars have not addressed the acquisition 

of social capital. Nevertheless, there are number of established research streams that 

provide a basis for theorizing about acquisitions of external social capital. In this 

chapter I review the relevant research from the literature on acquisitions, social 

capital, ownership and inter-organizational networks. I apply the key insights from 

each of these literatures to my research question, which subsequently aids in the 

development of specific hypotheses for the acquisition of external social capital in the 

following chapters. 

Acquisitions of human capital and other intangible assets 

Although acquisitions research has not examined the acquisition of social 

capital, the literature concerned with the acquisition of a target firm's human capital 

(for example, its knowledge assets or capabilities) (e. g. Birkinshaw, 1999; Coff, 

1999a; 2002; Ranft & Lord, 2000; Zollo & Singh, 2004) can provide some insights 

into the acquisition of social capital. According to this literature, acquisitions of 

human capital are prone to failure in part because of uncertainty over the real value of 

the human capital, as well as uncertainty over the appropriation of this value by the 

firm. According to Coff (1999), problems arise in acquisitions of knowledge assets 

because it is difficult to observe asset quality and acquiring firms cannot be certain 

about what will be transferred due to employee turnover and the tacitness of the 

knowledge assets. In an empirical study comparing the returns on acquisitions of 

firms with tangible assets versus acquisitions of firms with intangible assets, Arikan 

(2004) found that on average acquisitions of intangible asset based firms performed 
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worse than acquisitions of tangible asset based firms lending support to Coff s 

arguments. 

In research on acquisitions of human capital, to address these problems with 

value appropriation, studies have often focused on problems of asset retention. 

Because the acquired assets are human capital and therefore are held by the 

employees of the target firm, the acquiring firm faces the risk that the assets it has 

purchased will simply "walk out the door. " In this stream of research, employee 

turnover has been found to increase significantly following an acquisition (e. g. Bergh, 

2001; Hambrick & Cannella, 1993; Hayes & Hoag, 1974; Krug & Hegarty, 2001; 

Lubatkin, Schweiger & Weber, 1999) and this turnover has been found to have a 

negative effect on value appropriation by the merged firm post-acquisition (e. g. 

Cannella & Hambrick, 1993). 

Given this attention to asset retention, a large focus of this research on 

acquisitions of human capital has been post-acquisition integration issues including 

the timing of integration efforts (e. g. Birkinshaw, 1999) and the transfer of resources 

between firms (e. g. Capron, Dussauge & Mitchell, 1998). An underlying assumption 

of many of these studies is that there are "additive" effects to such acquisitions. That 

is, if an acquiring firm has valuable knowledge assets, the combination of these assets 

with those of the acquiring firm assets is believed in general to generate "synergies. " 

The failure of the acquiring firm to realize these synergies is typically attributed to 

poor management of the integration of the target's assets. In other words, the assets of 

the acquiring firm and target firm would have additive benefits if only they could be 

properly integrated. 

Nevertheless, despite the potential problems with value appropriation, asset 

retention and integration identified in this literature, firms do use acquisitions as a 
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means to acquire valuable human capital. A key source of competitive advantage for 

firms comes from resources that are difficult to imitate or substitute (Bamey, 1991). 

Given that relative to other assets, intangible assets such as human capital or social 

capital are often more difficult to imitate or substitute and are subject to time 

compression diseconornies, causal ambiguity and social complexity (Dierickx & 

Coo], 1989), the acquisition of these assets can provide a means of achieving 

competitive advantage albeit a potentially riskier means than organic growth or 

acquisition of tangible assets. 

Social capital 

The extent to which the literature on acquisitions of human capital can be 

applied to acquisitions of social capital depends on the similarity of human and social 

capital. Social capital is the value generated by the social relations held by an 

organizational actor (an individual or a firm) (Burt, 1992; Coleman, 1988). Unlike 

human capital, which resides in an actor, social capital inheres in the relationships that 

generate it (Coleman, 1988). The existence of social capital, therefore, depends on the 

continued participation of the both actors forming the relationship. 

The social capital of interest in this dissertation is external social capital, the 

social capital that arises from inter-organizational relationships (e. g. Burt, 1992; 

Inkpen & Tsang, 2005; Walker, Kogut & Shan, 1997) rather than intra-organizational 

relationships (e. g. Nahapiet & Ghoshal, 1998; Tsai, 2002; Tsai & Ghoshal, 1998). 

Research on internal social capital has focused on issues such as the value generated 

through improved coordination and communication among subunits or employees of a 

firm (e. g. Leana & Van Buren, 1999; Reagans & Zuckerman, 2001). In contrast, 

research on external social capital (also called relational capital, (e. g. Dyer & Singh, 

1998-, Kale, Singh & Perlmutter, 2000; Gulati & Metter, 2005) or corporate social 
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capital (e. g. Gabbay & Leenders, 1999)) concerns the value gained from a firm's 

exchange relationships with its clients, suppliers or other exchange partners. 

Studies that have examined external social capital include Stuart, Hoang and 

Hybels (1999) study of the legitimacy granted to start-ups via their relationships to 

prestigious venture capital firms and Fischer and Pollock's (2004) work on the impact 

of a firm's venture capital relationships on its IPO success. In an ethnographical 

account of firms in the apparel industry, Uzzi (1996) found that firms that had higher 

social capital, i. e. those that were embedded in a network of relationships with other 

firms, had better chances of survival. These studies suggest that firms can extract 

benefits from their business relationships with other firms and in so doing increase 

their social capital through association with other firms. 

However, not all of a firm's exchange relationships are a source of social 

capital, and in some cases, relationships may actually be a form of social liability (e. g. 

Leenders & Gabbay, 1999). The opportunity for a firm's relationships to generate 

social capital depends on the conditions under which the exchange takes place 

(Granovetter, 1985; Rangan, 2000). A firm may be able to access resources via arms 

length exchange with any other firm under conditions of resource munificence and 

environmental certainty. Yet, under conditions of resource scarcity and/or 

environmental uncertainty, if the firm receives preferential access to these resources 

because of a long-standing relationship it holds to a particular exchange partner, then 

this exchange relationship would represent a form of external social capital. Similarly, 

whether a relationship can be a source of social capital depends on whether it brings 

information and control benefits or constraint (Burt, 1992). For example, in Uzzi's 

(1996) apparel study, as an exception to the general benefits of embedded 

relationships he identified, when a firm was too embedded (i. e. having too many 
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close, interconnected ties to other firms) the firm's ability to adapt to change was 

reduced and this actually increased the likelihood of firm failure. 

Lastly, and importantly, although external social capital refers to the value 

from external exchange relationships, the generation of external social capital occurs 

through the maintenance of exchange relationships by individual members of the firm 

(e. g. Pennings & Lee, 1999; Zaheer, McEvily & Perrone, 1998). The firm, as a legal- 

organizational entity, must rely on its employees to maintain its exchange 

relationships. This means that external social capital can exist at the individual level 

as well as the organizational level, a characteristic of external social capital that has 

implications for its acquisition. 

Application to acquisitions of social capital 

Like acquisitions of human capital, in acquisitions of social capital, retention 

of acquired assets is key to the success of the acquisition. However, because social 

capital inheres in relationships rather than in the actors forming the relationship, the 

retention of social capital requires the retention of both actors forming the relationship 

underlying the social capital. When the relationship is an exchange relationship, then 

necessarily at least one of the actors in the relationship is external to the firm and 

therefore not subject to the firm's authority. Furthermore, because employees of the 

firm actually maintain the firm's exchange relationships, in some cases the retention 

of these employees is also necessary for the retention of acquired social capital. 

Therefore the acquisition of social capital is more complicated than the acquisition of 

human capital. 

Moreover, because not all combinations of relationships necessarily generate 

social capital, it is possible that the acquisition of another firm's relationships may 

actually, erode the social capital of the acquired firm. This could occur if the 
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combination of the assets of the acquiring firm and the assets of the target firm - in 

other words, the joining of their networks of exchange relationships - alters the 

benefits of these relationships for the exchange partners of the merging firms, a point 

I will discuss in more detail after reviewing the literature on competition in inter- 

organizational networks. That combinations of relationships could decrease the social 

capital they generate suggests that acquisitions of external social capital may in fact 

have sub-additive effects in contrast to the additive effects regularly assumed in 

research on acquisitions of human capital. Thus, although the literature on 

acquisitions of human capital provides a strong basis for theorizing about acquisitions 

of social capital, it is clear that acquisitions of social capital are subject to additional 

complications. These complications arise mainly from the need to retain not only the 

employees of the firm but also their external exchange partners in order to retain the 

social capital that motivates the acquisition. Two factors - the "ownership" of the 

acquired relationships and competitive overlap among the exchange partners in the 

merged firm's relationships - are likely to affect this motivation. 

Ownership of assets 

A quality of social capital relevant to its acquisition is the degree to which 

social capital, being a valuable asset to a firm, can be owned by that firm. This 

ownership is important because ownership affects both the retention of an asset as 

well as the appropriation of the value generated by that asset. Understanding what 

defines ownership of an asset and the application of this definition to the ownership of 

the relationships that underlie social capital is a necessary step to addressing the 

conditions under which the acquisition of external social capital is likely to be 

successful. 
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Both legal scholars and economists define ownership of an asset in terms of 

property rights to the asset. The predominant view of property rights in legal 

scholarship is based on Hohfeld's work (1913). According to Hohfeld, for a party to 

hold a "right" to an asset, at least one other party must have a corresponding "duty" 

not to interfere with the first party's possession and use of the asset. Without the 

presence of duty, a right to an asset cannot exist by definition, and instead a claim on 

the asset could be described only as a "use", a "power" or a "privilege. " For example, 

a company located upstream from a town does not have a "right" to pollute the river 

because the people living in the town downstream do not have a "duty" to accept the 

pollution to their river water regardless of the number of years the company was 

dumping into the river or if the company was established upstream before the town 

was founded. The company may have had "use" of the river for the years it was 

polluting the river without opposition, but the company did not have a legal property 

right to the river. 

In defining property rights to assets, economists generally do not consider the 

relevance of associated duties to property rights as legal scholars do, but instead focus 

mainly on the ability to exclude others from using the asset as a means of establishing 

ownership rights to an asset. Building on the work of early property rights theorists 

(e. g. Alchian & Demsetz, 1972; Coase, 1960) who defined ownership largely in terms 

of rights to residual income of the asset, Barzel (1994; 1997) defines property rights 

to an asset as the "ability to directly consume the services of the asset, or to consume 

it indirectly through exchange" (1994: 394). According to Barzel's rather liberal 

definition, a thief can literally hold property rights (in the economic sense) to the car 

he has just stolen, despite not having legal title to the car. In terms of residual income, 

that thief could use the stolen car as a taxi and thus "consume" the income generated 
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by this taxi service despite not owning the legal title to the taxi. Umbeck (1981) 

defines property rights according to capability, similar to Barzel. He uses a coconut 

tree example to illustrate his point -a person can acquire rights to coconuts simply 

because he is the only one who can climb a tree and no non-tree climbers are able to 

cut the tree down. 

In the middle ground is the modem property rights view developed by 

Grossman, Hart and Moore (Grossman & Hart, 1986; Hart & Moore, 1990) and a 

related view of ownership forwarded by Milgrom and Roberts (1992). In these views, 

ownership is defined as residual control rights, or the right to determine the uses of 

assets under circumstances that are not specified in a contract (Milgrom & Roberts, 

1992: 289). While this definition is not as strict as Hohfeld's legal definition of 

property rights and duties, it does recognize the role of rights and legal contracts 

(which are assumed to be incomplete) unlike the pure capability and excludability 

definitions of Barzel (1994) and Umbeck (1981). The notion of ownership as residual 

control rights is also consistent with definitions of ownership of property in sociology 

In their review of the sociology of property rights, Carruthers and Ariovich (2004) 

citing Reeve (1986: 11) define ownership as a function of the right to use the asset, 

the right to exclude others from using it and the right to transfer the first two rights to 

others by consent. For example, according to the modern property rights view, a 

research scientist at pharmaceutical firm may be allowed use of his employer's 

scientific equipment to run experiments as part of his job. Although the scientist has 

use of the equipment for the tenure of his employment, the firm has residual control 

over decisions regarding the use of the equipment - it could restrict access to the 

equipment to other employees, it could transfer the use of the equipment to another 
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company or it could sell the equipment - and therefore, the firm has ownership over 

the asset. 

Asset ownership, defined as residual control rights, becomes complicated 

when an asset is inalienable. In the above example, the personal human capital the 

scientist applies to perform his job is an inalienable asset (Brynjolfsson, 1994). 

Although the firm may own the equipment, it cannot own the human capital of the 

scientist. In this case, it is the scientist, not the firm, who has residual control rights to 

his human capital, i. e. the scientist can decide to leave the firm and bring his human 

capital to another firm. Yet, despite the fact that firms cannot own human capital, 

firms regularly rely on human capital as a critical part of the firms' production of 

goods or services. 

The answer to this question - how a firm can control human assets despite not 

being able to own them - is one of the main contributions of property rights 

arguments forwarded by Grossman, Hart and Moore (Grossman & Hart, 1986; Hart & 

Moore, 1990). According to their arguments, a firm can gain control of human assets 

by having property rights to the non-human assets required by the firm's members. 

These non-human assets may be physical assets such as equipment or machinery or 

they can be intangible, such as a firm's brand or proprietary knowledge. For example, 

the firm can never own the human capital of the scientist it employs, but through 

ownership of the specialized and costly equipment the scientist needs to conduct his 

experiments, the firm can gain a degree of control over the scientist's human capital 

and in turn can appropriate part of the value generated by the scientific discoveries the 

scientist makes in his experiments. Thus although a firm cannot have rights to 

inalienable assets, it can have "economic rights" (i. e. a means to appropriate the value 

generated by the asset) to such assets by owning non-human assets. 
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Application to relationship ownership 

The type of ownership that is relevant in the current study is ownership of 

relational assets, i. e. social capital. Two characteristics of relationships affect the 

limits of their ownership. First, like human capital, relational assets are also 

inalienable in the sense that their value of a relationship is nil if the relationship is 

removed from the two actors that form the nodes at either end of the relationship. 

Either actor involved in a relationship can decide to unilaterally terminate the 

relationship. In this way, ownership of a relationship - defined here as residual 

control over decisions regarding the use of the relationship - ultimately rests with 

both actors forming the relationship (Burt, 1992; Coleman, 1990; Pennings & Lee, 

1999). Because it is shared, full ownership of a relationship cannot be assigned to 

either actor in the relationship. 

Second, in the context of a relationship between a firm and its exchange 

partner, because the firm is a legal -organizationa I entity, it must rely on its employees 

to maintain exchange relationships on its behalf. The firm allows use of the resources 

or assets that it owns by its employee under the terms of the employee contract. In 

maintaining an exchange relationship for the firm, an employee then chooses whether 

he will use the as sets/re sources provided to him in his role as employee by the firm or 

if he will use his own personal resources (i. e. his human capital), or both. Thus, the 

maintenance of a given exchange relationship could involve the firm's resources, the 

employee's resources or a mix of both. 

Because of these two characteristics of relationships - the inalienability of the 

relationship as an asset from the actors forming the relationship and the firm's need to 

rely on its employees to maintain its exchange relationships - ownership of a 

relationship cannot be directly determined as ownership of non-human assets can be. 
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Nevertheless, applying Grossman, Hart and Moore's (GHM) property rights 

arguments regarding the control of human assets by firms via ownership of non- 

human assets provides some theoretical traction for understanding ownership rights to 

relationships. The GHM model implies that ownership of a relationship is determined 

by ownership of the assets used to maintain the relationship that are most valued by 

the exchange partner. When these assets are predominately the firm's, then the firm 

can gain ownership, or residual control over decisions regarding the use of, its 

exchange relationships. Returning to the previous example of the scientist employed 

by the pharmaceutical firm, if a customer of the firm values the specialized equipment 

owned by the firm more than the scientist's human capital, the firm can achieve a 

degree of ownership of the customer relationship. Importantly, this ownership still 

remains limited as it describes only the control the firm has relative to its employees. 

As such, "ownership" of the relationship will of course continue to be shared with the 

exchange partner as well. 

Competition within inter-organizational networks 

The motivation of the merged firm's exchange partners to stay in their 

relationships with the merged firm is also likely to be affected by changes in 

competitive intensity experienced by these exchange partners within the merged 

firm's network as a result of the acquisition. Thus, a fourth literature that informs my 

research question is the stream of research examining inter-organizational networks 

(e. g. Galaskiewicz & Zaheer, 1999; Gimeno, 2004; Gulati & Gargiulo, 1999; Uzzi, 

1997). A common assumption of this literature is that given search costs and the risks 

of opportunism with forming inter-organizational relationships, firms tend to prefer 

stable relationships characterized by trust and a rich exchange of information with 

specific exchange partners. As more firms form relationships with one another, an 
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inter-organizational network of relatively stable relationships forms. According to 

Gulati and Gargiulo (1999: 1450), firms in a network have "distinct relational 

profiles" and given these profiles the firms come to occupy an "identifiable set of 

network positions". Once the firms have settled into these network positions, barring 

exogenous shocks, the structure is relatively stable. 

How the complementarity and substitutability of firms in the inter- 

organizational network (i. e. the degree to which the firms cooperate and compete) 

shapes the emerging network structure is one of the main questions explored by these 

organization scholars. ' The majority of prior studies on the effect of competition in 

networks indicate that increased competition tends to decrease the stability of the 

relationships in the network. In research on joint ventures, Kogut (1989) found that 

the competitive rivalry among exchange partners in a joint venture was positively 

related to the dissolution rate of such ventures. In research by Hamel, Doz and 

Prahalad (1989), alliances between firms were most stable when the alliance partners 

were "strategically convergent" but "competitively divergent", i. e. headed in the same 

direction in terms of strategy but not after the same markets. Baker, Faulkner and 

Fisher (1998) in research on relationships between advertising agencies and their 

clients also found that competition among agencies tended to destabilize their 

relationships with clients. 

' Exchange theory forms the basis for much strategy and organization research on competition in 
networks. Organizational actors (firms or individuals) form relationships in order to access resources 
required (Emerson, 1962). These exchange relationships form a larger exchange network. Depending 
on the way in which the relationships were formed, the actors in the exchange network may be either 
positively connected, negatively connected, or a combination of both (Emerson, 1972; Cook & 
Emerson, 1978; Yamagishi, Gillmore & Cook, 1988). That is, in an A-B-C network, if B and C are 
substitutable as sources of a resource A needs, the connection is negative, and exchange between A and 
B depends on non-exchange between A and C (Cook, Emerson, Gillmore & Yamagishi, 1983; 
Yamaguchi, 1996). If B and C are complementary as sources of resources that A needs, the connection 
is positive, as exchange in one dyadic relation (A-B) is likely to lead to increased exchange in the other 
dyadic relation (A-C) (Cook et al., 1983, Yamaguchi, 1996). These positive and negative connections 
have implications for the stability of the relationships in the network. 
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In contrast, a few studies using a population ecology lens found that fin-ns that 

were competitors actually experienced benefits to being members in the same 

network. Taking an agglomeration perspective on competition rather than a 

differentiation perspective, Baum and Havernan (1997) found that in some cases, 

hotels in Manhattan preferred to be located close to their competitors. According to 

this research, co-location brings benefits to competing firms in the form of shared 

infrastructure and information externalities. This study and others (e. g. Ingram & 

Roberts, 2000; Kalnins & Chung, 2004) suggest that it is possible that competing 

firms could benefit from being members in the same network, a point that should be 

considered in theorizing about acquisition of social capital. 

Research also indicates that firms select their exchange partners based on not 

only their direct competition with their partner but also indirect competition, i. e. the 

extent to which they compete with their partner's partners. For example, in Gimeno's 

(2004) study of alliances in the global airline industry, an important factor that 

affected a focal firm's decision to enter an alliance was whether its potential alliance 

partner had an alliance with a rival of the focal firm. In this case, whether the focal 

firm formed the alliance with the potential alliance partner depended on how co- 

specialized the potential partner's existing alliance with the rival of the focal firm 

was. When the alliance was specialized, the focal firm usually formed a 

countervailing alliance with another partner rather than joining the alliance of the 

potential partner with its rival. According to Gimeno's arguments, co-specialization 

between alliance partners requires greater exclusivity. As a result when alliances are 

co-specialized, competitors will not join the alliance and thus, the co-specialized 

alliances reduce competition within the networks. His study demonstrates two 

important points. First, a firm's choice of exchange partner is shaped not only by its 
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direct competition with the potential exchange partner but also by indirect 

competition the firm has with the potential exchange partner's partners. Second, a 

single logic of network competition does not always drive the formation and 

dissolution of relationships among firms in a network, and instead, this also depends 

on the degree of co-specialization of alliances in the networks. 

Application to competitive overlap 

In the context of the acquisition of external social capital, the acquisition of 

the target firm is a potentially disruptive event because it shifts the structure of 

relationships in the acquiring firm's and target firm's networks (Madhavan, Koka & 

Prescott, 1998). Applying Gulati and Gargiulo's (1999) arguments to this context, an 

acquisition is an exogenous shock in which the merger of the two fin-ns and their 

respective networks of relationships with their exchange partners (e. g. merging their 

portfolios of client relationships) is likely to result in the exchange partners with 

similar relational profiles in each network (e. g. clients who are rivals) trying to 

occupy the same network position in the merged network. In other words the merger 

is likely to result in an increase in competitive overlap among exchange partners in 

the merged firm's exchange network. 

Gimeno's (2004) work on competition in airline networks suggests that in 

theorizing about competitive overlap, it is important to consider not only the overlap 

between competing exchange partners in the merged fin-n's network but also the 

nature of their relationships to the merged firm. An implication of Gimeno's 

arguments is that firms with more specialized relationships to their exchange partners 

may be less able to maintain relationships to rivals of those exchange partners. 

Therefore, understanding the effect of competitive overlap on the retention or 

dissolution of the merged firm's relationships requires examining the nature of the 
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merged firm's relationships to its exchange partners with competitive overlap, i. e. the 

trust, information sharing, or specialized investments that characterize each of the 

relationships. 

For the most part, prior theory on competition in networks suggests that the 

effect of competitive overlap on the stability of exchange relationships post- 

acquisition would most likely be negative. Nevertheless, some studies focusing on the 

benefits of agglomeration, returns to specialization or network externalities suggests 

that in fact, under certain conditions an increase in competitive overlap could improve 

the stability of relationships. Thus, while it is clear that competitive overlap is likely 

to have a significant effect on relationship retention post-acquisition, the direction of 

that effect is not clear from previous research on competition in inter-organizational 

networks. 

Summary of key ideas from prior research 

Although there has been little previous work in strategy and organizations 

research on acquisitions motivated by the external social capital of the target firm, as I 

have explained in this chapter, a number of related research streams inform my 

research question. Together, the literatures on acquisitions of human capital, social 

capital, ownership of assets and competition in inter-organizational networks provide 

a basis for theorizing about the conditions under which the acquisition of external 

social capital is most likely to be successful. 

A review of prior research in acquisitions of human capital together with the 

literature on social capital supports the notion that indeed the social capital of firms is 

a valuable asset and therefore is a likely motivation for the acquisition of the target 

firm. The retention of social capital - or specifically the relationships that give rise to 

social capital - is critical to the success of such acquisitions. Because social capital 
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inheres in relations between actors (firms or individuals), factors that affect the 

motivation of actors in an exchange to continue in the exchange are salient in the 

acquisition of external social capital. While there are likely many factors that may 

affect this motivation, I focus on two factors that are particularly relevant to the 

context of the acquisition. 

The first of these factors is ownership of relationships. A review of the 

literature on ownership of assets, in particular inalienable assets such as human 

capital, suggests that ownership of relationships is necessarily limited due to the 

inalienability of relationships from the actors that form the relationship. This is further 

complicated by the fact that, in the context of a relationship between a firm and an 

exchange partner, the firm must rely on its employees to maintain its exchange 

relationships on its behalf Nevertheless, firms can achieve greater control over these 

relationships relative to their employees by controlling the non-human assets such as 

brand, specialized equipment, or proprietary knowledge necessary for maintaining 

exchange relationships. As illustrated in Figure 1, in this stylized diagram, the 

acquiring firm has more control over the relationship to its exchange partner than the 

employee maintaining the relationship on its behalf implying that the acquiring firm's 

resources are more greatly valued than the employee in the exchange. In contrast, in 

the diagram, the target firm's employee has greater ownership of its relationship to the 

exchange partner. This quality of relationships means that a firm's ownership to 

exchange relationships will vary depending on the nature of the firm's resources, and 

therefore relationship ownership is an important factor to consider in acquisitions of 

external social capital. 
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FIGURE 1. Relationship ownership and competitive overlap in the acquisition of 
external social capital 
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The second factor is competitive overlap. Theory on competition in networks 

from strategy supports the idea that in general an increase in competition within a 

network increases the instability of the network. Drawing on these literatures, I apply 

the construct, competitive overlap, to the acquisition context to describe the extent to 

which the networks of the merging firms in an acquisition include exchange partners 

that are competitors. Figure I illustrates competitive overlap between Exchange 

Partner A and Exchange Partner B, competitors in the same industry and now in the 

same network of relationships of the merged firm. Prior research suggests that 

competition among exchange partners in the merged firm's network, though most 

often detrimental, under certain circumstances may be beneficial to the exchange 

partners. The magnitude of the change in competitive overlap and the reaction of the 
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exchange partners to the change will likely vary across acquisitions and across 

relationships within each acquisition. Therefore, competitive overlap, while relevant 

outside the context of the acquisition of social capital as well, is also an important 

factor to consider when explaining variance in the retention of acquired relationships 

in acquisitions of external social capital. 

Building upon and extending these literatures, in the following chapters I 

develop theory and hypotheses for the effect of these factors in the acquisition of 

social capital. I focus my arguments on a specific category of exchange relationships 

- client relationships. I conduct an empirical test of these arguments regarding the 

retention of client relationships post-acquisition within the advertising industry. First I 

examine the effect of competitive overlap among the clients of merging advertising 

agencies on the retention or dissolution of the agencies' client relationships. Second, I 

explore how relationship ownership of these client relationships also affects their 

retention. Finally I discuss the implications of my results for the development of a 

theory for the acquisition of social capital. 
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CHAPTER 3: Competitive Overlap and Client Relationship 
Dissolution Post-Acquisition 

Competitive overlap, or the extent to which clients who are competing in the 

same industry are served by the same firm, can bring both advantages and 

disadvantages to clients. Advantages include returns to specialization (e. g. Romer, 

1987), such as the development of more knowledge and skills specific to the clients' 

industry in response to increased demand from the same type of clients, as well as 

positive information externalities (e. g. Katz & Shapiro, 1985,1986). At the same 

time, competitive overlap brings disadvantages including an increase in the 

substitutability of the client as an exchange partner in the merged firm's network (e. g. 

Yamaguchi, 1996) and an increase in the potential for information leakage to a 

client's competitors who are also clients of the merged firm post-acquisition (e. g. 

Dushnitsky, 2004). 

The question I focus on in this chapter is why client competitive overlap 

sometimes leads to a greater risk of client loss post-acquisition and sometimes does 

not. While there are likely many factors that may affect client relationship dissolution, 

in this chapter I focus on a specific factor - trust arising from repeated exchange. 

Prior research has found that in general longer relationships characterized by trust are 

more resilient to change (e. g. Levinthal & Fichman, 1988; Seabright, Levinthal & 

Fichman, 1992) suggesting that an important variable that may affect the way that 

clients of a merged firm react to competitive overlap is the duration of the 

relationships at the time of the acquisition. To understand why competitive overlap 

leads to dissolution in some cases and not in others, I examine the effect of an 

increase in competitive overlap on post-acquisition relationship dissolution 

conditioned by the duration of the client relationship, an observable proxy for trust 
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which arises through repeated exchange (e. g. Gulati, 1995). Exploring the effect of 

competitive overlap at different durations of client relationships makes it possible to 

identify mechanisms that may explain the effects of competitive overlap on client loss 

post-acquisition, and thereby may provide greater insight into the factors affecting the 

success of acquisitions of external relationships. 

In the following sections, I first examine the effect of competitive overlap on 

relationship dissolution. While competitive overlap can in some cases be beneficial to 

clients, I argue that in the empirical context of this study - the advertising industry - 

these advantages are less likely to arise than the disadvantages associated with 

competitive overlap, and therefore an increase in competitive overlap should increase 

the likelihood of relationship dissolution. Second, I argue that in contrast to the 

positive effect of competitive overlap on dissolution, relationship duration should be 

associated with a decreased risk of client loss post-acquisition due to the increased 

information sharing and specific investments associated with long term relationships. 

Lastly, I consider the effect of relationship duration under conditions of competitive 

overlap. I propose that the same characteristics of relationship duration that decrease 

client loss become liabilities when competitive overlap increases post-acquisition and 

in turn, actually increase the likelihood of client loss. This somewhat counterintuitive 

prediction is based on the increased private information sharing that characterizes 

long term relationships coupled with the increased fear of information leakage 

associated with increases in competitive overlap between clients. 

I test these arguments in context of the advertising industry using a 

longitudinal sample of 2501 client relationships of acquiring and target firms. The 

results of the analysis provide significant support for my arguments and highlight 

possible sub-additive effects that may arise in the acquisition of external relationships. 
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Furthermore, these findings suggest that a firm's existing long standing relationships 

both enable and constrain its acquisition of external social capital depending on the 

change in competitive overlap for clients caused by the acquisition. 

THEORY AND HYPOTHESES 

Competitive overlap and client loss post-acquisition 

In the context of this empirical investigation, competitive overlap describes 

the extent to which a given firm's network includes clients that are rivals in their 

respective industries. When an acquisition occurs, clients of the merging firms may 

experience an increase in competitive overlap as the networks of the acquiring firm 

and target firm are joined. For example, in the advertising industry, when advertising 

firm Grey Worldwide was acquired by WPP in 2004, their respective clients, rival 

firms Procter & Gamble and Unilever,, experienced an increase in competitive overlap 

post-acquisition. Whether such competitive overlap makes it more or less likely that 

either firm will end its relationship with the merged firm depends on whether the 

increase in competitive overlap is perceived by the client as being a beneficial, neutral 

or disadvantageous change for the clients. 

Advantages for clients sharing the same supplier typically take the form of 

either benefits due to increased specialization by the supplying firm (Romer, 1987) or 

positive externalities gained by being in the same network with similar clients (Katz 

& Shapiro, 1985; 1986). The first, specialization benefits, might occur if an 

advertising firm chooses to focus on clients in a particular sector such as medical 

advertising. In this case, clients that are pharmaceutical companies should be more 

tolerant of increased competitive overlap and may even see it as a benefit. If this 
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reasoning holds then clients of advertising firms that already have specialized in the 

client's particular industry area should be less likely to end their relationships when 

competitive overlap increases post-acquisition. 

Second, if positive network externalities exist, then clients would prefer to 

keep their accounts with the same advertising firm in order to benefit from 

information flows within the network. Empirical research on network externalities has 

focused primarily on technology industries in which knowledge flowing from one 

firm to other firms in the network aids in the overall advancement of the industry and 

in some cases facilitates standard setting (e. g. Adams & Jaffe, 1996; Audretsch & 

Feldman, 1996). However other empirical studies have shown that the evidence for 

positive network externalities is in fact limited (e. g. Breschi & Lissoni, 2001; 

Liebowitz & Margolis, 1994). Furthermore, in the advertising industry, the likelihood 

of such externalities arising among clients of advertising firms is small due to the 

nature of knowledge in the advertising industry (e. g. little or no basic science research 

and little or no need for formal standards setting). Therefore, I expect that in general, 

the likelihood of positive externalities being associated with competitive overlap in 

this study setting is low. 

In contrast, a critical disadvantage for clients may arise when competitive 

overlap increases post-acquisition - the potential for leakage of client information to a 

client's competitor, now also a client in the merged firm's portfolio. The acquisition 

of the target firm represents the formation of a formal direct relationship between the 

target firm and the acquiring firm. Formal relationships based on common ownership 

generally are better conduits of information. For example, in a study of knowledge 

transfer across pizza stores in southwestern Pennsylvania, Darr, Argote and Epple 

(1995) found significantly higher rates of knowledge transfer across stores under the 
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2 
same ownership than across other stores. Following a similar logic, the creation of 

the formal relationship between the acquiring firm and the target firm should increase 

the information transfer between the acquiring firm and target firm. Given this 

increased information transfer, in this situation, information disclosed to the target 

firm by one of its clients could flow to a client of the acquiring firm via the target 

firm's relationship with acquiring firm (and vice versa). When these clients are 

competitors, such information leakage can be harmful regardless of whether the 

leakage of client information via the merged firm occurs inadvertently or purposely. 3 

Previous empirical research has demonstrated that fear of information leakage 

is likely to affect the stability of inter-organizational relationships. For example, 

Dushnitsky (2004) found that fear of leakage of technological and strategic 

information and subsequent imitation prevented the formation of relationships 

between entrepreneurs and corporations. Oxley and Sampson (2004) in a study of 

R&D alliances in a sample of firms in electronic and telecommunications equipment 

industries found that partner firms restricted the scope of the alliance out of concerns 

of leakage associated with knowledge sharing. Given that, in many industries, secrecy 

is the dominant means firms have for protecting their largest innovations from 

imitation (Anton & Yao, 2003), the increased potential for information leakage to a 

client firm's competitor associated with competitive overlap could motivate client 

' It is possible that information spillovers may occur outside the context of formal relationship (i. e. 
"leaky pipes metaphor") (for a review of information spillovers see Feldman, 1999). Nevertheless, the 
amount of information shared across a formal relationship is likely to be greater than across informal 

relationships. 
' An example cited by Gabbay and Leenders (1999) provides an interesting illustration of the 
disadvantages of two competitors relying on the same supplier. As Gabbay and Leenders describe it, 
during the Second World War Gen-nan soldiers were entitled to two liters of beer a week. The Germans 

were not able to supply their troops that occupied the Netherlands so they relied on Heineken to 
distribute the allocation of beer to the German soldiers. In order for Heineken to deliver the beer, the 
German army had to infon-n Heineken of the location of its troops in the Netherlands. Heineken (being 

a Dutch company) then informed the Dutch resistance with this information. Had the German army 
considered the competitive overlap that existed between itself and the Dutch, also customers of 
Heineken, they might have foregone their beer. 
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firms to sever their ties to the merged firm, depending on the extent to which a given 

client firm has disclosed information regarding its innovation to the acquiring or 

target firm. Because longer duration relationships are associated with greater sharing 

of such private information by clients, I expect that the longer the duration of the 

relationship, the more likely a client will be to sever its relationship with the merged 

firm post-acquisition due to fear of information leakage given increased competitive 

overlap. 

The information leakage problem associated with competitive overlap 

suggests that when competitive overlap increases for clients post-acquisition, these 

clients will be more likely to end their relationships with the merged firm post- 

acquisition. Nevertheless, if the benefits associated with competitive overlap - 

specialization or positive network externalities - outweigh the disadvantages, then 

clients should be less likely to dissolve their relationships when competitive overlap 

increases post-acquisition. However, in this empirical context, the presence of these 

benefits is not likely and therefore, I expect, 

HI. - The greater the competitive overlap experienced by a client post-acquisition, the 

higher the likelihood of the loss of the client relationship post-acquisition. 

Relationship duration and client loss post-acquisition 

Previous research suggests that there are at least two ways in which trust 

associated with repeated exchange between firms may decrease the likelihood of 

dissolution of their exchange relationship. Trust, a belief that a partner will act 

according to norms of equity and not self-interest, increases with repeated exchanges 

between firms over time (e. g. Ring & Van de Ven, 1992). This trust has an effect on 

both the amount and type of information shared and specific investments made by the 

firms in the exchange. 
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First, as firms engage in repeated exchanges, information sharing between the 

firms increases, which in turn leads to greater trust and further information sharing 

(Gulati, 1995; Inkpen & Tsang, 2005). Because firms in general prefer to exchange 

with known partners (e. g. Li & Rowley, 2002), such information sharing in prior 

exchanges has been found to predict future exchange, i. e. longer relationships last 

longer (e. g. Levinthal & Fichman, 1988; Podolny, 1994). For example, Eccles & 

Crane (1988) found that firms preferred to continue to exchange with the same 

investment banks because information flows between the firm and its banks were 

enhanced, and the banks were better able to understand and respond to the firm's 

needs. 

Furthermore, not only the volume, but also the nature of information that is 

shared changes in long term repeated exchanges. As firms build trust, they share more 

private information with their exchange partner. For example, in Uzzi's (1999) study 

of lending relationships between firms and their commercial banks, firms in long- 

standing relationships shared private information with their banks in order to gain 

more value out of the relationship (i. e. in terms of matching resources and 

competencies). Because the sharing of private information increases the value of the 

exchange to both firms in the relationship, long relationships characterized by such 

information sharing tend to be less likely to dissolve. 

Second, trust arising from repeated exchange is also positively related to the 

extent to which specific investments are made by each partner in the relationship (e. g. 

Dyer & Singh, 1998; Williamson, 1985). Firms are more inclined to make specific 

investments in the relationship if effective governance mechanisms are in place to 

protect their investments. Trust acts an informal safeguard for such specific 

investments by reducing the perceived risk in the exchange (e. g. Nooteboom, Berger 
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& Noorderhaven, 1997; Uzzi, 1997). Over time, as specific investments are made, the 

dependence of each firm on the other increases (e. g. Provan, 1993) and the level of 

attachment between firms increases (e. g. Seabright et al., 1992), decreasing the 

likelihood of the dissolution of the relationship (Baker et al., 1998; Williamson, 

1983). For example, in a study of the dissolutions of relationships between audit 

firms and their clients, Seabright, Levinthal and Fichman (1992) found that despite a 

change in resource fit between the auditor and client, client relationships of longer 

duration were more likely to continue due to the relationship specific investments that 

had developed between the audit firm and the client. 

Given the existing support for the effect of relationship duration on 

relationship stability, I expect that relationship duration - more specifically the 

increase in trust, private information sharing and specific investments that occurs over 

the course of the relationship - is also likely to have an effect on relationship stability 

in post-acquisition context. Assuming that structural attachments between each firm 

and its clients (i. e. formalized policies and procedures for managing the relationship 

(Seabright et al., 1992)) remain intact following the acquisition (Baker et al., 1998), 

longer client relationships should be more likely than shorter relationships to continue 

post-acquisition. It is possible that relationship duration decreases the likelihood of 

relationship dissolution not through the mechanism of trust and associated 

information sharing and specific investments, but rather through simple inertia or 

match quality. Nevertheless, these alternative mechanisms would also predict a 

negative relationship between relationship duration and dissolution. Therefore, I 

propose, 

H2. - The longer the duration of the client relationship at the time of acquisition, the 

lower the likelihood of the loss of the client relationship post-acquisition. 
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The effect of relationship duration and competitive overlap on client loss 
post-acquisition 

An important factor that may affect the way that clients of a merged firm react 

to competitive overlap is the duration of the relationships at the time of the 

acquisition. If relationship duration decreases the likelihood of client loss post- 

acquisition and if competitive overlap increases the likelihood of dissolution, will an 

increase in competitive overlap post-acquisition have the same effect on dissolution 

likelihood for clients in long term relationships with the merged firm? 

Information sharing is a key mechanism for explaining both the effect 

relationship duration for decreasing the likelihood of client loss as well as the effect of 

increased competitive overlap on increasing the likelihood of client loss post- 

acquisition. As firms engage in repeated exchange, they exchange more information 

and more private information, which improves the value generated by the relationship 

for both firms and thus, makes dissolution less likely. However, considering the 

potential for increased information leakage associated with competitive overlap with 

the increased information sharing that characterizes longer duration relationships, 

relationship duration may actually increase rather than decrease the risk of client 

relationship dissolution. Although this argument seems initially counterintuitive, a 

closer examination of the mechanisms underlying this effect provides support for the 

argument. Consider a very short relationship. In a relatively short relationship 

between an advertising agency and its client, less information has been revealed, and 

leakage of information is either less problematic or less possible. In contrast, in a long 

term relationship more information, and more importantly private information, has 

been revealed (Uzzi, 1999), and the vulnerability of the client if information is leaked 

is high. 
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As previously described, relationship duration should be negatively related to 

client loss post-acquisition via a second mechanism - the specific investments firms 

made over repeated exchanges with the same partner which make exit from the 

relationship more costly. Therefore, it is important to recognize that relationship 

specific investments may also act as an inertial force on the loss of the relationship 

even when competitive overlap increases. In this instance, the mechanism linking 

relationship duration to relationship dissolution would be inertia arising from specific 

investments made in the relationship. If this mechanism were driving the effect, then 

the interaction of increased competitive overlap and relationship duration should not 

have any additional effect on the likelihood of dissolution. The probability of 

dissolution would then depend on which main effect was stronger - the negative 

effect of relationship duration or the positive effect of increased competitive overlap. 

Therefore, a null effect of the interaction would disprove the arguments regarding the 

interaction of relationship duration and increased competitive overlap presented 

above. Relationship dissolution might still be observed but only because the potential 

loss incurred by a client due to information leakage was greater than the loss the client 

would incur if it were to lose its relationship specific investments. 

contrary to my prediction in hypothesis 1, increased competitive overlap is 

beneficial to clients and therefore the likelihood of clients leaving the merged firm 

post-acquisition decreases as competitive overlap increases, then longer duration 

relationships could be less, rather than more, likely to dissolve. However, even if the 

main effect of an increase in competitive overlap is to decrease the likelihood of 

relationship dissolution, considering the potential direction of the flow of benefits 

among firms within the merged firm's network, I still expect that longer duration 

relationships will be more likely to dissolve (or no change) as competitive overlap 
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increases. One possible advantage of competitive overlap to clients is increasing 

specialization by the merged firm in the industry of its clients. Typically, those clients 

that have the longest relationships with an advertising firm have been the ones to 

"train" the advertising firm in the idiosyncrasies of the client industry (Personal 

interview, November 5,2003). As the advertising firm gains new clients in the same 

industry as the industry of its long-standing client, these new clients are able to 

benefit from the learning that the advertising firm gained in its relationship with its 

long-standing client in that industry. In this way, the benefits of increasing 

specialization are more likely to flowftom the longer duration client relationships to 

the shorter duration client relationships. Therefore, even when an increase in 

competitive overlap is beneficial overall, those clients with longer relationships with 

the merged firm may actually receive relatively fewer (or no) benefits. Therefore, it is 

still possible that longer duration relationships would be more likely to dissolve (or 

that the likelihood would remain the same) even when competitive overlap increases 

post-acquisition. 

Nevertheless, in the advertising industry, the context of this study, the 

disclosure of private information to advertising agencies by clients is often necessary 

for the provision of strategic services (e. g. Nanda, 2004). Furthermore, the level of 

private information regularly shared increases with the duration of the relationship 

(Uzzi, 1997). Therefore, an increase in competitive overlap increases the possibility 

that this information may be leaked to competitors. Faced with increased competitive 

overlap, I expect that clients with longer relationships will be more likely to dissolve 

their relationships in this context. Formally, 

H3. - Client relationship duration interacts with the difference in competitive overlap 

post-acquisition such that the longer the duration of the client relationship and the 
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greater the increase in competitive overlap post-acquisition, the higher the likelihood 

of the loss of the client relationship post-acquisition. 

METHODS 

The advertising industry represents an ideal industry for testing these 

hypotheses. Advertising is an asset light industry with the main assets of firms being 

their client relationships and human capital. Thus, the client relationships of target 

firms often represent the main motivation for acquisition. For example, the CEO of a 

London based multinational advertising fin-n explained, "Client relationships are often 

a major reason why we will go after an acquisition target. If you are an acquisition 

target there is no doubt that your client relationships are a significant part of the 

value. " (Personal interview, November 25,2003). In most acquisitions, the loss of 

these relationships post-acquisition is usually not purposeful unlike the planned 

shedding of other firm resources (e. g. redundant back office functions) that sometimes 

occurs post-acquisition. 

Client relationships in advertising firms vary in duration from as little as a few 

months to many decades, such as J. Walter Thompson's more than 100-year 

relationship with its client, household products company Unilever. Therefore 

relationships vary considerably from arm's length transactions (e. g. communications 

work for a one-off event) to long term embedded relationships (e. g. strategic branding 

for a product). According to a report issued from the American Association of 

Advertising Agencies (AAAA) in 1997 the average length of a client account 

relationship is just over 5 years. In a study of advertising agency-client relationships 

of agencies headquartered in New York City by Broschak (2004), the average 

duration of a relationship was 5.3 years, consistent with the AAAA estimate. 
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Estimates of annual turnover of client account relationships across the industry are 

difficult to obtain, however in Broschak's study he found that on average an 

advertising agency in his sample lost 20% of its relationships a year. 

Furthermore, another reason why advertising is a good industry setting is that 

there is sufficient variance in the incidence of competitive overlap and the reactions of 

clients to this overlap. For instance, whereas in 1999 Procter & Gamble publicly 

announced a policy of tolerance for competitive overlap with competing brands as 

long as the brands were kept in separate agencies within the larger advertising firm's 

holding company, other client firms such as Coca-Cola and Pepsi refused to have their 

business in the same holding company following the merger of their advertising 

companies in 2001. 

Lastly, two pragmatic reasons also make the advertising industry a good 

empirical context for testing these hypotheses. First, advertising firms regularly report 

wins and losses of client relationships enabling the observation of post-acquisition 

relationship dissolutions. Second, the dissolution of a client relationship occurs 

through a formal account review process in which the client firm announces it is 

putting its "account" up for review, advertising firms are invited to pitch for the 

business, and the client firrn awards the account to the winning advertising fin-n. 

Therefore, the start and end of a client account relationship can be determined 

accurately for most client relationships. 

A qualitative analysis using archival data and interviews indicated that 

executives do believe that competitive overlap increases the possibility of proprietary 

client information being shared between account teams in the same holding company 

and that this sometimes presents a risk for clients. For example, a client executive, 

British Telecom's head of advertising, commented, "Clients simply can't afford the 
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risk of somebody acting dishonourably or making an accidental slip - the leakage of 

even small amounts of information can be very costly for companies.... The 

information network is so tight that it is either naive or tokenistic for agencies to say 

that it's OK to handle client X in London and client Y in Paris. " (Campaign, 1994). 

An advertising industry consultant echoed this view, "Is it surprising that clients, who 

work closely with their agencies, sharing confidential information, are risk averse 

when the issue of the agency handling a competing account arises? " Yet, the analysis 

also revealed a difference in opinion regarding competitive overlap and information 

leakage. For example, the managing director of advertising firm Grey London 

explained, "Clients worry about a process of osmosis in agencies whereby everything 

we learn we apply. But agencies are more than capable of keeping secrets - it's crucial 

to our own interests that we do so. " Overall, a client's reaction to an increase in 

competitive overlap often comes down to a choice between the value of the 

relationship and the potential harm it would incur if information were leaked. 

Explained the marketing director for an agency consultancy in New York, "Clients' 

trust is being put to the test as knowledge about two rivals' products and advertising 

may cross the same desks within an agency. In general, clients have to weigh the 

value of the relationship vs. the risk of information being shared somewhere along the 

line. " (Fitzgerald, 2004). 

The qualitative analysis also indicated that in advertising, the duration of the 

relationship between an agency and its client is typically associated with increased 

investment in the relationship and sharing of information. For example, during the 

course of a relationship continuing for more than 60 years, Ford Motor Company and 

its advertising agency, J. Walter Thompson (JWT), each established specialized 

offices -a network of Ford Dealer Advertising Association branches on the Ford side 
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paired with over 30 satellite offices of JWT on the agency side - in order to develop 

the advertising required by Ford (Danzig, 2003). Furthermore there is also a regular 

exchange of proprietary information between the two companies. JWT's forward 

planning units work side by side with Ford's advanced styling teams on secret product 

models under development (Danzig, 2003). The Ford-JWT relationship may represent 

a more extreme case. However, the connection between increased sharing of 

information and specific investments is not uncommon and applies to most 

relationships as the clients and agencies choose to work together over time. The head 

of Saatchi & Saatchi in Europe explained, "Agency-client relationships are based on 

trust and commitment and are built up over years. There are many examples of long, 

enduring relationships [between advertising agencies and clients]" (Personal 

interview, 2003). 

Sample 

To conduct the main part of the analysis, the quantitative analysis, I used a 

longitudinal sample of client relationships of advertising agencies in North America 

and Europe that were involved in a completed acquisition in the year 2000 in the 

Standard Industry Classification (SIC) code 7311, "Advertising agencies. " From these 

agencies, a total of 3256 agency-client relationships were constructed based on the 

lists of clients reported by the agency one year prior to its acquisition (1999). 4 (See 

Appendix A for details of the sample construction and Appendix B for a list of the 

acquisitions in the final sample. ) 

Client SIC code data were collected from both the AMADEUS (for European 

firrns) and OSIRIS (for worldwide firms including US and non-European firms) 

4 Client relationships are reported by the agencies themselves and could appear as one of three possible 
forms: the relationship may be to the client firm which is the same as the account, it may be a 
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databases published by Bureau Van Dyjk. When data were not available in these 

databases (e. g. for privately held firms) I gathered the SIC code data from Dun & 

Bradstreet via the Hoovers OnLine database. The sample of agency-client 

relationships included 2161 unique client firms. Client matches were made by 

matching the name of the client, the geographic location of the client and/or agency 
5 listing the client and, if given, the description of the account in The Redbooks. The 

matching process was conducted in four steps. First, I matched all clients. Second a 

research assistant conducted a separate blind match. Third, I reviewed and reconciled 

those matches for which we were in disagreement. Because the percentage of 

different matches of my assignment of SIC codes to the research assistant's 

assignment was relatively high (approximately 25%), when gathering the SIC code 

data, we each recorded the certainty of the client match as a separate variable to be 

used to conduct robustness checks in the analyses. As a final check of the correctness 

of the SIC code matches, I compared the primary SIC code given by AMADEUS or 

OSIRIS with that of Dun & Bradstreet for a sub-sample of clients. When these were 

different, I chose the SIC code that best matched the text business descriptions of the 

client given in each source. A detailed description of the matching process and 

examples of inter-rater disagreements and reconciliations are given in Appendix C. Of 

the 3256 relationships in the sample, client SIC codes were identified for 2574 

relationships. T-tests for difference in means and standard deviations for the full 

sample and the final sample selected based on availability of client data showed a bias 

relationship for a specific account but not the client firm in its entirety, or it may be to both a specific 
account as well as the client corporate level. 
' if possible, the match was made at the local level of the client. For example, if an agency in the 
United Kingdom listed Nestle as its client, Nestle's company in the United Kingdom was used as the 
match. If however, Nestle did not have a company in the United Kingdom, the match would have been 
made to the Nestle parent company, based in Switzerland. In those cases where both a local and parent 
match could be made, SIC codes differed for 20% of the observations. I ran the analysis using both 
levels and the results were consistent. 
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in the sample towards longer duration relationships (p=0.008), larger agencies 

(employees) (p=0.000), older agencies (p=0.000) agencies with higher annual billings 

(P=0.000). 

The final sample with complete data for all independent variables included 

2501 relationships of target and acquiring firms involved in acquisition in 2000, 

including 889 relationships with the North America based agencies, (827 in the 

United States and 62 in Canada), 486 in the United Kingdom and 1126 relationships 

in the rest of Europe. I tracked the survival of these relationships for three years post- 

acquisition (2000 to 2003) in The Redbooks, resulting in a final sample of 6981 dyad- 

years used in the analyses. 

Analysis 

The statistical analysis used was event history analysis with a discrete time 

hazard model. Because my data regarding relationship dissolutions were available 

annually, this resulted in many tied dissolutions (i. e. dissolutions of relationships 

occurring at the same point in time). Therefore, although client relationships 

dissolutions may occur continuously in time, because of data constraints, the discrete 

hazard model rather than a continuous time model was the best method for the 

analysis (Allison, 1984; Singer & Willett, 2003). (See Appendix D for details of the 

discrete hazard model used. ) 

Dependent and independent variables 

The dependent variable in the main set of models is the hazard of dissolution 

of the client relationship. When a client dissolves its relationship with an advertising 

firm, it puts its existing account under review and invites a set of advertising agencies, 

sometimes including the incumbent agency, to "pitch" for the account. Dissolution 
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occurs when, following the review process, the account is awarded to an agency other 

than the incumbent. In my dataset, I considered a relationship to be dissolved in the 

first year that an advertising firm no longer listed the client account in its Redbooks 

record. If a relationship did not dissolve in the observation period (2000 to 2003) the 

relationship was considered censored. The timing of the dissolution or censoring was 

captured by a third variable indicating the total time under which the relationship was 

under observation before it failed for was censored, observation time. Together these 

indicators for dissolution, censoring and the total observation time for the relationship 

enable the construction of the hazard of dissolution necessary used in the discrete 

hazard model. 

The main independent variables are relationship duration at acquisition, 

difference in competitive overlap, and their interaction. To gather data necessary to 

construct a measure of relationship duration at acquisition, I consulted archival data 

from The Redbooks for each year back to 1980 or the next earliest year in which the 

advertising agency listed client information in its Redbooks record. Using these 

records, I coded the start year for the relationship as the first year in which the agency 

listed the client in its Redbooks record. The variable, relationship duration at 

acquisition, is the length of the relationship in years from its start year to 2000, the 

year of the acquisition. For 22% of the relationships in the sample, I was unable to 

determine the start year when calculating relationship duration at acquisition. For 

these relationships, a variable, relationship duration truncation, was coded as I and 

the start year of the relationship was the first year in which I had the advertising 

agency client data available and is included as a control variable in the model. 

Difference in competitive overlap for a given client relationship is a time- 

varying measure of the change in the number of client accounts with the same primary 
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(four digit) US SIC code as the client in the focal relationship pre-acquisition and 

each year post-acquisition. To generate the measure for difference in competitive 

overlap, I first calculated the number of client accounts with the same primary SIC 

code in the target firm and acquiring firm separately. Then I calculated the number of 

client accounts with the same SIC code in the target firm and acquiring firm together. 

The difference in competitive overlap is the post-acquisition count of clients in the 

same SIC less the pre-acquisition count of clients in the same SIC. (See Appendix E 

for an example of the construction of this measure. ) I recalculated this measure for 

each year in the observation period, taking into account the impact of the addition of 

new clients and the loss of existing clients in each year on the difference in 

competitive overlap. 

Ideally the measure of competitive overlap difference would incorporate status 

differences (Podolny, 1994) or provide a generalist v. specialist distinction (Hannan & 

Freeman, 1977; McPherson, 1983). For example, although a microbrewery may be in 

the same SIC code as SAB Miller,, it is likely to be perceived as less of a competitive 

threat by SAB Miller than a large brewery such as Interbrew would be. Therefore, the 

SIC code measure most likely overestimates the size of the difference in competitive 

overlap. The effect of this overestimation of the size of the difference in competitive 

overlap would likely result in false negatives (i. e. no relationship dissolution in cases 

where according to my hypotheses the difference in competitive overlap should result 

in relationship dissolution). Or looked at another way, the size of the coefficient of the 

effect of difference in competitive overlap on relationship dissolution would be 

underestimated. Therefore, while this measure of competitive overlap is somewhat 

coarse., if I do find some effect of competitive overlap on relationship dissolution in 

my analyses, given the low sensitivity of the measure, I can be reasonably confident 
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that difference in competitive overlap is an important factor for relationship 

dissolution. Nevertheless, while using the SIC code overlap measure for competitk, e 

overlap allows me to understand if a difference in competitive overlap has an effect 

on relationship dissolution, it does not allow for ruling out alternative mechanisms 

(status, specialisms) that could also be operating. Lastly, as more specific data are not 

available for constructing the measure, changes in overlap in the 4 digit SIC code 

represent the best data available for the measure. 

To test hypothesis 3, that relationship duration is positively related to 

relationship dissolution the greater the difference in competitive overlap, I created an 

interaction term of relationship duration at acquisition and difference in competitive 

overlap, centering each of the variables before generating their product term (Aiken & 

West, 1999). 

It is possible that firms may rely on artificial boundaries such as "Chinese 

walls, " sets of rules or procedures put in place to prevent different intra-organizational 

units from sharing information on exchange partners that would compromise their 

ability to work with each exchange partner (Hayward & Boeker, 1998). Advertising 

firms that are more effective at managing competitive overlap should have pre- 

acquisition client portfolios that include clients in the same SIC code with varying 

relationship durations. To control for the possibility that certain agencies may be more 

capable of dealing with competitive overlap, i. e. using Chinese walls or other 

organizational measures to prevent information flows, I created a measure of the total 

years pre-acquisition that the agency has had overlap among its clients for a given SIC 

code. The measure, total overlap years, is constructed as the sum of all relationship 

durations less the maximum relationship duration for a given agency's set of 

relationships with clients in the same four-digit SIC code. 
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Previous theory on inter-organizational relationships suggests that the 

availability of alternative exchange partners should have a significant effect on the 

dissolution of relationships (e. g. Emerson, 1962). When alternatives to the merged 

firm are not available to the exchange partner, exchange partners are unlikely to 

dissolve their relationship to the merged firm and would most likely pursue other 

strategies such as forming a relationship with a third party that could influence the 

merged firm (Bae & Gargiulo, 2004) or forming a direct tie with the other exchange 

partner with whom they have competitive overlap (Ingram & Roberts, 2000) in order 

to better monitor and control the behavior of the merged firm. More importantly, the 

explanatory variables - the extent of competitive overlap pre-acquisition and the 

duration of the client relationships at the time of the acquisition - and the dependent 

variable in this study - the likelihood of client relationship dissolution, are likely to be 

affected by the availability of alternative exchange partners (i. e. other advertising 

firms) for the clients of the advertising agencies in the sample. Therefore, it is 

important to control for the presence of alternative advertising firms for clients. As a 

proxy for the availability of alternative exchange partners, I include a measure of the 

count of alternative advertising agencies in the same city (or in some cases, such as 

Palo Alto, CA and San Francisco, CA, in the same region) as the focal advertising 

agency for each city and year in the observation period as listed in the Redbooks. 

Given the distribution of values for this measure (minimum value is I and maximum 

is 896, mean is 187 and median is 63) as well as an assumption that an additional 

agency in a city with 500 agencies should not exert as great an effect on the dependent 

variable than an additional agency in a city with only 5 agencies, I logged the measure 

before entering it into the analysis. 
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Acquisition dummies were included for the ten acquisitions in the sample, 

providing a conservative control for acquisition specific factors that might vary across 

acquisitions, such as the status of the acquiring firm, the percentage of shares 

acquired, the performance of the acquiring firm, or the integration level post- 

acquisition. 6 Four duration variables for each year in the observation period (2000- 

2003), which control for year specific factors and serve as the intercepts in a discrete 

hazard model, were also included in the model. Lastly, client industry dummies were 

created for each major industry group (2-digit US SIC code level). It is likely that 

there is significant variance across client industries with regards to clients' responses 

to competitive overlap as well as the importance of relationship duration. For 

example, I expect that clients in the automotive industry would be more likely than 

clients a utilities industry to react to competitive overlap by dissolving their 

relationship with the merged firm. Therefore I include client industry fixed effects (75 

groups) in the full model. 

' In addition, I also ran the models clustering on acquisition as an alternative to the use of dummies per 
acquisition. The results of the clustered analysis are reported in Appendix F. The pattern of results is 
largely consistent with the main analyses reported here. However, clustering by acquisition does 
decrease the significance of the effect of relationship duration at acquisition. Nevertheless, the sign 
and significance of the dummy variable for relationship duration truncation remains negative and 
significant at I%. 
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RESULTS 

Descriptive data for the variables in the models are given in Table 1, and 

correlations are in Table 2. The average duration of a relationship at the time of 

acquisition was 4.13 years, ranging from a minimum of I year to a maximum of 21 

years, lower than the average duration found in Broschak's study of advertising firm- 

client relationships. The average increase in competitive overlap (difference in count 

of SIC code overlaps) was 0.22, with a minimum of -31 and maximum of 82. The 

mean value of less than I is not surprising as 71% of the relationships in the sample 

did not experience any increase in competitive overlap post-acquisition. 

A life table indicating relationship dissolutions per year is given in Table 3. 

Approximately 34% of the client relationships in the sample dissolved during the 

three years post-acquisition. 1382 of the 2501 relationships were censored before the 

final observation year because the agency no longer listed its client information in the 

Redbooks. To rule out the possibility that this censoring was systematic I conducted 

the following checks. First, it could be the case that after an agency is acquired, its 

parent company chooses to no longer list the agency separately in which case the 

relationships from that agency would have been censored. However, the percentage of 

censored relationships for target firms (47.1%) was lower than that of the acquiring 

firm relationships (55.73%). Second, a comparison of the means for the key 

explanatory variables between the relationships that were censored and those that 

were not indicated that there was not a significant difference of means for the 

difference in competitive overlap or the availability of alternative agencies. However, 

the censored sample did have significantly longer duration relationships (4.37 years 

compared to 3.90 years, significant at I %), had greater total overlap years (90.77 

overlap years compared to 72.86 overlap years, significant at I %), and had a higher 
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incidence of relationship truncation (0.28 compared to 0.14, significant at I%). Third, 

ran the main analysis using only the observations that were not censored before the 

final observation year. The results for this analysis are given in Appendix G. The 

pattern of results is consistent with the model using the full sample. Together these 

tests suggest that the results in the main analysis may be slightly limited in their 

generalizability (i. e. bias toward shorter relationships). Nevertheless, I have not found 

any systematic censoring patterns that would create problems for the analyses. 
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TABLE I Descriptive Statistics 

Variable Obs Mean Std. Dev. Min Max 
Diss. Likelihood 6981 0.16 0.37 0.00 1.00 
Year 2000 6981 0.36 0.48 0.00 1.00 
Year 2001 6981 0.26 0.44 0.00 1.00 
Year 2002 6981 0.21 0.41 0.00 1.00 
Year 2003 6981 0.17 0.38 0.00 1.00 
Acquisition 1 6981 0.31 0.46 0.00 1.00 
Acquisition 2 6981 0.18 0.38 0.00 1.00 
Acquisition 3 6981 0.02 0.12 0.00 1.00 
Acquisition 4 6981 0.14 0.35 0.00 1.00 
Acquisition 5 6981 0.05 0.21 0.00 1.00 
Acquisition 6 6981 0.00 0.04 0.00 1.00 
Acquisition 7 6981 0.11 0.31 0.00 1.00 
Acquisition 8 6981 0.01 0.09 0.00 1.00 
Acquisition 9 6981 0.18 0.38 0.00 1.00 
Acquisition 10 6981 0.01 0.11 0.00 1.00 
Rel. Dur. Truncated 6981 0.22 0.41 0.00 1.00 
Rel. Dur at Acq. 6981 4.13 2.74 1.00 21.00 
Diff. Comp. Overlap 6981 0.22 4.38 -31.00 82.00 
Rel. Dur. * Diff. Comp. Overlap 6981 -0.92 11.78 -255.39 123.60 
Alternative Agencies in Same 
City (log) 

6981 4.20 1.62 0.00 6.80 

Alt. Agencies (log) * Diff. Comp, 
Overlap 

6981 0.37 8.90 -196.69 106.29 

Total Overlap Years 6981 82.26 115.29 0.00 564.00 
Total Overlap Years * Diff. 
Comp. Overlap 

6981 55.50 1043.74 -7104.23 7135.05 

Prop of Exec. Depart. 6981 0.23 0.29 0.00 1.00 
Prop of Exec. Depart. * Diff. 
Comp. Overlap 

6981 -0.10 1.07 -21.22 12.42 

Ag. Dep. on Client 6970 0.05 0.06 0.01 1.00 
Ag. Dep. on Client * Diff. Comp, 
Overlap 

6970 0.03 0.42 -2.60 4.81 

Power ratio 
(Ag. Annbill/AcqAnnbill) 

6981 0.07 0.34 0.00 3.52 

Power ratio * Diff. Comp. 
Overlap 

6981 -0.02 0.40 -9.07 2.71 
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Ch 3. - Competitive Overlap 

TABLE 3 Life Table 

Interval Total Deaths Lost Survival Error [95% Conf. Int. ] 

2000 2001 6981 501 206 0.9272 0.0031 0.9208 0.9331 

2001 2002 6274 486 148 0.8545 0.0043 0.8459 0.8627 

2002 2003 5640 516 288 0.7743 0.0051 0.764 0.7841 

2003 2004 4836 812 4024 0.5516 0.0075 0.5367 0.5663 
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The results for the tests of the main hypotheses are given in Table 4. First. in 

Model 1,1 include only the control variables for total overlap years, log of alternative 

advertising agencies in same city, relationship duration truncation, and the duration 

intercepts. The sign of total overlap years is negative and significant as expected. 

This indicates that client relationships of firms who have developed a capability in 

managing competitive overlap are less likely to dissolve post-acquisition. This finding 

also supports the argument that in fact competitive overlap may have some beneficial 

effects for clients such as network externalities or returns to specialization by the 

advertising agency. 

Surprisingly, the sign for the effect of alternative agencies in the same city is 

negative and significant. This indicates that the more advertising agencies there are in 

a given city, the less likely clients are to dissolve their relationships with the merged 

advertising firm post-acquisition. Using the non-logged measure also generates a 

negative sign, though not significant. This result suggests that a count of advertising 

agencies in the same city may not be the most effective proxy for the availability of 

alternative exchange partners. Agencies may have specialties that would prevent the 

substitution of their services. It could also be the case that the competitors of a client 

already have relationships with other agencies in the same city, and therefore, these 

agencies would not be considered available by that client if such competitive overlap 

would be disadvantageous to the client. Given that the logged measure is more 

consistent with my assumptions regarding the effect of available alternatives, despite 

these issues I decided to continue to use the logged measure in the other models. 

The control for relationship duration truncation is significant and negative. 

This indicates that those relationships for which the start year could not be determined 

were less likely to dissolve. If the main effect of relationship duration at acquisition 

0. ) 
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is also significant and negative when added to the model, then this result indicates that 

the truncated relationships were probably of a longer duration than could be estimated 

with the data available. 

In Model 2,1 add the main effects for the difference in competitive overlap. 

The result is significant and positive supporting the argument that an increase in 

competitive overlap makes it more likely that clients will dissolve their relationships 

with the merged advertising firm post-acquisition. A likelihood ratio test also 

indicates that Model 2 is a significant improvement in fit over the control model 

(Model 1). Although there may be cases in which competitive overlap is beneficial for 

clients due specialization by the advertising firm in the client's industry or positive 

network externalities, even controlling for these, in this sample, increases in 

competitive overlap post-acquisition increase the likelihood of relationship 

dissolution. 
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TABLE 4 Logged Odds of Client Relationship Dissolution 

(1) (2) (3) (4) (5) (6) (7) 
Agency -0.00 1 -0.00 1 -0.00 1 -0.001** -0-001** -0.001** -0.002** Years Of (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 
Overlap In 
Client SIC 
Code 
Availability -0.157** -0.157** -0.159** -0.159* * -0.160* * -0.196* * -0.114* * 
of (0.019) (0.019) (0.019) (0.019) (0.019) (0.021) (0.023) 
Alternative 
Ad Agencies 
Relationship -1.080** -1.063** - 1.03 1 1.0 18* -1.006** -0.962** -0.974** 
Duration (0.109) (0.109) (0.111) (0.111) (0.111) (0.115) (0.118) 
Truncated 
H I: Diff In 0.0 18* 0.017* 0.03 1 0.027* 0.030** 
Competitive (0.007) (0.007) (0.011) (0.011) (0.011) 
Overlap 

H2: Client -0.032* -0.030* -0.033* -0.027* -0.035* 
Account (0.014) (0.014) (0.014) (0.014) (0.014) 
Relationship 
Duration 
H3: 0.007+ 0.008+ 0.009* 
Relationship (0.004) (0.004) (0.004) 
Duration X 
Diff In 
Comp. 
Overlap' 
Year 4 groups 4 groups 4 groups 4 groups 4 groups 4 groups 4 groups 
Dummies X2= X 

2= 
X 

2= 
X 

2= 
X 

2= 
X 

2= 
X 

2= 

143.12** 141.67** 94.75** 93.94** 89.94** 89.94** 42.61 
Acquisition 10 groups 10 groups 
DummieS2 X 

2= 
X 

2= 

126.28** 106.40** 
Client 75 groups 
Industry 2 

X 
Fixed 419.94** 
EffeCtS3 

Observations 6981 6981 6981 6981 6981 6981 6940 
Log - - - - - -2856.954 -2676.386 
Likelihood 2927.450 2924.326 2924.488 2921.708 2920.093 
Change in df - I I 1 1 9 68 

-2(LLI-LL2) 6.248* 5.924* 5.56* 3.23+ 126.278** 361.136** 

Standard errors in parentheses 
+ significant at 10%; * significant at 5%; ** significant at 1% 
I Variables centered before creating interaction term. 
2 Acquisition with greatest number of relationships omitted. 
3 75 groups total, 6 groups dropped due to all positive or all negative outcomes. 
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In Model 3 in Table 4,1 test the prediction in hypothesis 2 that client 

relationship duration at acquisition is negatively related to the likelihood of client 

relationship dissolution post-acquisition. As expected relationship duration does have 

a significant negative effect on relationship dissolution post-acquisition, supporting 

my second hypothesis. Again, a likelihood ratio test indicates that Model 3, which 

includes relationship duration at acquisition, is a significant improvement in fit over 

the control model (Model 1). The results remain largely the same when adding both 

main effects simultaneously to Model 4. 

In Model 5 in Table 4,1 test hypothesis 3 that relationship duration interacts 

with the difference in competitive overlap such that longer duration relationships are 

more likely to dissolve the greater the increase in competitive overlap. Adding the 

interaction term to Model 5,1 find that it is significant at 10% providing support for 

hypothesis 3. The likelihood ratio test also indicates an improvement in model fit 

significant at 10%. This positive and significant coefficient for the interaction term 

indicates that clients with long term relationships with the merged firm may see 

information leakage as more problematic and are therefore more likely to dissolve 

their relationships with the merged firm when faced with increased competitive 

overlap post-acquisition. I cannot rule out the presence of the alternative inertia effect 

as the significant, negative sign on relationship duration persists in the presence of the 

interaction term. (Main effects were centered before creating the interaction term 

allowing for an interpretation of the main effects in Model 5 as well as the interaction 

term. ) Nevertheless, the arguments for the mechanisms underlying the interaction 

effect in hypothesis 3 receive support. 7 

71 tested for support for a variation on the inertia argument that inertia prevents clients from moving 
their business in general but that when the acquisition and increase in competitive overlap occurs this 
acts as a catalyst which then motivates the clients to leave and/or clients who are wanting to rejuvenate 
their advertising relationships use this change as an easy excuse for putting their account up for review. 
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After adding acquisition dummies in Model 6, the signs and significance 

levels of the main effects and the interaction term remain the same. This indicates that 

even controlling for acquisition specific effects such as integration level, the 

performance of the acquiring firm, the status of the acquiring firm, or the percentage 

of shares acquired, the hypothesized effects for relationship duration, difference in 

competitive overlap and their interaction remain the same. In Model 7,1 use fixed 

effects by client industry to control for differences across client industries in the 

likelihood of relationship dissolution. 8 The signs of all the explanatory variables 

remain the same and significance levels for the difference in competitive overlap and 

its interaction with relationship duration increase to 1% and 5% respectively. The 

increase in significance for the interaction terms lends further support of the proposed 

information leakage mechanism underlying the higher probability for client loss for 

long term clients experiencing an increase in competitive overlap. 9 

A graph of the probability of client relationship dissolution in Figure 2 

illustrates the effect of the interaction between relationship duration at acquisition and 

difference in competitive overlap. When the post-acquisition difference in competitive 

If this is the case, any increase in competitive overlap should increase the dissolution likelihood. 
However, using a dummy to indicate if competitive overlap increased rather than the continuous 
measure does not support this argument. I also checked for a curvilinear U-shaped effect of relationship 
duration on likelihood of relationship dissolution by including the squared term of relationship duration 
in the model (main effect as well as its interaction with the difference in competitive overlap). 
However, this also is not supported. 
8 When adding the client industry fixed effects, 41 observations are dropped from the analysis due to no 
variation in the outcome variables within 6 client industry groups. To check that the improvement in 
significance for the interaction effect was not due to a sample selection, I re-ran the analysis using only 
the 6940 included in the client industry fixed effects model (See Appendix H). The results for both 
client industry fixed effects models are largely the same. There is a slight improvement in the 
significance level for the interaction effect in Model 6. However, the p-value changes only slightly, 
from 0.051 in Model 6 in Table 4 to 0.049 in Model 6 in Appendix H. 
9 To control for any advertising agency specific effects on the likelihood of relationship dissolution due 
to competitive overlap and relationship duration, I also ran the model with fixed effects by advertising 
agency (108 groups). The results are consistent with other models. The significance levels of 
relationship duration and difference in competitive overlap remain the same, and the significance level 

of the interaction effect of competitive overlap and relationship duration drops slightly. However, I was 
not able to run the model using fixed effects for both agency and client industry as the model would not 
converge. Therefore a direct comparison of the agency fixed effects model and the full model with 
acquisition dummies and client industry fixed effects was not possible. 
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overlap was lower (less than 3), relationship duration decreased the probability of 

client loss. Yet when the difference in competitive overlap was higher (greater than 3) 

longer relationship duration increased the probability of client loss. A conditional 

probability table in Table 5 also illustrates the results. Calculating the relative risk 

indicates that, for example, a client relationship with an increase in competitive 

overlap of 0 (meaning that post-acquisition the count of clients in the merged firm's 

portfolio in the same industry did not change post-acquisition) and a relationship 

duration of 2 years has a 6% greater risk of relationship dissolution than a client with 

the same difference in competitive overlap but relationship duration of 4 years. In 

other words, the shorter relationship is more likely to dissolve when the difference in 

competitive overlap is small. Calculating the relative risk for a difference in 

competitive overlap of 6 (meaning that post-acquisition the count of clients in the 

merged firm's portfolio in the same industry increased by 6) indicates that the shorter 

relationship is now at lower risk than the longer one, i. e. the relationship with duration 

of four years is 2% more likely to dissolve than the one of 2 years. When the 

difference in competitive overlap is great, the effect of relationship duration on 

dissolution reverses and longer relationships are more likely to dissolve. 
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TABLE 5 Conditional Probabilities of Client Relationship Dissolution 

Relationship Duration at Acquisition (years) 

Competitive 
Overlap 

Difference 
(count of 
overlaps) 

0 2 4 6 8 10 12 

0 0.40 0.38 0.36 0.35 0.33 0.32 0.30 

2 0.41 0.40 0.39 0.39 0.38 0.37 0.36 

4 0.42 0.43 0.43 0.43 0.43 0.43 0.43 

6 0.44 0.45 0.46 0.47 0.48 0.49 0.50 

8 0.45 0.47 0.49 0.51 0.53 0.55 0.56 

10 0.47 0.50 0.52 0.55 0.58 0.61 0.63 

12 0.48 0.52 0.56 0.59 0.63 0.66 0.69 
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FIGURE 2 Probability of Client Relationship Dissolution 

Relationship 
(years) 

Probability 

om petitive 
overlap (count) 
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Alternative explanations 

There are a number of possible altemative explanations to relationship 

duration as a factor that moderates the effect of competitive overlap on the dissolution 

of client relationships post-acquisition. To ensure that the effect is not a spurious 

correlation, I have attempted to test alternative explanations to see if the effect of the 

interaction of relationship duration and competitive overlap remains the same once 

these alternative explanations are included in the model. 

First, given competitive overlap among a set of clients in the merged firm 

post-acquisition, it is possible that the client relationships held by the more powerful 

agencies in the merged firm (acquirer or target, or in the case of multi-agency 

advertising firms, member agencies) will be given preferential treatment in terms of 

access to resources of the merged firm (e. g. Hickson, Hinings, Lee, Schneck & 

Pennings, 1971). Therefore, I expect that clients of less powerful agencies within the 

merged firm should be more likely to dissolve their relationships than clients of more 

powerful agencies with the merged firm if they experience a high level of increased 

competitive overlap post-acquisition. The annual billings of an agency relative to the 

overall annual billings of the acquiring firm/parent firm are a good indication of the 

agency's relative power within the merged firm. Those agencies that contribute more 

in terms of revenues to the parent firrn should have more influence on resource 

allocation decisions within the firm (Salancik & Pfeffer, 1974). 1 created a power 

ratio measure equal to the ratio of the agency's annual billings the year before the 

acquisition to the annual billings of the acquiring/parent firm in the same year. What I 

am really interested in testing is not the main effect of power, but its interaction with 

the difference in competitive overlap. Therefore, I created an interaction term of 

power ratio and difference in competitive overlap, centering each of the variables 
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before generating their product term (Aiken & West, 1999). 1 include the main effect 

and interaction effect in Model I in Table 6, as well as acquisition dummies and fixed 

effects for client industry. If the relative power explanation is a valid alternatiN, e 

explanation, I should find that the interaction term is significant and that the effect of 

the interaction of relationship duration at acquisition and the difference in 

competitive overlap decreases with the addition of the power ratio main effect and 

interaction effect. The results show that the main effect of power ratio and the 

interaction effect of power ratio and difference in competitive overlap are not 

significant. More importantly, the effects of relationship duration at acquisition and its 

interaction with the difference in competitive overlap remain the same sign and 

significance. 

72 



-; Z 
1-ý 

-4-0 

CD 

Im 

*4 

cli (:: ) 
C> C) 

llýc m 
- CA 

ý10 00 
\, O - 

rn lzt 
rn - 

* CA 
\, D - 

+ 
1ý1- r-- (::: ) 

00 
rq rq 

00 00 
r- 

m Cý 00 
ý 

r- Cl) r- 00 r- cq 
rq C: ) 

,o- 
C7ý 

r? ) - 
CD CD 

- CD cq r- 
, Zl- 00 

" 1- - CD 
6 

cq C: ) 
C) (= 

lzt 
- 

Zt 
C: ) 

Iýt C) C) 

C) C: ) C) 
C) CD CD C) CD C) 

7: 1 C) u 0 7zý C E 
u u CL 

C - (1) M 
Vý 

. ti) 7:; 4-- 
V 
> 

X 
'41 > 

C) 
ci 

4- 
0i 

4- CL 
E 

a) 

7: ý X 

oz a. ) ct 
a) u 

> 
< 

73 



., z 

I-) 

C/) 
V) V) 

00 

c) 

00 
CL 110 

C: ) C: ) 0 - 
M L.. Zt C) V) Iýc 

;_ -t Iýt 

110 * 
C/) 

V) V) fn 

* ,t 
O'ý 

, I- kn m 0 C) ,c ý- t- C) V) ý- t C) 
6 ý-c 

Iýt (Z) ý- \, C tO "D 

C/) 
CA 

00 

g 0 bh 'ý, h I-- 
00 

ý, 6 06 -: t 

C/) 

7t 

b 0 
bo 

- C) 
ell kn "I 

cn 

:z 2 
u u- ID 

C) 
- C) 4- . E 

(1) 

X 
0- 

S2 < E LQ W -, - _ " C+- 
(4- (4- (D Vý U o 

b 
0 

> 
cli 

, >. 0 
t: E cj r C) 7ý = &- a v r -j vu tv m a" u V) C, ý J 

tb >> v u -0 C) C-1 
ý- C. - a C-4 

7: 1 

vi 

C., 
clý 
u 0 

a) 
> 

V-- 

CA 

* Z; 0 77, ý 
oý Cýj 

o3 

C . - a) U 

E c 
7ý 

M C) 

Z-- C) S- r- I 
ct 

(1) ct n 
u 

M 
= 
c) 

ct (t > u 



Ch 3: Competitive Overlap 

second factor that could also affect the likelihood of client relationship 

dissolution under conditions of competitive overlap is the dependence that an agency 

has on a given client. If an agency's dependence on a client is very high, the client's 

termination of the relationship is a credible threat to the agency (Emerson, 1962, 

Pfeffer & Salancik, 1978). Therefore, when an agency is highly dependent on a client, 

the client may believe that the agency will be more actively engaged in the prevention 

of information leakage from that client's account to other accounts than it would 

necessarily be for other accounts. Clients on whom the agency is heavily dependent 

should be less likely to dissolve their relationships with the merged firrn given an 

increase in competitive overlap. To measure the agency's dependence on a given 

client, I created a measure of the proportion of accounts an agency has with the same 

client, agency dependence on client. 10 Again, because the alternative explanation I am 

testing is the effect of the agency's dependence on the client under conditions of 

competitive overlap, I created an interaction term of agency dependence and the 

difference in competitive overlap. The main effect of agency dependence on a client 

does have a significant negative effect on the likelihood of client relationship loss post 

acquisition (Model 2 in Table 6). However, the interaction effect is not significant and 

the results for relationship duration and the interaction effect with the difference in 

competitive overlap remain the same. Agency dependence on a client does decrease 

the likelihood of client relationship dissolution on average but does not moderate the 

effect of competitive overlap, and therefore can be ruled out as an alternative 

explanation. 

'0 Due to data limitations I was unable to incorporate the client's dependence on the agency in terrns of 
the distribution of the client's advertising business across agencies in the dependence measure in this 

study. The effect of agency dependence on client can be interpreted only as the relative difference 

across advertising firms in terms of their dependence on a given client, not as a measure of the 

interdependence or relative dependence existing between an agency and a given client. 
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The third alternative explanation I attempt to address is the effect of 

advertising executive mobility on client loss under conditions of competitive overlap. 

Prior research has found that in general, when account managers in advertising firms 

either leave the firm or are promoted to a new position, clients are more likely to end 

their relationships with the firm (Broschak, 2004). Regarding the effect of an increase 

in competitive overlap for a client, if the client knows that the employee or employees 

it has worked with are leaving the firm post-acquisition, this may further increase the 

likelihood that it will leave. Therefore, to control for the effect of managerial 

mobility, I created a measure of the proportion of agency executives departing the 

agency in each year from 2000 to 2003. A departure is defined by the absence of an 

executive name listed by the agency in the previous year in the current year's 

Redbooks record for the agency. I then created the interaction term of proportion of 

executives departing and difference in competitive overlap. After including the 

measure, proportion of executives departing and the interaction term in Model 3 in 

Table 6,1 find that the proportion of agency executive departures has a strong positive 

constituent effect on client relationship loss post-acquisition, consistent with 

Broschak's (2004) research, but that its interaction with the difference in competitive 

overlap is not significant. The effect of relationship duration at acquisition and the 

interaction of relationship duration and difference in competitive overlap remain 

significant and in the same direction. 

A fourth explanation is that advertising firms who have demonstrated a 

capability in the past to deal with competitive overlap should be less likely to lose 

their relationships with clients given an increase in competitive overlap. In this case, 

advertising firms may have developed effective means for keeping the conflicting 

clients separate (e. g. Chinese walls). In the main models I have controlled for the 
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main effect of this capability on dissolution likelihood by including a measure of the 

total overlap years for a given SIC code in an advertising firm (sum of the 

relationship durations - the maximum relationship duration of clients in the firm in 

the given SIC code). This controlled for the effect of total overlap years for the 

average level of the difference in competitive overlap. However, a test of this effect as 

an alternative explanation to the interaction effect of relationship duration with the 

difference in competitive overlap requires examining the effect of the interaction 

between total overlap years and difference in competitive overlap. Therefore, I add 

the interaction term to the Model 4 in Table 6. The interaction term is not significant, 

and the effect of relationship duration at acquisition and the interaction of relationship 

duration and difference in competitive overlap remain significant and in the same 

direction. 

The fifth and final alternative explanation I address involves the effect of the 

presence of alternative exchange partners under conditions of a high difference in 

competitive overlap. It could be that the acquisition and subsequent increase in 

competitive overlap acts as a catalyst, which induces clients to reassess their 

alternatives. The more alternative advertising agencies available to the client and the 

greater the motivation to find a new agency given the increase in competitive overlap, 

the more likely the client will dissolve its relationship with the merged firm post- 

acquisition. Including the interaction of the availability of alternative exchange 

partners and the difference in competitive overlap in Model 5 indicates a positive 

significant effect for the interaction on the likelihood of relationship dissolution. With 

the addition of this interaction, the interaction between relationship duration and the 

difference in competitive overlap no longer has a significant effect on client 

relationship dissolution. This suggests that although the longer a relationship is the 
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more likely it will be dissolved as competitive overlap increases, this effect may 

depend upon the presence of alternative exchange partners for the clients experiencing 

the increase in competitive overlap. 

Further analysis 

An assumption of the discrete hazard model is the assumption of proportional 

hazards - i. e. that the effect of each of the predictors is assumed to be consistent 

across each time period (Allison, 1984; Singer & Willett, 2003). It is likely that the 

dissolution of relationships by clients as a reaction to an increase in competitive 

overlap will be greatest in the time periods just following the acquisition. Therefore, 

in the next analysis, I relax the proportional hazard assumption and allow the effect of 

the difference in competitive overlap to vary with each year in the observation period. 

To do this, I created a set of four new variables for the interaction of the difference in 

competitive overlap with time. Using these new variables I created a set of four 

interaction variables for the effect of the interaction of relationship duration and the 

difference in competitive overlap with time. Entering these into the full model 

(Appendix 1, Model 6) indicates that in fact the effect of the difference in competitive 

overlap and its interaction with relationship duration does vary with time. In the first 

year, 2000, and the third year, 2002, the effect for both the main effect of competitive 

overlap and the interaction are positive and significant. In the fourth year, 2003, the 

sign of the interaction term becomes negative and significant at 10%. This intriguing 

sign change suggests that after "high-risk" clients (longer duration relationships and 

greater change in competitive overlap) pass a certain time period, they may be 

enjoying the benefits of overlap and therefore decide to stay in their relationship with 

the merged firm. However, the interpretation of this result requires caution given the 

censoring of observations before this final period. I also tested the alternative 
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explanations using duration interactions for time varying variables and their 

interactions with the difference in competitive overlap (Appendix J). Although in 

these models I find significant coefficients for alternative explanations, the sign for 

relationship duration remains positive and significant across all models and the sign 

for the interaction of relationship duration with the difference in competitive overlap 

is significant in the first year for all models. The sign for the main effect of the 

difference in competitive overlap is also consistent across models. However, 

importantly, in these models, the significance for the interaction does not decrease 

when controlling for availability of alternative agencies and its interaction with 

difference in competitive overlap (Appendix J, Model 5) as it did in the model 

without the duration interaction (Table 6, Model 5). In the first year post-acquisition, 

long relationships with a high increase in competitive overlap are still more likely to 

dissolve even controlling for the interaction of competitive overlap and the 

availability of alternative agencies. 

Splitting the analysis by acquiring firms and target firms indicates that the 

results only hold for acquiring firm side. However, the statistical power in target side 

model is very low due to low sample size (138 dyads in target side and 2363 on 

acquirer side). A test for significant differences in means values for the main 

explanatory variables in the model shows that there are significant differences in 

means between target and acquirer. The difference in competitive overlap mean score 

for target relationships is 4.893 and for acquirer relationships it is -. 014, a significant 

difference at p<0.000. The relationship duration at acquisition mean score is also 

significantly different at 4.690 for target relationships and 4.105 for acquiring firm 

relationships at p<0.000. These differences suggest that caution should be used when 

applying the results of the main models. It is possible that a different set of factors 
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determine the retention or dissolution of the target firm's relationships versus the 

acquiring firm's relationships. However, the limited statistical power for an analysis 

on the target firm side prevents full exploration of this. 

Robustness checks 

I conducted several robustness checks of my analysis. First, I ran the models 

including only observations for those client relationships for which I had high 

certainty regarding the accuracy of the SIC code data used to construct the 

competitive overlap measures (i. e. 4 or 5 out of aI to 5 rating of certainty of match 

with 5 indicating 100% certainty). The results for both hypotheses remain the same. 

As a second check, I ran the model using a log transformation of relationship 

duration at acquisition to account for the fact that the effect of a one unit increase in 

duration on likelihood of client relationship dissolution may be greater the closer 

relationship duration is to zero. In this model, the significance of relationship duration 

decreases slightly to 10% (p=0.050) but the significance levels of difference in 

competitive overlap and the interaction term of competitive overlap and relationship 

duration both improve (p=0.000 and p=0.005 respectively). 

I also used a cube root transformation of the difference in competitive overlap 

so that very large differences in competitive overlap would not exert a 

disproportionate effect on the likelihood of client relationship loss. The 

transformation improves the significance level for the main effect of the difference in 

competitive overlap on relationship dissolution. It does, however, reduce the 

significance of the interaction of difference in competitive overlap with relationship 

duration although the sign remains positive. 

The level of analysis used in the main model is the agency-client account 

relationship. In some cases, the client account listed by the agency is the same as the 
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client company (e. g. General Mills). In others the account is a level below the client 

company (e. g. Yoplait, a division of General Mills). In addition, many of the agencies 

in the sample are part of larger advertising firms (for 8 out of 10 of the acquisitions, 

e. g. J. Walter Thompson NY is an agency of WPP). To explore the possibility that the 

effects I observe for dissolutions at the agency-account level might be different for 

dissolutions at the agency-client level or parent advertising firm-client level, I 

constructed four alternative dependent variables: all ties within the client relationship 

to agency dissolved, all ties within the client relationship to parent agency dissolved, 

all ties within the client parent relationship to agency dissolved, and all ties within the 

client parent relationship to parent agency dissolved The effects of relationship 

duration, difference in competitive overlap and their interaction remain largely 

consistent for all constructions of the dependent variable (Appendix K). Furthermore, 

if I include the duration interactions, the results are also consistent with the main 

analysis (Appendix L). 

Lastly, omitting observations for client relationships for which "non-industry 

specific" SIC codes such as "6712 Offices of holding companies" were used to 

construct the difference in competitive overlap measure did not alter the results. 

DISCUSSION 

This chapter explored the question of why an increase in competitive overlap 

among clients post-acquisition leads to the loss of the client relationships in some 

cases and not in others. To address this question, I examined the effect of an increase 

in competitive overlap for varying lengths of client relationship duration at the time of 

the acquisition, a proxy for the trust that develops between firms through repeated 

exchange (Gulati, 1995). In my first set of arguments, I proposed that an increase in 
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competitive overlap following an acquisition would be disadvantageous to clients of 

the merging advertising firms due to fears of information leakage to competitors. 

Because in some industries there may be benefits to clients sharing the same suPplier 

of advertising services due to increasing returns to specialization, in my analysis I also 

controlled for the number of years an agency had a specialized portfolio of clients pre- 

acquisition. The results of my analyses provide clear and consistent support for an 

increase in the likelihood of client loss the more competitive overlap increases post- 

acquisition. This finding implies that in the advertising industry, sharing the same 

supplier of services is not perceived as being advantageous by clients despite 

arguments for the benefits of specialization and positive network externalities. 

In my second set of arguments, I suggested that client relationship duration at 

the time of the acquisition would be negatively related to the likelihood of dissolution 

of the relationship due to the increased information sharing and the making of specific 

investments associated with long term relationships. Consistent with the findings of 

previous research on relationship dissolutions (e. g. Baker et al, 1998; Seabright et al., 

1992), 1 found that relationship duration decreased the likelihood of client loss in the 

post-acquisition. This result suggests that in acquisitions of the external relationships 

of a target firm, the longer the duration of the acquired relationships and the longer 

the duration of the acquirer's own relationships, the less likely these are to be lost 

post-acquisition. The implication of this finding is that in such acquisitions, 

considering the effect of relationship duration on client relationship dissolution alone, 

firms with long standing ties to clients should be better able to grow through the 

acquisition of external relationships of target firms than those acquirers with short 

term relationships, and that firms with longer relationships should be more desirable 

targets in such acquisitions. 
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In the final set of arguments, in contrast to the negative main effect of 

relationship duration on client loss, I argued that the interaction of relationship 

duration with the difference in competitive overlap would be positively related to 

client loss. The results provided significant support for the hypothesized positive 

effect of the interaction on client relationship loss. This finding suggests that the 

increased information sharing and specific investments associated with relationship 

duration may become liabilities for clients when competitive overlap increases post- 

acquisition. Competitive overlap post-acquisition increases the potential for 

information leakage from one client to another via the merged firm. Thus, although 

long term relationships usually are more stable than short-term relationships, long 

term relationships are more likely to be destabilized by the increased competitive 

overlap of clients in these relationships. In this way, a firm's existing long term client 

relationships both enable the firm's ability to acquire the external relationships of 

target firms by providing more stability under regular conditions post-acquisition, and 

constrain its ability to acquire the external relationships of target firms by providing 

the least stability when competitive overlap increases post-acquisition. 

While I have attempted to overcome many limitations in the analyses, a few 

remain. Because the data for the study were from a single industry, one potential 

limitation relates to the general izabi I ity of the findings to other industries. Research 

indicates that industries such as investment banking, law and strategy consulting share 

similar norms regarding competitive overlap (i. e. client conflict) with the advertising 

industry, the setting for this study (e. g. Nanda, 2004). Therefore, although 

general izabi lity of the study is somewhat limited, I expect that competitive overlap 

and relationship duration would affect relationship dissolutions post-acquisition 

similarly in industries with similar conflict norms. 
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A second limitation relates to the measure of competitive overlap used here 

(overlap in the clients' primary (4 digit) US SIC code), which is a relatively noisy 

measure. Future research employing more sensitive overlap measures (e. g. product- 

market overlap) would more accurately assess the influence of competitive overlap. 

Nevertheless, the effect of the noise in the measure of competitive overlap was most 

likely an underestimation of the effect of the difference in competitive overlap on 

relationship dissolution. 

As a third limitation, I have theorized that the mechanisms by which the 

interaction of increased competitive overlap and relationship duration leads to client 

loss are increased information sharing and the making of specific investments that 

occur over the duration of the relationship. I have argued that both information 

sharing and relationship specific investments made over time will have a positive 

effect on client loss when competitive overlap increases. Nevertheless, it is possible 

that these effects associated with trust arising from repeated exchange may exert 

opposite influences on the likelihood of client loss and therefore it is important to 

separate the effects of these mechanisms. Due to data limitations, I was not able to 

observe these mechanisms directly. Instead I have been able to observe only the 

duration of the relationship inferring the existence of information sharing and 

relationship specific investments. Future research in this area would benefit from 

directly measuring these factors. 

Despite these limitations, this study provides an important initial step towards 

addressing the unique challenges of the acquisition of external relationships and the 

value of the social capital embedded in these (Gabbay & Leenders, 1999). In this 

chapter, I have demonstrated that one characteristic of a firm's external relationships 

- relationship duration and the trust associated with it - plays an important role in the 
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acquisition of external social capital. However, the benefits associated with long term 

ties are context dependent. If the acquisition does not increase competitive overlap for 

the merged firm's exchange partners (e. g. clients), the trust, information sharing and 

specific investments associated with longer duration relationships represent a type of 

social capital for the firm which provides stability, enabling the firm to successfully 

acquire more social capital. In contrast, as the difference in competitive overlap 

becomes greater, these long duration relationships become a constraint and hinder the 

firm's ability to gain social capital via acquisition. The presence of such constraints 

on an acquiring firm's ability to acquire relationships of other firms while retaining its 

own relationships suggests that at best a firm may have only a limited ability to direct 

the use of its external social capital. This poses an interesting question for further 

exploration, namely how firms in re lationsh ip- intensive industries can achieve 

competitive advantage when they cannot, in any strict sense of the word, "own" the 

assets on which they rely to do so. In the next chapter, using the same dataset of 

relationships, I continue my empirical analyses by focusing on the effects of 

relationship ownership on client relationship dissolution post-acquisition and attempt 

to shed more light on this question. 
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CHAPTER 4: Firm Relationship Ownership and Client 
Retention Post-Acquisition 

In acquisitions motivated by the external social capital of target firms, a salient 

factor affecting the success of the acquisition is the degree of "ownership" the firm, as 

opposed to its employees, has over its exchange relationships. In fact, the very notion 

of an acquisition assumes at least some degree of firm ownership of its assets. 

Therefore, the success of acquisitions of external social capital will depend in large 

part on the ownership - defined here as residual control over decisions regarding the 

use - of the firm' exchange relationships. 

In related research on acquisitions of human capital, strategy and organization 

scholars have identified similar constraints on the acquisition of firms for the value of 

their human capital (e. g. Coff, 1999a; 2002; Ranft & Lord, 2000; Zollo & Singh, 

2004). The main problem identified is that human capital is an inalienable asset and 

therefore cannot be owned by the firm. Instead it is owned by each individual member 

of the firm who agrees to allow the firm access to the human capital in exchange for 

compensation as determined in an employment contract. Because the firm cannot own 

its human capital, the success of the acquisition of another firm in an attempt to gain 

access to its human capital depends on the retention of the employees of the firm. 

Although acquiring firms often use incentives to increase the likelihood of the 

retention of employees (e. g. Ranft & Lord, 2000), they cannot ensure continued 

access to their human capital post-acquisition and therefore the acquisition of human 

capital is inherently risky. 

Like acquisitions of human capital, the retention of valued assets - i. e. the 

exchange relationships of the acquired firm - is one of the main factors affecting the 

success of acquisitions of external social capital. However, the retention of exchange 
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relationships is a more complicated affair than the retention of an individual employee 

and its human capital. An exchange relationship exists between the firm and an 

exchange partner. Furthermore, the firm, a lega I -organizational entity, must rely on an 

employee (or multiple employees) of the firm to maintain exchange relationships on 

the firm's behalf. Therefore, successful retention of the relationship often depends on 

the retention of both the exchange partner of the firm and the employee(s) of the firm 

maintaining its relationship. 

Consider the example of the acquisition of True North Communications, a 

large advertising firm, by Interpublic Group of Companies, an advertising 

conglomerate in 2001. A key client of True North was Pepsi, who had over $350 

million in accounts with True North. Following the acquisition, the account director 

for the Pepsi account and two other key employees of True North left the merged 

advertising firm, and Pepsi moved its account to the new agency formed by the 

departing employees. Despite attempts to block the move in court, Interpublic was 

unable to prevent the loss of the Pepsi account. This anecdote suggests that the client, 

Pepsi, perceived its relationship to True North to be based primarily on its ties to the 

three departing employees rather than the firm. In other words, the merged firm 

Interpublic-True North had low "ownership" of the relationship with Pepsi. 

While anecdotal evidence suggests that relationship ownership is a key factor 

in the acquisition of external social capital, systematic research on its effect has not 

yet been conducted. Thus, the question I address in this chapter is: does ownership of 

client relationships -a specific category of exchange relationship - by the merged 

firm, rather than its employees, affect the retention of these relationships post- 

acquisition? I develop hypotheses for the effect of two main components of 

relationship ownership - tie oivnership, i. e. control of the resources that flow across 
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each of the ties comprising the relationship, and multiple ties. i. e. the number of ties 

comprising the relationship - on the likelihood of the loss of clients post-acquisition. I 

test these hypotheses on a longitudinal sample of client relationships of advertising 

firms involved in an acquisition in the year 2000. The results of the analyses provide 

significant support for the effect of relationship ownership on client relationship 

retention and enable a further refinement of our understanding of the factors that 

contribute to the firm's ownership and subsequent retention of its client relationships. 

This study makes a novel contribution to research on inter-organizational 

relationships. Recently, researchers studying inter-organizational relationships have 

begun to consider how control over relationships affects the firm's appropriation of 

value generated by these relationships (e. g. appropriation of returns on investment by 

joint venture partners (Gulati & Wang, 2003) or relative learning gains by alliance 

partners (Khanna, 1998)). These studies have focused on appropriation of this value 

by the firm relative to appropriation by the firm's exchange partners (e. g. alliance 

partner, client, supplier, etc. ), but they have not directly addressed the distribution of 

ownership of exchange relationships between the firm and its own employees, nor 

have they examined ownership of relationships in the context of an acquisition. By 

developing arguments for the distribution of ownership rights to client relationships 

between a firm and its employees and the effect of this distribution on the retention of 

these client relationships post-acquisition, I attempt to address this under-re searched 

area. 

THEORY AND HYPOTHESES 

Because the ownership of assets is a salient factor during any acquisition, 

Understanding what factors determine ownership of the exchange relationships is 

therefore important to understanding under which conditions the acquisition of 
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external social capital is most likely to be successful. Ownership of an asset rests with 

an actor (individual or firm) when that actor has residual control over decisions 

regarding the use of that asset (Grossman & Hart, 1986; Hart & Moore, 1990; 

Milgrom & Roberts, 1992). In the case of exchange relationships, ownership is 

complicated by the fact that an exchange relationship by definition only exists through 

the continued participation of the exchange partners and therefore is inalienable from 

the partners forming the relationship. Furthermore, because a firm necessarily must 

rely on its employees to maintain its exchange relationships on its behalf, the 

exchange partner may perceive its relationship to be with the employee more than 

with the firrn the employee represents. Thus, in certain cases, the relationship may be 

inseparable from the employee as well. 

Nevertheless, despite the inalienability of a relationship as an asset from the 

actors maintaining it, a firm can attain a degree of control over the relationship. 

Extending the property rights view of Grossman, Hart and Moore (Grossman & Hart, 

1986; Hart & Moore, 1990) to the current context suggests that "ownership" of a 

relationship could be determined by ownership of the assets required to maintain the 

relationship. In the same way that firms gain control over human assets by owning 

non-human assets, having ownership of the products, knowledge, brands or 

trademarks, etc. required for continued exchange with an exchange partner can 

provide a firm with greater control of its exchange relationships relative to the 

employees that maintain the relationship on its behalf Thus, relationship ownership is 

shaped in part by ownership of the assets or resources that are used to maintain the 

exchange relationship. At the same time, a firm may rely on more than one employee 

to maintain the relationship with the exchange partner, and thus, a relationship may be 

comprised of multiple ties. For a firm to have control of a relationship, the firm must 
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have not only ownership of the resources used to maintain the relationship, but it must 

have this ownership across the majority of ties comprising the relationship. As such. 

the first factor affecting relationship ownership is tie ownership, the extent to which a 

firm owns the resources required to maintain a tie within the relationship, and the 

second factor is multiple ties, or the extent to which the relationship is comprised of 

multiple ties to the exchange partner. Together, both factors shape the firm's 

ownership of its exchange relationships and, for reasons discussed below, reduce the 

likelihood of the dissolution of exchange relationships. 

Resource ownership within a tie and tie ownership 

Tie ownership by the firm decreases the likelihood of client loss post- 

acquisition by increasing the dependence of the client on the firm relative to the 

employee maintaining the tie on the firm's behalf Consider the example of Truffles, a 

firm-wide database of information and knowledge from previous projects and new 

methodologies at Ogilvy & Mather, a multinational advertising agency (Personal 

interview notes, September 6,2000). Each Ogilvy & Mather employee uses Truffles 

as a knowledge resource, in combination with his or her own human capital, when 

providing services to a client. In this example, if we assume that Truffles and the 

employee's human capital are the only resources used to maintain the tie to the client, 

ownership of each tie to the client will be determined by which resource the client 

values more. If the client values Truffles more than the human capital of that specific 

employee, then the firm could be said to have "tie ownership". If the client values the 

employee's human capital more than Truffles, then the employee would have "tie 

ownership. " 

Tie ownership by the firm prevents exchange relationship dissolution in at 

least two ways - first by protecting the relationship from the loss of the employee 
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maintaining a tie within the relationship and second by increasing the switching costs 

for the client. The first way involves decouPling the client's perception of the value of 

the relationship from the specific employee maintaining the ties in the relationship. 

When a firm has tie ownership, the employee maintaining the tie to the client invests 

the firm's resources, such as its proprietary knowledge, financial capital, or 

brand/reputation in the relationship with the client. Because the employee's resources 

are not important (or are relatively less important) to the maintenance of the tie, the 

employee and its resources are easily replaceable. Barring changes in resource needs 

of the exchange partner, a tie owned by the firm should be fairly resilient to 

disruptions associated with the acquisition such as employee turnover. Research by 

Lovett, Harrison and Virick (1997) supports this argument. They propose that the loss 

of clients when an employee who is a boundary spanner leaves the firm is a function 

of the relative value, rarity, inimitability and non-substitutability of the employee's 

resources versus the firm's resources. When a firm has tie ownership, it is the firm's 

resources that are valuable to the client, and the client is therefore less likely to end its 

relationship with the firm should a boundary spanning employee leave. Similarly, 

Nanda and Groysberg (2004), in a study of turnover among star analysts in investment 

banks, found that in fact analysts often underestimated the value of the firm's 

resources to their individual performance. After switching firms, analyst performance 

dropped on average. Although the authors tracked only analyst performance rather 

than client moves, their study does provide further support for the interplay between 

employee resources and firm resources and their potential effects on client retention. 

The second way tie ownership by the firm improves client retention is through 

switching costs. The investment of the firm's resources in the relationship to the client 

creates switching costs if the firm's resources are difficult to replace or imitate 
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(Barney, 1991). When that a client cannot easily find a replacement for the firm's 

resources, it faces high switching costs, and therefore is unlikely to switch its business 

to another firm (Montevercle & Teece, 1982). If instead an employee rather than the 

firm has tie ownership, dissolution of the tie would actually be more, not less. likely. 

When an employee's resources are the ones valued in the exchange, a client can 

minimize its switching costs if it can take the employee (with the valued resources) 

with it to a new firm, essentially transferring the tie intact from one firrn to another. 

However, this becomes more complicated when the tie is one of many comprising the 

relationship, a point I address in the next set of arguments. 

In summary, when the firm has tie ownership across the set of ties comprising 

the relationship, the relationship between the firm and the client should be less likely 

to dissolve. First, even if employees leave the firm post-acquisition, because the 

employee is only acting as a conduit for the firm's resources, the employee can be 

replaced and the tie maintained. Second, when the firm has tie ownership the firm's 

resources are valuable to the client, and thus, dissolving the relationship and switching 

to a new firm would involve substantial switching costs for the client. Therefore, I 

expect clients are less likely to dissolve their relationships with the merged firm when 

the firm has tie ownershiP. 

H4: The higher the firm's tie ownership (i. e. the more valuable the merged firm's 

resources), the lower the likelihood of the loss of the client relationship post- 

acquisition. 

Multiple ties and employees per client account 

The second component of relationship ownership is multiple ties. Multiple ties 

refer to the degree to which more than one employee, as opposed to a single 

employee, manages an exchange relationship. A given relationship to an exchange 
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partner can be comprised of a single "tie" in which one employee represents the only 

contact to the exchange partner or it can be comprised of many ties, whereby multiple 

employees each have a unique "tie" to the same exchange partner. The presence of 

multiple ties can decrease the likelihood of the dissolution of an exchange relationship 

post-acquisition either through a substitute effect or a complement effect. 

Substitute effect. The presence of multiple employees maintaining multiple 

ties to a given exchange partner means that, within certain limits, these employees can 

be substituted for one another in the maintenance of the overall exchange relationship. 

Although a tie may be lost due to the departure of a single employee, the overall 

exchange relationship between the firm and its exchange partner is likely to remain 

intact. For example, in the management consulting industry, it is a regular practice for 

consulting firms to assign multiple consultants to serve each client, thereby lessening 

the dependence of the firm on any single consultant in the maintenance of the 

relationship. As described by Bendapudi and Leone (2001; 2002), consulting firms 

such as McKinsey & Company and Arthur Andersen regularly used multiple ties to 

reduce the criticality of any single employee to the client thereby decreasing a client's 

motivation to dissolve its relationship given employee turnover. 

Complement effect. Multiple ties can improve client retention post- 

acquisition by limiting the willingness of the client to dissolve one tie if it is 

embedded in a relationship with other valuable ties (Gimeno & Woo, 1996). For 

example, an advertising agency may have multiple ties across geographic markets 

within the same relationship with a client. In this case, the presence of a tie in one 

geographic market may deter the client from severing a tie in another geographic 

market if doing so would affect the value of the first tie to the client. In the context of 

this study, even if an employee maintaining a tie to a client were to leave an 
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advertising agency post-acquisition, if other employees also had ties to the same 

client, the client would be less likely to move its account. Doing so could entail 

foregoing access to other valuable resources the client accesses via its ties to other 

employees in the same advertising agency. Furthermore, in cases in which the 

resource of value to the client is a team resource, the value of the relationship to the 

client without the complementary ties might be lower. 

This complement effect of multiple ties also makes it more difficult for 

employees to transfer the client relationship to another firm. Employee control of a 

client relationship requires that the majority, if not all, of the employees maintaining 

the ties comprising the relationship have tie ownership. Therefore, with multiple ties, 

employee control of a client relationship requires a relatively high degree of collective 

action among the employees that have ownership of ties to the relevant client. Such 

collective action usually requires a high degree of cohesion among this group of 

employees (e. g. Gould, 1991; Reagans & Zuckerman, 2001) and may be possible only 

rarely. Moreover, even when an employee has ownership of the tie to the client he or 

she maintains, if there are multiple ties to the client held by other employees, the 

difficulty of transferring the client relationship to a new firm may actually prevent the 

employee, as well as the client, from leaving the firm. This further increases the 

effectiveness of multiple ties as a deterrent to client loss. 

Independent of tie ownership, the use of multiple ties to manage a client 

relationship can increase firm ownership and control over the client relationship. This 

in turn makes the relationship less vulnerable to the departure of employees and 

reduces the likelihood of client relationship dissolution post-acquisition. I expect, 
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The higher the multiple ties per client relationship (i. e. the more employees per 

client account in the mergedfirm), the lower the likelihood of the loss of the client 

relationship post-acquisition. 

METHODS 

The advertising industry represents an ideal industry for testing these 

hypotheses. The asset light nature of the industry suggests a potential for significant 

variance in the ownership of client relationships across firms and across relationships. 

Qualitative data I collected via interviews supports variation in both tie ownership and 

multiple ties. Regarding tie ownership, employees of advertising firms typically draw 

upon a mix of the firm's resources and personal resources when working on a client 

account, and therefore tie ownership could vary a fair amount from one relationship to 

the next. For example, according to the CEO of a Europe based advertising firm 

employees in his firm were expected to use the firm's resources to build client 

relationships. He explained, "It's everybody's responsibility to make a [client] 

relationship a firm relationship... In this firm, anybody who says 'my client' gets a 

yellow card. " (Personal interview, October 8,2003). In contrast, the CEO of a client 

firm described his relationships to his firm's advertising agencies as highly personal. 

I couldn't name the top five agencies... they have changed names so often. There 

really isn't much brand equity. There is equity in the individual. I have moved 

business to a new agency because an individual moved, and I have brought agencies 

with me when I moved to a new firm. " (Personal interview, October 1,2003). 

Qualitative data suggest support for the proposed mechanism through which 

agency tie ownership improves stability of relationships - increasing the dependence 

on the firm's resources by the client and the agency employees. For example, a kev 
I 
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resource of JWT that generates value for its client Ford is JWT's specialized network 

of offices paired with Ford's Dealer Advertising Associations. This resource is a 

clearly a resource of the agency and not one that could be provided by an individual. 

Employees of JWT working on the Ford account also are dependent on JWT for this 

resource. Similarly, in 2005 after WPP acquired Grey Global Group, an advertising 

agency who had a long term relationship with Procter & Gamble (MG), WPP created 

"Team Procter,, " a group of 12 executives whose mission was to channel P&G 

business into additional WPP agencies and thus bring increase P&G's reliance on a 

greater share of WPP's firm resources into the relationship with P&G rather than the 

resources of key account directors that have been serving P&G. 

Anecdotal evidence from the advertising industry also suggests that low tie 

ownership, i. e. dependence on the resources of a key individual rather than the 

agency, decreases an agency's ability to retain relationships. Consider the example of 

Sir Frank Lowe, founder of Lowe, an advertising agency, now part of holding 

company, Interpublic Group of Companies. Undoubtedly, Sir Frank Lowe's personal 

resources were critical to the founding of the agency. However the dominance of his 

personal resources persisted as the agency grew rather than the agency resources 

becoming equally or more important. For example, Sir Frank himself founded and 

served as president of the annual Stella Artois tennis tournament for the benefit of 

Stella Artois, a long standing client of Lowe. Following Sir Frank's departure from 

Lowe in 2005, several clients chose to leave behind the wealth of resources of the 

Lowe agency and its holding company and move their accounts to the newly founded. 

small, independent agency established by Sir Frank himself. Relating this case to 

similar situations in which clients followed key executives upon their departure from 

a firm, an industry specialist explained, "[Such client moves are not] personal in that 
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naive way younger execs bleat about clients moving accounts because of 'personal 

relationships'. Clients trust [individuals like] Maurice Saatchi 
... and Sir Frank because 

previous partnerships have brought them business and rewards. All aspiring execs try 

to attain to that level of trust. In the end, it's not about being 'friends', it's about 

business. " (Hatfield, 2005) In other words, in some agencies, it is the resources that 

are held by such key individuals that clients' value, not the resources embedded in the 

agencies themselves. 

The extent to which agencies use multiple ties to clients to increase their 

control of client relationships also varies considerably across advertising firms. 

Explained the chairman of a US based advertising agency, "You need to have 

relationships at the top and the middle, not only one or the other" (Personal interview, 

July 28,2003). In rare cases, accounts are comprised of teams of thousands of 

employees. For example, advertising firm, WPP (including its member agency, JWT) 

has dedicated over 5000 employees to work on its account with Ford Motor Company 

(Personal interview, February 18,2004). A client executive from a global 

pharmaceutical firm confirmed that multiple ties do have an impact on the client's 

decision to move its business; "There are agencies in which people on our account 

have come and gone, and we still have the relationship. The difference has to be with 

dependence on a single point of contact or across a number of different people. " 

(Personal interview, November 4,2003) Thus, I expect that both tie ownership and 

the use of multiple ties to maintain client relationships would vary considerably across 

advertising agencies. 

Qualitative analysis provided support for the proposed mechanisms through 

which multiple ties improved relationship stability. As one client executive explained, 

the more complex the relationship between an advertising firm and its client becomes, 
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the more diluted the value of any single individual relationship (Personal interview, 

2003). This increases the substitutability of individual employees within the 

relationship. Use of multiple ties also can result in a complementarity effect whereby 

the value of the relationship to the client depends on the joint participation of several 

employees. Explained a client executive of a large pharmaceutical firm, the value of 

the relationships between his firm and its advertising agency was greater when the 

relationship existed at multiple levels. "When a relationship is managed at multiple 

levels it is seen as a strategic partnership. When it is managed at the lower level only, 

it is more of a vendor relationship and the benefit of the relationship is lower to us" 

(Personal interview, 2003). 

Sample 

To test these arguments, I used a longitudinal sample of client relationships of 

advertising agencies that were involved in a completed acquisition in the year 2000 in 

the Standard Industry Classification (SIC) code 7311, "Advertising agencies. " (See 

Appendix A for details on the sample construction and Appendix B for a list of the 

acquisitions in the final sample. ) From these agencies, a total of 3256 agency-client 

relationships were constructed based on the lists of clients reported by the agency one 

year prior to its acquisition (1999). " The final sample with complete data for all 

independent variables included 1770 relationships of target and acquiring firms 

involved in acquisition in 2000, including 534 relationships with the North America 

based agencies, (490 in the United States and 44 in Canada), 391 in the United 

Kingdom and 845 relationships in the rest of Europe. I tracked the survival of these 

Client relationships are reported by the agencies themselves and could appear as one of three 

possible forms: the relationship may be to the client firm which Is the same as the account, it may be a 

relationship for a specific account but not the client firm in its entirety, or it may be to both a specific 

account as well as the client corporate level. 

98 



Chapter 4. - Relationship Ownership 

relationships for three years post-acquisition (2000 to 2003) in The Redbooks, 

resulting in a final sample of 5199 dyad-years used in the analyses. 

Analysis 

The statistical analysis used was event history analysis, with a discrete time 

hazard model. Appendix D provides a detailed description of the analysis procedure. 

Dependent and independent variables 

As with the previous analysis, the dependent variable in the main set of 

models in this chapter is the hazard of dissolution of the client relationship, or the 

likelihood that a given client relationship will dissolve in a given year. 

The main independent variables are tie ownership and multiple ties. Because 

tie ownership is determined by control of the resources most valued by the client that 

flow across the tie to the client, a measure of the value of the resources of each 

advertising agency in the sample would provide a reasonable proxy for tie ownership. 

Awards granted to a firm by an external organization have previously been used as an 

indicator of the perceived value of a firm's resources. For example, Miller and 

Shamsie (1996) and Lampel and Shamsie (2003) used the number of Academy 

awards won by a movie studio as a proxy for the movie studio's creative resources. 

However, such proxies have been criticized for lacking construct validity because 

awards could also be a measure of performance rather than resources (e. g. Barney, 

Wright & Ketchen, 2001). Nevertheless, in a large sample empirical study, it is not 

feasible to collect the sort of qualitative data that would be necessary to distinguish 

the two. Furthermore, data regarding the specific types of resources applied to each 

client relationship by an agency are not available. Therefore, recognizing the potential 

problems with the proxy, I used the count of Clio awards granted to the advertising 
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agency in the 5 years pre-acquisition (1995-1999) to measure tie ownership. The Clio 

Awards are the world's most recognized international advertising awards competition, 

dubbed the "Oscars" of advertising. They are awarded annually to reward creative 

excellence in advertising and design. Juries comprised of more than 130 experts from 

40 countries decide the winners from a pool of more than 15,000 entries from more 

than 65 countries. 

For three main reasons, the number of Clio Awards won by an agency is a 

good indicator of the value of the advertising agencyýs resources in my sample 

(subject to the limitations I have already highlighted). 12 First, in any industry, awards 

granted to a firm by an independent body represent a relatively unbiased estimate of 

the perceived value or quality of a given firm's resources. Second, using awards as a 

measure of the value of the advertising firm's resources also avoids the problem of 

defining the value of a resource by the revenues the resource generates for a firm, 

which would confound my independent and dependent variables (an advertising 

firm's revenues are directly related to the retention of clients). Third, unlike other 

industry awards or rankings, the Clio Awards are international. Because my sample of 

advertising agencies includes agencies across both North America and Europe, using 

Clio Awards for the measure enables me use the same measure of firm resource value 

(and therefore potential tie ownership) for all the agencies in the sample. To gather 

data necessary to construct this measure, I consulted archives of the Clio awards 

website (http: //www. clioawards. com) and compiled a count of awards for each of the 

'2 In addition, it is possible that the count of Clio awards could be a measure of the value of the 
resources held by a key employee, such as a creative director, rather than the firm. Therefore, I expect 
that the validity of this proxy will improve for higher counts of Clio awards. When the count of Clio 

awards is high, then it is unlikely that the resources held by a single employee (or a few employees) 
would be the basis for the award. In such cases, it is more likely that the firm's resources (e. g. 
procedures, proprietary knowledge, etc. ) are the basis for the awards. Also, I collected the data 

regarding counts of Clio awards over a five year time period in order to decrease further the likelihood 

that the count of Clio awards is capturing the value of employee resources. 
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108 agencies in my sample for the five years pre-acquisition (1995 to 1999). Because 

larger agencies would have more resources for preparing submissions to the Clio 

competition and would likely submit more entries to more award categories, it is 

important to adjust the measure for firm size. Thus, I divided the total number of Clio 

awards won in the five years pre-acquisition by the number of employees in that 

agency in 1999. 

The second independent variable is multiple ties. Multiple ties describe the 

number of unique ties that exist between an advertising agency and a client. The 

relationship that each employee has to his or her client counterpart represents a unique 

tie. Therefore, the number of employees per client relationship would be a good 

measure of multiple ties. Because data are not available for the real count of 

employees assigned by each agency to each of its client accounts in the sample, I use 

a ratio measure as a proxy. I constructed a time-varying measure of employees per 

client account as the ratio of the number of employees divided by the number of 

clients reported by each agency in each year in the sample. The mean number of 

employees per client account in the sample is 42.85 (see Table 7 for descriptive 

statistics), which is in line with observed team sizes in many advertising firms. 13 

While the ratio of employees to clients is the best measure available given data 

constraints, there are two significant limitations to using this measure of the multiple 

ties that must be recognized. First, the measure does not capture a property of the 

relationship but instead captures a property of the agency and thus the level of the 

measure is inconsistent with the level of the arguments in the theory. Nevertheless, 

although the measure is an agency-level, it does capture the potential an agency has 

13 The range from a minimum of 0.23 to a maximum of 7222 may seem unusually large. However, this 

range is not surprising given that the sample includes small agencies in which one account director 

might be managing 5 clients and very large advertising firms that have teams of thousands of 

employees dedicated to a single client (e. g. WPP's account with Ford Motor Company). 
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for a greater or lesser degree of multiple ties when maintaining its client accounts. 

second related limitation of the ratio measure is that it assumes an even distribution of 

employees across ties. That is, an agency of 1000 with 100 clients would have the 

same multiple ties measure as an agency of 100 with 10 clients. Yet, in actual fact the 

agency with 1000 employees could dedicate, for example, 500 employees (or in 

theory even all 1000) to a single client account where as the smaller agency could 

have only as many as 100 to a single client (assuming employees can work for 

multiple clients). Unfortunately, billings per client data that would allow for a 

weighting of the distribution of employees per client are not available. Only annual 

billings data at the agency level are available. The interpretation of the results of the 

analyses using this measure must be made with these limitations in mind. Specifically, 

the findings regarding the effect of multiple ties can be interpreted with regards to the 

agencies maintaining client relationships not the relationships themselves. 

Nevertheless, despite these limitations the ratio measure represents the best available 

proxy for the effect of multiple ties on client relationship dissolution given data 

availability. 

As with the empirical analysis in Chapter 3, the availability of alternative 

exchange partners is an important control to include. It is likely to have a significant 

effect on the dissolution of relationships (e. g. Emerson, 1962). Therefore, again I 

control for the presence of alternative advertising firms for clients. I use the same 

proxy for the availability of alternative exchange partners, the count of alternative 

advertising agencies in the same city as the focal advertising agency for each city and 

year in the observation period as listed in the Redbooks. As with the previous 

analysis, I logged the measure before entering it into the analysis. 
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Four duration variables for each year in the observation period (2000-2003). 

which control for year specific factors and serve as the intercepts in a discrete hazard 

model, were also included in the model. Seventy-five client industry dummies were 

created for each major industry group (2-digit US SIC code level) to control for 

industry specific factors that might affect the likelihood of relationship dissolution. 

Lastly, all models were run with robust standard errors clustered by acquisition. This 

relaxes the assumption of independence of standard errors across all observations and 

allows for non- independence of standard errors for client relationships within the 

same acquisition. 

RESULTS 

Descriptive data for the variables in the models are given in Table 7, and 

correlations are in Table 8. The average number of Clio awards received by an agency 

was 2.44 with a minimum of 0 and maximum of 65. For the count of Clio awards by 

agency size, the average is 0.01 with a maximum of 0.16. Of the 108 agencies, 38 

agencies received at least one award in the five years pre-acquisition. On average, the 

ratio of employees to client accounts was 42.84 ranging from 0.23 with a maximum 

value of 7222.22. A life table indicating relationship dissolutions per year is given in 

Table 9. Approximately 34% of the client relationships in the sample dissolved during 

the three years post-acquisition. 
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TABLE 
Descriptive statistics 

n=5199 
Variable Mean Std. Dev. Min Max 
Diss. Likelihood 0.16 0.37 0.00 1.00 
Alt. Agencies in Same City (log) 4.20 1.53 0.00 6.80 
Number of Clio awards to No. Emp. 0.01 0.03 0.00 0.16 
Number of Clio awards to No. Emp. 
(squared) 

7.65xl 0-4 2.63xI 0-3 0.00 0.01 

Employees per Client Account 42.84 452.85 0.23 7222.22 
Emp. Per Client Acct (In) 1.37 1.18 -1.49 8.88 
Emp. Per Client Acct 
(squared and divided by 1000) 

206.87 2808.44 5. IXIO-4 5.22x 1 03 

Year 2000 0.34 0.47 0.00 1.00 
Year 2001 0.26 0.44 0.00 1.00 
Year 2002 0.22 0.42 0.00 1.00 
Year 2003 0.18 0.39 0.00 1.00 
Rel. Dur at Acq. 4.20 2.72 1.00 21.00 

Re 1. Dur. Truncated 0.23 0.42 0.00 1.00 
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TABLE9 
Life table 

Interval Total Deaths Lost Survival Error [95% Conf. Int. ] 

2000 2001 5199 368 38 0.93 0.00 0.92 0.94 

2001 2002 4793 319 103 0.87 0.00 0.86 0.88 

2002 2003 4371 391 219 0.79 0.01 0.78 0.80 

2003 2004 3761 693 3068 0.54 0.01 0.52 0.56 
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The results for the main analysis are given in Table 10. In Model 1,1 include 

only the control for log of alternative advertising agencies in same city, and the 
-7. . duration intercepts (year dummies). Just as in the analyses in the previous chapter, the 

sign for the effect of alternative agencies in the same city is negative and significant. 

This indicates that the more advertising agencies there are in a given city, the less 

likely clients are to dissolve their relationships with the merged advertising firm post- 

acquisition. Using the non-logged measure also generates a negative sign, though not 

significant. This result suggests that a count of advertising agencies in the same city 

may not be the most effective proxy for the availability of alternative exchange 

partners. 
14 

In Model 2,1 add the main effects for tie ownership measured as the number 

of Clio awards won by the agency in the five years pre-acquisition (normalized by 

agency size in employees) to test hypothesis 4. The effect is negative though not 

significant. Nevertheless, the negative coefficient is consistent with the argument that 

the greater a firm's tie ownership (i. e. the more valuable an advertising firm's 

resources are), the less likely clients will be to terminate their relationships with the 

merged firm post-acquisition. 15 In Model 3 in Table 10,1 test the prediction in 

hypothesis 5, that the more multiple ties are used to manage a client relationship, the 

less likely the relationship is to dissolve post-acquisition. The sign for the effect of the 

ratio of employees per client account is negative and significant as predicted and the 

likelihood ratio test is also significant. This Provides clear support for the effect of 

14 1 ran the models without this control and the results were consistent with those in the models reported 
here. Without the control for the availability of alternative agencies, significance of tie ownership drops 

slightly to p=0.055. 
15 A likelihood ratio test indicates that Model 2 is a significant improvement over Model 1 (/=30.35, 

p<0.0 1), suggesting support for the effect of tie ownership on reducing client relationship dissolution. 
However, because the t-statistic was not significant, the support for the hypothesis is inconclusive. 
Furthermore, given that robust standard errors are used in the analysis, the log likelihood is a pseudo 
likelihood and therefore the change in log pseudo likelihood does not represent the most accurate test 

of significance. 
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multiple ties on reducing client relationship dissolution. In Model 4 of Table 10.1 add 
both main effects and the results remain largely the same. In Model 5 of Table 10.1 

add the fixed effects for client industry, which improves the model fit, but does not 

alter the results. The signs and significance levels of tie ownership and multiple ties 

remain the same. 
16 

16 As a robustness check of the measure of multiple ties, I reran the analysis using a weighted measure. 
In some cases, clients have more than one account relationship with the same agency. Therefore, I ran 
the analysis weighting the distribution of employees to clients incorporating these multiple accounts. 
However, using the weighted measure in the analysis generated the same pattern of results in terms of 
signs and significance of effects. For easier interpretation, I report the unweighted measures here. 
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TABLE 10 
Logged odds of client relationship dissolution 

(1) (2) (3) (4) (5) 
Availability -0.182* -0.198* -0.178* -0.194* -0.209** 
of Alternative (0.082) (0-084) (0.081) (0.083) (0.077) 
Agencies(log) 
H4: No. of -8.837 -8.923 -9.015 
Clio Awards (6.015) (6.088) (6.061) 
to No. of 
Employees 
1-15: Ratio of -0.549** -0.561 -0.553* 
Agency (0.212) (0.222) (0.239) 
Employees to 
Client 
Accounts 
Year groups 4 4 groups 4 groups 4 groups 4 groups 
dummies 2 155.59** 21.43** 2= 156.40** 21.90** x2 =65.56** 
Client 75 groups 
Industry 2 114.32** 
Dummies 
Log Pseudo -2220.163 -2207.922 -2216.665 -2204.163 -2147.005 
Likelihood 
Change in df - 1 1 2 65 

-2(LL 1 -1-1-2) 30.35** 7.07** 37.86** 114.32* 
Observations 5199 5199 5199 5199 5141 

Robust standard errors in parentheses, Clustered by acquisition number 
+ significant at 10%; * significant at 5%; significant at I% 
I Divided by 1000 for scaling purposes. 
21 0 Groups dropped due to all negative or positive outcomes. 
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A sensitivity analysis of the tie ownership revealed that only for observations 

with values above the mean for tie ownership, did tie ownership have a significant 

negative effect on dissolution. I tested for the possibility of a curvilinear effect of tie 

ownership by entering the square term into Model I of Table 11. The effect for the 

main term is significant and positive and for the square term is significant and 

negative indicating the presence of an inverted U shaped relationship between tie 

ownership and client relationship dissolution. For low and high values of tie 

ownership, client relationship dissolution is least likely. As tie ownership reaches 

approximately 0.028, the likelihood of client relationship dissolution is highest. Thus 

while tie ownership does have a negative effect on dissolution as predicted in 

hypothesis 4, this effect holds only for values of tie ownership above this threshold 

value of 0.028, a slight modification of my prediction. 

In Model 2 of Table 11, as a robustness check of the measure of multiple ties, 

ran the model using a log transformation of the ratio of employees per account, the 

proxy for multiple ties. The distribution of employees per account is skewed and there 

are extreme values in the upper end of the distribution. A log transformation reduces 

skewness and smoothes the distribution. Using the log of multiple ties rather than the 

raw score does not change the negative effect of tie ownership on relationship 

dissolution. However, in this model, the log of employees per client account has a 

positive effect on the likelihood client relationship dissolution, the opposite of the 

prediction in hypothesis 5. Given this difference in signs between the non-transformed 

multiple ties measure and the log transformation, I also tested for a curvilinear effect 

of multiple ties on client relationship dissolution in Model 6 of Table 10.1 added a 

measure for the square of employees per account and divided the measure by 1000 for 
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scaling purposes. A significant positive sign on the main effect and significant 

negative sign on the square term provide clear support for the presence of a 

curvilinear effect of multiple ties. For low and high values of employees per account, 

dissolution is least likely. As employees per account reaches approximately 209, the 

likelihood of client relationship dissolution is highest. Although a test of the main 

effect of multiple ties provided support for hypothesis 5, the results of the analysis of 

the curvilinear effect indicate a modification to the prediction. 

The conditional probabilities of client relationship dissolution are given in 

Tables 12 and 13, and charts depicting each of the effects are given in Figures 3 and 

4. Examination of the conditional probabilities of the curvilinear effect of tie 

ownership on probability of client relationship dissolution indicates that probability of 

dissolution reaches its highest point (0.18) at 0.028 (Figure 3). 17 Assuming an agency 

of 100 employees, this means that the probability of client dissolution is highest when 

the agency received 2.8 Clio awards between 1995 and 1999. A relationship with an 

agency that did not win any awards was 16% less likely to dissolve. Moving from 

zero awards to 2.8 awards, the probability of dissolution increases, at which point the 

sign changes and the probability decreases. Again assuming an agency of 100 

employees, a relationship with an agency that won 6 Clio awards is 30% less likely to 

dissolve than the relationshil? with an agency that won 2.8 awards. 

Examination of the conditional probabilities of the curvilinear effect of 

multiple ties on the probability of client relationship dissolution indicates that 

probability of dissolution reaches its highest point (0.15) at 209.512 employees per 

account (Figure 4). ' 8 As employees per account moves from its minimum value of 

0.23 to this point, an increase in employees per account increases the likelihood of 

" Values for this interpretation are based on Model I in Table 5. 
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client relationship dissolution. From 209.512, an increase in employees per account 

decreases the likelihood of client relationship dissolution, with the probability of 

dissolution near zero when employees per account is at its maximum value. 

Comparing relative probabilities, a relationship with an agency with an average of 10 

employees per account would be 19% less likely to dissolve than a relationship with 

25 employee per account and 69% less likely to dissolve than a relationship with 209 

employees per account. At this point the effect changes sign and a relationship with 

400 employees per account is 64% less rather than more likely to dissolve than the 

relationship with 209 employees per account. 

" Values for this interpretation are based on Model 3 in Table 5. 
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TABLE 11 
Logged odds of client relationship dissolution: Curvilinear effects 

(1) (2) (3) (4) 
Availability of -0.165* -0.210 -0.201 -0.177* 
Alternative (0.079) (0.078) (0.077) (0.076) 
Agencies(log) 
H4: No. of Clio Awards 14.622+ -8.872 -9.327 9.635 
to No. of Employees (8.395) (6.169) (6.379) (8.357) 
No. of Clio Awards -261.898** -209.621 
(Squared) (52.501) (43.272) 
1-15: Ratio of Agency -0.589* 17.81 14.07 
Employees to Client (0.239) (8.03) (8.63) 
Accounts 
Ratio of Employees to -42.52* -32.66 
Client Accounts (20.11) (21.24) 
(Squared)' 
Ratio of Employees to 0.094 
Client Accounts (Log) (0.063) 
Year dummies 4 groups 4 groups 4 groups 4 groups 

=1 39.10** Y, =129.18** 
2 

x =131.34** Y, =141.76** 
Log Pseudo Likelihood -2195.337 -2203.793 -2194.414 -2189.180 
Change in df 1 2 1 2 

-2(LL 1 -1-1-2) 17.65** 38.60** 19.50** 29.97** 
Observations 5199 5199 5199 5199 

Robust standard errors in parentheses, Clustered by acquisition number 
+ significant at 10%; * significant at 5%; ** significant at 1% 

Divided by 1000 for scaling purposes. 
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FIGURE 3 
Effect of tie ownership on client relationship dissolution post-acquisition 
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TABLE 12 
Conditional probability of client relationship dissolution: Tie Ownership 

Number of Clios 
/Agency Employees' 

Probability of Client 

Relationship Dissolution 

0.02 0.15 

0.028 0.18 

0.04 0.18 

0.06 0.17 

0.08 0.14 

0.1 0.10 

0.12 0.05 

0.14 0.02 

0.16 0.01 

'All other variables at mean values 
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FIGURE 4 
Effect of multiple ties on client relationship dissolution post-acquisition 
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TABLE 13 
Conditional probability of client relationship dissolution: Multiple Ties 

Multiple Ties' 

Employees per 
Client Account (Curvilinear)2 

Probability of Client 
Relationship Dissolution 

0 0.14 

10 0.16 

25 0.20 

43 0.24 

209 0.51 

300 0.42 

400 0.18 

500 0.03 

1000 0.00 

2000 0.00 

3500 0.00 

7000 0.00 
I Coeficient calculated using the raw number of employees (not divided by 1000). 

1. 
All other variables at mean values 
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Alternative explanations and further analysis 

A possible alternative explanation to the effect of relationship ownership 

involves the effect of inertia and/or trust on client retention or loss. As demonstrated 

in the previous chapter, the duration of a client relationship significantly decreased the 

likelihood of relationship dissolution. In this analysis, a possible alternative 

explanation is that tie ownership and multiple ties are not actually affecting 

dissolution likelihood, but instead, clients are staying with the merged firm because of 

the trust that had developed over time in the relationship or due to simple inertia. In 

the complete model with the relationship ownership variables and the controls for 

relationship duration, relationship duration at acquisition (b=-0.041, p=0.089) and the 

additional control for duration truncation (b=-0.976, p=0.001) significantly decrease 

the likelihood of client relationship duration, consistent with the findings in chapter 3. 

The pattern of results for the explanatory variables remains the same in terms of signs 

and significance as the results in the models in Table 11. Therefore, although duration 

contributes an additional negative effect on relationship dissolution, the negative 

effects of tie ownership and multiple ties also significantly contribute to reducing the 

likelihood of relationship dissolution post-acquisition. 

Although I did not make distinct predictions for the dissolution of acquirer and 

target firm client relationships, I split the analysis by acquiring firms and target firms 

to examine the possibility that different processes might be driving dissolution for 

acquiring firms and target firms (Table 14). The results for the acquiring firm dyads 

are consistent with the full sample results. For the target firm dyads, the pattern of 

results is largely consistent with the full sample results. However, the sign of the 

availability of alternative agencies is positive, though not significant, and the main 

effect of the number Clio awards per employee is significant even when controlling 
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for the curvilinear effect of the multiple ties measure. A full exploration of the effects 

on the target firm side is limited because the sample size for target firm client 

relationships is small (105 dyads over 4 years for a sample of 226). A comparison of 

means for multiple ties and tie ownership between the target firm dyads and acquiring 

firm dyads indicate that there is not a significant difference in the means for multiple 

ties. Tie ownership, is however, significantly lower for the acquiring firm dyads than 

the target firm dyads. This could explain the different pattern of results observed for 

the target firm and acquiring firm dyads for tie ownership. Nevertheless, the results do 

not indicate any worrying differences between acquiring and target firm client 

relationships in these analyses although in future research further exploration is 

needed. 

I also tested the effects of tie ownership and multiple ties on alternative 

constructions of the dependent variable. In the analyses in this chapter and the 

analyses in the previous chapter as well, the level of analysis used in the main models 

is the agency-client account relationship. In some cases, the client account listed by 

the agency is the same as the client company (e. g. General Mills). In others the 

account is a level below the client company (e. g. Yoplait, a division of General Mills). 

In addition, many of the agencies in the sample are part of larger advertising firms 

(for 8 out of 10 of the acquisitions, e. g. J. Walter Thompson NY is an agency of 

WPP). To explore the possibility that the effects I observe for dissolutions at the 

agency-account level might be different for dissolutions at the agency-client level or 

parent advertising firm-client level, I constructed four alternative dependent variables: 

all ties within the client relationship to agency dissolved, all ties within the client 

relationship to parent agency dissolved, all ties within the client parent relationship 

to agencli, dissolved, and all ties within the client parent relationship to parent agencY 
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dissolved The effects of relationship duration, difference in competitive overlap and 

their interaction remain largely consistent for all constructions of the dependent 

variable (See Table 15). 

TABLE 14 
Logged odds of client relationship dissolution: Split by target firms and 

acquiring firms 

Acquiring Firm Target Firm 
Dyads Dyads 

Availability of Alternative Agencies (log) -0.200* 0.070 
(0.089) (0.116) 

H4: No. of Clio Awards to No. of 8.971 69.719** 
Employees (7.175) (20.814) 
No. of Clio Awards to No. Emp. (Squared) -215.791 -718.475** 

(32.344) (158.475) 
H5: Ratio of Agency Employees to Client 9.550 3.972 
Accounts (7.969) (10.370) 
Ratio of Employees to Client Accounts -20.971 5.909 
(Squared) 1 (19.431) (81.164) 
Year Dummies 4 groups 4 groups 

&123.13" &8.74 + 

Log pseudo likelihood -2069.589 -107.686 
Observations 4973 226 
Robust standard errors in parentheses, Clustered by acquisition number 
+ significant at 10%; * significant at 5%; ** significant at 1% 

Divided by 1000 for scaling purposes. 
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TABLE 15 
Logged odds of client relationship dissolution: Alternative dissolution variables 

All client ties All client ties All client All client 
to agency to parent parent ties to parent ties to 
dissolved agency agency parent agency 

dissolved dissolved dissolved 
Availability of -0.192** -0.188** -0.199** -0.197* Alternative (0.072) (0.073) (0.070) (0.077) 
Agencies (log) 
H4: No. of Clio 8.469 7.926 6.506 4.844 
Awards to No. (8.296) (8.176) (8.797) (10.595) 
of Employees 
No. of Clio -192.561 -187.252** - 173.391 -149.624 
Awards to No. (54.526) (60.183) (63.653) (93.135) 
Emp. (Squared) 
1-15: Ratio of 14.678 24.065** 14.592 28.804** 
Agency (9.792) (7.648) (9.471) (8.467) 
Employees to 
Client Accounts 
Ratio of -33.519 -90.876** -33.118 -106.373** 
Employees to (24.308) (28.208) (23.443) (40.841) 
Client Accounts 
(Squared) 
Year Dummies 4 groups 4 groups 4 groups 4 groups 

3.37** 151.89 x2 =131.62** 
2= 170.75* x 

Log Pseudo -2122.814 -1968.516 -2105.765 -1784.824 
Likelihood 
Observations 5199 5199 5199 5199 
Robust standard errors in parentheses, Clustered by acquisition number 
+ significant at 10%; * significant at 5%; ** significant at 1% 
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DISCUSSION 

In this chapter I explored the question of whether firm ownership, i. e. residual 

control, of client relationships affected the retention of these relationships in the 

acquisition of external social capital. I examined two factors that enable relationship 

ownership - tie ownership and multiple ties. An empirical test of my arguments on a 

sample of client relationships of advertising firms provided significant support for the 

effect of both tie ownership and multiple ties for decreasing the dissolution of client 

relationships post-acquisition. 

Regarding tie ownership, the results imply that advertising firms that have 

resources that are valuable to clients, such as proprietary knowledge and 

implementation capabilities, are better able to retain clients post-acquisition because 

clients value the firm's resources more than the employees' resources. In this way, 

resource control enables tie ownership, which protects advertising firms from losing 

clients if employees leave. However, further exploration of the effect of tie ownership 

on client loss revealed that the effect was in fact curvilinear. Client relationships of 

firms that did not win any (or nearly any) Clio awards and client relationships of firms 

that won many Clio awards were the least likely to dissolve. Relationships with those 

firms that had won one or a few Clio awards relative to the number of employees in 

the agency were actually the most likely to dissolve. However, relationships with 

firms that had won no Clio awards were still more likely to dissolve than relationships 

with firms that had won many awards, and the lowest likelihood of client relationship 

dissolution was for the maximum value of tie ownership in the sample, 0.16. This 

curvilinear effect of tie ownership could be due to possible inconsistency with the 

number of Clio awards per employee as a proxy for tie ownership. In firms that were 

awarded only one or a few Clio awards, it is possible that the Clio awards really 
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reflected the work of a specific employee of the firm and, therefore the count of Clio 

awards per agency employees was not an effective proxy for the value of the firm's 

resources. Instead it may have been capturing the valuable resources of a -star 

employee". If the employee who won the Clio awards (the star) left the firm post- 

acquisition, clients may have followed the employee to a new firm, explaining the 

observed maximum value for dissolution likelihood when the tie ownership proxy 

was 0.028. When the count of Clio awards was zero, neither the firm's resources nor 

an employee's resources were particularly valuable. So although the resources of the 

firm would not aid in retention of clients, the resources of employees would probably 

motivate a client to follow the employee to a new firm if the employee were to leave. 

When count of Clio awards was high, it became a more effective proxy of the value of 

firm resources. In this case, multiple Clio awards over multiple years and across 

multiple teams are more likely to be indicative of the value of firm-level capabilities, 

systems, routines, and/or knowledge bases of the agency. Nevertheless, even 

accounting for the difficulties with the proxy for tie ownership, firm tie ownership 

does decrease the likelihood of client relationship dissolution as long as it is above a 

certain threshold as illustrated by Figure 4. 

The effect of multiple ties on the likelihood of client relationship dissolution 

was also a complex relationship. Instead of the predicted linear negative effect on 

dissolution, results indicated that multiple ties have a curvilinear inverted U-shaped 

effect on dissolution. When the number of employees per client, the proxy for 

multiple ties, was very low or very high, dissolution was least likely. For values in the 

mid range (approximately 209 employees per client account), dissolution was most 

likely. One possible explanation for this finding is that the mechanisms through Nvhich 

multiple ties affect client relationship dissolution could be different for different strata 
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of relationships. At very high levels, the mechanisms described in the arguments for 

hypothesis 2- that multiple ties would prevent dissolution by providing substitutes 

should one tie be lost and by making the severing of single tie by the client (or 

transferring of the tie by an employee) undesirable when that tie was a complement to 

other ties comprising the relationship - are likely to still be operating. However for 

very low levels in which one employee may manage more than one client relationship 

or in which a relatively small account team manages the relationship, personal 

attachment between the employee and the clients may be reason that client 

relationship dissolution was unlikely (Seabright et al., 1992). This interpretation of the 

results is made tentatively given that the measure of employees per client account is 

an agency-level, rather than relationship-level, measure. Nevertheless, at a minimum, 

the results suggest that agencies that have a potential for using a greater number of 

multiple ties within a client relationship are more able to retain their client 

relationships post-acquisition, above a certain threshold level. 

The main boundary condition of this study relates to its general izabi I ity. For 

relationship ownership to be a salient factor in acquisitions of external social capital, 

there must be some variance in relationship ownership. Without such variance, 

ownership of relationships would be consistent across all relationships and across 

firms, and therefore would not impact the retention of clients post-acquisition. For 

variance in relationship ownership to exist, there must be a possibility that either firm 

resources or employee resources (or a mix of both) would be used to maintain a 

relationship to a client. In industries in which the main resources provided to the 

client is a tangible good, the scope for employee tie ownership is low and the 

relevance of these arguments is also low. Therefore, I expect that the results of this 

study would apply mainly to services industries including financial services, 
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consulting, or advertising. However, given the tremendous importance of the services 

sector to most major economies (e. g. the services sector in 2005 accounted for an 

estimated 78.3% of GDP in the US and 72.9% of GDP in the UK (CIA, 2006)), the 

findings here should be applicable to a large range of firms. 

The main limitation in this study involved data. Because I was not able to 

observe tie ownership and multiple ties directly, I used proxies for each construct. The 

use of the number of Clio awards won as a proxy for tie ownership involved critical 

assumptions about the type of resources being recognized by the Clio - whether these 

were resources of the firm's or its employees. The observed curvilinear effect for tie 

ownership confirms that for low levels, the number of Clio awards per employee is 

most probably not serving as proxy for the value of the firm's resources. The 

curvilinear effect for multiple ties suggests a need for more careful theorizing about 

the mechanisms through which the number of employees per client account may 

affect client relationship dissolution. By measuring personal attachment between the 

account director and the client directly in future studies, it would be possible to 

separate the effects of multiple ties and attachment on dissolution. 

The key contribution of this chapter is to research on inter-organizational 

relationships. Much of this research has emphasized the creation of value in inter- 

organizational relationships (Doz & Hamel, 1998; Van de Ven & Walker, 1984). By 

addressing the effect of relationship ownership on client retention, I have attempted to 

contribute to a growing stream of research, which explores the appropriation of value 

generated by inter-organizational relationships (e. g. Gulati & Singh, 1998-, Gu ati 

Wang, 2003; Khanna, 1998). However, unlike these prior studies which have focused 

primarily on the appropriation of this value by the firm relative to appropriation of 

value by the firm's exchange partners (e. g. alliance partner, client, supplier), with this 
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study I have taken an initial step towards addressing the distribution of ownership of 

exchange relationships between the firm and its own employees in the context of an 

acquisition. 

124 



Chapter 5. - Discussion 

CHAPTER 5: Discussion and Conclusions 

In this dissertation, I began an exploration of the question - under what 

conditions can a firm successfully acquire the external social capital of another fin-n? 

To address this question, I focused on two key factors that are likely to affect the 

motivation of the merged firm's exchange partner to stay in their relationships with 

the merged firm post-acquisition - competitive overlap and relationship ownership. I 

examined the effect of these factors on a sample of client relationships of advertising 

agencies in Europe and North America involved in an acquisition in the year 2000. 

In the first study, I explored the question of why an increase in competitive 

overlap among clients post-acquisition leads to the loss of the client relationships in 

some cases and not in others. To address this question, I first examined the main 

effect of an increase in competitive overlap. Results showed that in general 

competitive overlap between clients has a positive effect on client relationship 

dissolution. Despite research suggesting that at times competing firms may find it 

beneficial to be clustered in the same region or network, in this study, the 

disadvantages of being in the same network with competitors, namely problems with 

information leakage, were dominant. The implication of this finding is that the 

competitive context in which client relationships are embedded acts as a constraint on 

the success of acquisitions of external social capital. 

I then examined the competitive overlap effect for varying lengths of client 

relationship duration at the time of the acquisition, a proxy for the trust that develops 

between firms through repeated exchange. Considering relationship duration alone, 

consistent with the findings of previous research on relationship dissolutions (e. g. 

Baker et al, 1998; Seabright et al., 1992), 1 found that relationship duration decreased 

the likelihood of client loss post-acquisition. The implication of this finding is that in 
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acquisitions of external social capital, firms with long standing relationships to clients 

should be better able to grow through the acquisition of external relationships of 

target firms than those acquirers with short term relationships, and that firms with 

longer relationships should be more desirable targets in such acquisitions. 

In contrast to the negative main effect of relationship duration on client loss, 

the interaction of relationship duration with the difference in competitive overlap was 

positively related to client loss. This finding suggests that the increased information 

sharing and specific investments associated with relationship duration may become 

liabilities for clients when competitive overlap increases post-acquisition. 

Competitive overlap post-acquisition increases the potential for information leakage 

from one client to another via the merged firm and reduces the merged firm's 

dependence on the clients that are overlapped. Thus, although long term relationships 

usually are more stable than short-term relationships, long term relationships are more 

likely to be destabilized by the increased competitive overlap of clients in these 

relationships. In this way, a firm's existing long term client relationships both enable 

the firm's ability to acquire the external relationships of target firms by providing 

more stability under regular conditions post-acquisition, and constrain its ability to 

acquire the external relationships of target firms by providing the least stability when 

competitive overlap increases post-acquisition. 

In the second study, I explored the effect of relationship ownership on client 

relationship dissolution. I developed and tested hypotheses for the effect of two main 

components of relationship ownership - tie ownership, i. e. control of the resources 

that flow across each of the ties comprising the relationship, and multiple ties, i. e. the 

number of ties comprising the relationship - on the likelihood of the loss of clients 

post-acquisition. The results of the analysis provided significant support for the effect 
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of relationship ownership on client relationship retention. However, the effect ýN as not 

a simple linear effect as predicted. Instead at very low levels of firm relationship 

ownership and at very high levels of firm relationship ownership, retention of clients 

was high. Retention was lowest when firm relationship ownership (measured either as 

tie ownership or multiple ties) was in the mid range. These curvilinear effects could 

indicate that the proxies for tie ownership and multiple ties may not have been 

effective at very low levels. Nevertheless, the pattern of results is intriguing and 

merits further exploration. Perhaps different mechanisms affect client retention for 

different strata of advertising agencies. For small, unknown agencies (i. e. agencies 

that have one employee or fewer assigned to each client and do not win many if any 

Clio awards), attachment of clients to individual employees may be the most 

important factor driving relationship retention (e. g. Seabright et al., 1992). For large, 

well-recognized agencies (i. e. agencies that have many employees assigned to each 

client and have received multiple Clio awards), the mechanisms driving client 

retention are more likely to be consistent with the arguments I proposed here for firm 

relationship ownership - reliance by the client on valuable firm resources and 

multiple ties between the client and the advertising agency. 

An examination of both competitive overlap and relationship ownership on 

client relationship dissolution provides further support for the robustness of each 

factor's effects. Model 4 in Table 16 includes the variables from the first set of 

models in chapter 3- relationship duration, competitive overlap, and their interaction - 

along with the effects from the models in chapter 4- tie ownership, multiple ties and 

their square terms - and the relevant control variables. In the full model, the signs and 

significance levels of the explanatory variables remain largely consistent compared to 

the models in the separate analyses in Chapters 3 and 4. It is clear that competitive 
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overlap and relationship ownership significantly affect client relationship dissolution 

yet in opposite directions. 

TABLE 16 Logged Odds of Client Relationship Dissolution: Full Model 

(2) (3) (4) 
Availability of Alternative -0.158* -0.160* -0.154+ -0.166* Agencies (log) (0.077) (0.076) (0.080) (0.071) 
Relationship Duration -1.055** -0.980** -0.929** -0.972** Truncated (0.222) (0.240) (0.306) (0.307) 
Agency Years Of Overlap In -0.001 -0.001 -0.001 -0.002** Client SIC Code (0.001) (0.001) (0.001) (0.001) 
HI: Diff In Competitive 0.028** 0.023** 0.025** 
Overlap (0.005) (0.006) (0.003) 
H2: Client Account -0.048* -0.040+ -0.041 * Relationship Duration At (0.024) (0.023) (0.021) 
Acq. 
1-13: Relationship Duration X 0.008* 0.007+ 0.008* 
Diff In Comp. Overlap 1 (0.003) (0.003) (0.003) 
H4: No. of Clio Awards to 12.052 16.860+ 
No. of Employees (9.213) (9.969) 
No. of Clio Awards to No. -216.595** -259.786** 
Emp. (Squared) (42.578) (51.617) 
1-15: Ratio of Agency 9.534 10.148 
Employees to Client (6.593) (7.312) 
Accounts (divided by 1000) 
Ratio of Employees to Client -17.726 -18.475 
Accounts (Squared) (14.910) (16.936) 
Year Dummies 4 groups 4 groups 4 groups 4 groups 

X =: X =66.02* 
2 

X =65.75** 
2 

X =61.10** 
68.14** 

Client Industry Fixed 75 groups 
EffeCtS2 X 

2= 123.52** 

Observations 5199 5199 5199 5141 
Log pseudo likelihood -2166.465 -2159.676 -2137.962 -2076.20 

Robust standard errors in parentheses 
Clustered by acquisition 
+ significant at 10%; * significant at 5%; ** significant at 1% 

Variables centered before creating interaction term. 
2 75 groups total, 6 groups dropped due to all positive or all negative outcomes 
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Chapter 5. Discussion 

A comparison of the effect sizes for each of the significant explanatory 

variables in Model 4 is given in Table 17.1 computed multipliers for increases in each 

variable of two standard deviations. For an easier comparison of the effects that 

increase and decrease the likelihood of relationship dissolution, the final column in 

the table shows the effect of a2 standard deviation increase for positively signed 

variables and the effect of a2 standard deviation decrease for negatively signed 

variables, which makes all multipliers greater than one. This helps avoid an effect size 

illusion whereby a multiplier of 0.2 seems weaker than a multiplier of 5 even though 

the effects are the same strength, but in opposite directions. The largest effect size in 

the model is the effect of tie ownership (number of Clio awards per employee). 

Relationship duration has the next strongest effect size after tie ownership, followed 

by the main effect for competitive overlap and the interaction effect of relationship 

duration and competitive overlap. However, holding the effect of tie ownership 

constant, although the main effect of competitive overlap for increasing relationship 

dissolution likelihood is weaker than the effect of relationship duration for reducing it, 

combined with the interaction effect, it appears that client relationship dissolution is a 

likely outcome (i. e., 1.227 + 1.191 > 1.250). 

Through both the competitive overlap analyses and relationship ownership 

analyses I have tried to develop a more nuance understanding of their effects on the 

retention of client relationships in acquisitions of external social capital. Competitive 

overlap increases the likelihood of relationship dissolution, but especially for long 

duration client relationships. Relationship ownership decreases the likelihood of 

relationship dissolution but only once it crosses a threshold before which it increases 

the likelihood of dissolution. Considering both factors together results in a fairly 

complex model. Yet, the results, loosely interpreted, suggest that a longer duration 
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relationship between an agency that has moderate to low relationship ownership and 

client who experiences a high increase in competitive overlap would be the least 

likely sort of relationship to endure an acquisition. In contrast, a longer duration 

relationship between an agency with high relationship ownership and a client that 

does not experience a change in competitive overlap may be the most likely to survive 

intact through the acquisition. Nevertheless, given the limitations of the current 

research, which I address below, these outcomes are only suggestive. 

Boundary conditions and limitations 

Although I have tried to address various conditions that would affect 

relationship dissolution in the main propositions, these arguments are subject to a few 

boundary conditions and limitations. First, I have not addressed the extent to which 

the acquiring firm may be paying retention premiums to the employees of the target 

firm or its clients or other exchange partners (i. e. bonuses, equity stakes, etc. ), and 

therefore, I have not directly addressed the question of the merged firm's 

appropriation of rents associated with the external social capital it has acquired (Dyer 

& Singh, 1998; Kogut, 2000). 1 nevertheless recognize that the payment of such 

premiums is a regular practice in many acquisitions and that the post-acquisition 

appropriation of rents is a critical factor in the success of an acquisition. The inclusion 

of rent appropriation as a factor in my arguments would not, however, change the 

likelihood of success or failure of the acquisition of external social capital. First, 

although exchange relationships that otherwise are likely to be dissolved may be 

retained if retention premiums are paid, these relationships are only likely to be 

retained for as long as the firm continues to make retention payments. Once the 

payments stop, the employees are likely to leave the merged firm and in many cases 

the exchange relationship is likely to dissolve or be detached. In the example I cited in 
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the previous chapter of the acquisition of True North by Interpublic, if the merged 

firm had offered True North's client, Pepsi, an equity stake or a board seat in the 

merged firm, it is possible that Pepsi might not have dissolved its relationship with 

True North and taken its business elsewhere. Nevertheless, the underlying motivation 

for Pepsi to dissolve its relationship with the merged firm would have remained. 

Second, regarding the target firm's employees, the situations in which 

retention payments are most likely to be used are also the situations in which the 

acquisition of external social capital is least likely to be successful. Coff (1999b) has 

proposed that the holders of the resources that enable the firm to achieve competitive 

advantage have bargaining power that enables these resource holders, rather than the 

shareholders of the firm, to appropriate rent. In the context of the acquisition of 

external social capital, this argument suggests that the provider of the resources most 

valued by the exchange partners in their relationships with the merged firm would 

appropriate the greatest share of the rent. When firm relationship ownership is low, 

the employees of the firm rather than firm itself would appropriate most of the rent 

generated in these relationships. Therefore, regardless of whether or not retention 

premiums are paid, the success of the acquisition of external social capital is 

threatened when firm relationship ownership is low: either because the employee who 

holds resources valued by the exchange partner leaves the firm and relationships are 

dissolved or detached or because the firm in paying retention premiums cannot 

appropriate much of the rent generated. For these reasons, my argument that high firm 

relationship ownership and low competitive overlap among exchange partners are the 

conditions under which the acquisition of external social capital is the most likely to 

be successful would still hold. 
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In my arguments I have focused on the factors that affect the success of the 

acquisition of social capital after the decision to acquire has been made. A potential 

limitation to these arguments is that they may apply only to acquisitions ex-post. 

However, the main constructs - firm relationship ownership and competitive overlap 

- are likely to affect also the decision to acquire, not only the success of an 

acquisition. For example, knowledge gathered during due diligence indicating that the 

relationships of the target firm are owned and controlled by key individuals rather 

than the target firm could lead an acquiring firm to retract its bid or reduce the terms 

of its offer. Similarly, recognition of the potential loss of valuable exchange 

relationships due to competitive overlap between the acquiring firm's and target 

firm's exchange partners could also result in the same. Therefore, although I have 

presented my arguments for the acquisition of external social capital ex-post, I expect 

that the ex-ante expectations regarding the likelihood of the relationship dissolution 

could also affect the acquiring firm's decision to acquire a target firm ex-ante. 

A further limitation of this research is that the dependent variable is binary and 

therefore in my main arguments a client had only two choices - to stay in or leave the 

relationship with the merged firm post-acquisition. However, a third possible outcome 

suggested by anecdotal evidence is the detachment and transfer of client relationships 

from the merged firm to another firm. For example, in the acquisition of True North 

by Interpublic, True North's client Pepsi moved it business to another advertising firm 

following the acquisition. At the same time, the three lead executives managing the 

Pepsi account for True North also moved to the new advertising firm. Unfortunately 

data were not available to observe transfers of the 2501 client relationships in my 

sample. Nevertheless, the transfer of a relationship is a distinct outcome from 
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dissolution and is likely to be motivated through slightly different mechanisms, and 

represents an area for future research. 

Another possible outcome not observed in this study could be the weakening 

of the relationship by the client rather than its complete dissolution (Baker. 1990: 

Emerson, 1962). One way to measure this would be to track the annual billings for 

each client account held by an agency over the three-year acquisition period. A drop 

in billings could indicate a weakening of the relationship. However, again billings 

data were not available for each of the 2501 client relationships in my sample. 

Furthermore, the arguments regarding the mechanisms behind the negative effects of 

a increase in competitive overlap are more consistent with a complete severing of the 

relationship with the merged firm. The fact that I am not able to observe the 

weakening of the relationship most likely creates a downward bias to my estimates for 

competitive overlap underestimating the true size of the effect. 

Implications for research 

For research on acquisitions, an implication of my arguments is the need to 

include external social capital in research on the acquisition of other intangible assets 

(e. g. Coff 1999a, 1999b; Ranft & Lord, 2000; Zollo & Singh, 2004). By enabling the 

manipulation of resources for the generation of rents, social capital is a necessary 

component of the firm's dynamic capability (Blyler & Coff, 2003; Eisenhardt & 

Martin, 2000). Social capital is also a necessary component for knowledge integration 

(Nahapiet & Ghoshal, 1998). Previous acquisitions research, however, has not yet 

directly addressed the role of social capital in the acquisition of another firm's 

capabilities or knowledge. Because acquisitions that involve human capital often 

involve social capital as well, the arguments I presented here are likely to be relevant 

to these acquisitions. For example, even when the target firm's human capital is 
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retained post-acquisition, if the target firm's external social capital is lost because 

exchange partners terminate their relationships, the acquisition may be unsuccessful 

because the investment of the acquired human capital in alternative business 

relationships may be less effective. Hence, because human capital often is embedded 

in social capital (Coleman, 1988), the arguments I develop in this paper may have 

important implications for the success of acquisitions that involve human capital. 

Future research on acquisitions of human capital would benefit from the inclusion of 

social capital as an important element of the success of acquisitions. This would also 

open the door for building a more complete theoretical model of acquisitions of 

intangible assets in general. 

The main constructs in my arguments -a firm's ownership of its business 

relationships and competitive overlap among its exchange partners - are not unique to 

the post-acquisition context and therefore are likely to be relevant applied to other 

governance arrangements, such as alliances or joint ventures rather than only 

acquisitions. Previous research has found that a source of instability in alliances and 

joint ventures is the competition that exists between the firms involved in the alliance 

or joint venture (Hamel et al., 1989; Kogut, 1989). By extending the unit of analysis 

from dyadic relationships to the larger network in which these direct relationships are 

embedded, my arguments suggest that an important source of instability in alliances 

and joint ventures may be competitive overlap among firms' exchange partners, as 

opposed to only competition between the alliance or joint venture firms themselves. 

As in the acquisition context, the extent to which these exchange partners have 

competitive overlap, and the extent to which the firms rather than the employees of 

the firms own the relationships with their respective exchange partners, could both 
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have an effect on the retention and dissolution of business relationships in alliances 

and joint ventures. 

Competitive overlap and relationship ownership could also have implications 

for research on industry dynamics, particularly in relationship intensive industries 

such as advertising, consulting, or financial services. Together, these factors could 

affect industry structure by positively increasing the rate of spin-offs from established 

firms. Prior research on spin-offs suggests that spin-offs often occur as a result of 

organizational problems (e. g. Cooper, 1985; Klepper, 2001). When competitive 

overlap increases following a merger or acquisition between suppliers, an 

organizational problem may arise in which the merged supplying firm cannot 

accommodate both clients with competitive overlap. In this case, often one or both 

clients may seek a new supplier. This may provide an opportunity for an employee of 

the merged firm to spin-off from the merged firm establishing his or her own business 

with the departing client(s). Similarly, Nanda (2004) suggests that in services 

industries clients' norms about competitive overlap act as a constraint on firm size. 

When norms of exclusivity and loyalty are important to clients, service firms can have 

only one client in each industry sector, thus limiting the growth of the service firms. 

The results of my research in combination with these insights highlight the need to 

consider how demand side competition affects the evolution of industry structure in 

relationship intensive industries. 

Implications for practice 

Regarding the implications to practice, these findings call attention to the 

limits to value creation via acquisition by established firms. The findings from the 

competitive overlap analysis in chapter 3 indicate that acquiring firms face a trade-off 

between gaining valuable target firm client relationships yet risking the potential loss 

136 



Chapter 5. Discussion 

of the target firm's long standing clients as well as their own long standing 

relationships due to competitive overlap or foregoing the acquisition in order avoid 

the risk of losing its own long standing clients. More generally this study highlights 

the need for managers to consider the potentially constraining effect of their firmýs 

existing long term relationships with its clients on the fon-nation of new relationships. 

However, it may be possible for firms to develop a capability for managing 

competitive overlap whereby the advantages of competitive overlap to clients are 

greater than the disadvantages. Although the results for the effect of the advertising 

firm's capability to manage competitive overlap on client relationship loss given an 

increase in competitive overlap were not significant in the current study, this 

capability effect could be an interesting factor to explore in future research. 

The findings regarding the relationship ownership effect on client relationship 

dissolution suggest that managers should consider how the client relationships of 

potential target firms as well as their own client relationships are managed in order to 

better assess the likelihood of success of the acquisition. Firms whose client 

relationships are maintained primarily through the investment of valuable firm 

resources and are comprised of multiple ties to the client are less likely to suffer client 

loss post-acquisition and therefore make better targets for acquisition. However, the 

findings regarding the curvilinear effects for both tie ownership and multiple ties 

suggests that in some cases, firms whose relationships are low on both dimensions 

may still be less likely to suffer client loss and therefore could also make good 

acquisition targets. Nevertheless, in the latter case, although client loss may not be 

high, the actual value appropriated by the merged firm may be lower than in an 

acquisition of a high relationship ownership target firm. With low firm relationship 

ownership, employees who are key to maintaining client relationships are better able 
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to bargain for a greater share of the rents generated via these relationships. Therefore. 

despite the curvilinear effect, in acquisitions of external social capital, managers 

would most likely do best to acquire target firms with high relationship ownership as 

well facilitate firm relationship ownership in their own firms. 

Contributions 

With this dissertation I have attempted to make three key contributions. First, 

this study explored a previously un-addressed area of acquisitions - those acquisitions 

motivated by the external social capital of target firms. Acquisitions of social capital 

are subject to constraints not considered in previous acquisitions research, and 

therefore, separate arguments for the acquisition of external social capital are needed. 

Existing research on the acquisition of intangible assets has focused primarily on the 

"additive" effects of the redeployment and recombination of internal resources (e. g. 

Capron, Dussauge & Mitchell, 1998; Zollo & Singh, 2004). In this study of 

acquisitions of external relationships and subsequent competitive overlap among 

clients, I have identified possible "sub-additive" effects when combining the target 

and acquiring firms' relationships with clients. In such acquisitions, acquiring firms 

may actually face an increased risk of losing their own existing client relationships in 

addition to the risk of losing the client relationships of the target firm. Therefore this 

study represents a novel contribution to the strategy and organizations literature on 

mergers and acquisitions (e. g. Capron, 1999; Haspeslagh & Jemison, 1991; Karim & 

Mitchell, 2000; Larsson & Finkelstein, 1999; Ranft & Lord, 2000). 

As a second contribution, the findings in this dissertation have implications for 

research on inter-organizational relationships (e. g. Baker et al., 1998; Galaskiewicz, 

1985, Gulati & Gargiulo, 1994; Ring & Van de Ven, 1994; Van de Ven, 1976; Van de 

Ven & Walker, 1984). Previous research on inter-organizational relationships has 
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emphasized the benefits of external social capital to firms, such as legitimacy gains 

via relationships to higher status venture capital firms (Stuart, Hoang & Hybels, 

1999), and better access to financial capital due to multiplexity and duration of a 

firm's relationships to banks (Uzzi & Gillespie, 1999). However, recently researchers 

have begun to explore the context dependence of these benefits (e. g. Gulati & 

Higgins, 2003; Hansen, 1999; Jensen, 2003; Rowley et al., 2000). One of the key 

findings of my empirical analysis - that the stability of a firm's long-standing 

relationships varies with the competitive context in which the relationships are 

embedded (i. e. level of competitive overlap) - contributes to research on the context 

dependence of the benefits associated with different types of relationships. 

The third and final contribution of this study is also to research on inter- 

organizational relationships, specifically to the stream of research that has begun to 

consider how control over relationships affects the firm's appropriation of value 

generated by these relationships (e. g. appropriation of returns on investment by joint 

venture partners (Gulati & Wang, 2003) or relative learning gains by alliance partners 

(Khanna, 1998)). However, these studies have focused on appropriation of this value 

by the firm relative to its appropriation by the firm's exchange partners (e. g. alliance 

partner, client, supplier, etc. ), and have not directly addressed the distribution of 

ownership of exchange relationships between the firm and its own employees, nor 

have they examined ownership of relationships in the context of an acquisition. To 

address this under-researched area, I have proposed arguments for the means firms 

have to secure "ownership" to relationships, an asset inalienable from the actors 

forming the relationship, which in turn enables the appropriation of value from the 

relationship by the firm. 

139 



Chapter 5. - Discussion 

Conclusion 

This exploration of acquisitions of external social capital has demonstrated 

that two critical factors - relationship ownership and competitive overlap - affect the 

retention of exchange relationships in the acquisition of the exchange relationships of 

another firm. The analyses revealed a complex relationship between relationship 

ownership and the retention of client relationships. Ownership of exchange 

relationships by the firm rather than its employees improved chances of client 

retention, but only when ownership had passed a critical threshold, below which it 

actually harmed chances of client retention. Regarding competitive overlap, 

competitive overlap always increased the risk of relationship loss and counter 

intuitively this positive effect of competitive overlap on loss was higher for longer 

duration relationships between agencies and their clients. Although the information 

sharing characterizing long duration relationships is generally beneficial to clients, 

under conditions of competitive overlap, this information sharing exposes clients to 

harmful information leakage, and thus, in this study longer clients were more likely to 

dissolve their relationships to the merged firm post-acquisition. 

One important conclusion can be derived from this dissertation. Acquisitions 

of exchange relationships are not necessarily acquisitions of social capital. First, not 

all relationships are a source of social capital. Only those relationships that provide 

benefits above and beyond arms length transactions are truly a source of social 

capital. Second, even when the exchange relationships of a given firm are a source of 

social capital for that firm, the combination of that firm's relationships with the 

relationships of the acquiring fin-n may actually erode or destroy the social capital 

inherent in the relationships. As demonstrated in this dissertation, long-standing 

relationships to clients are a source of stability in acquisitions under conditions of no 
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or low competitive overlap. Yet, given competitive overlap, these long standing 

relationships are actually more prone to dissolution than short relationships. In this 

way, acquisitions of external social capital can generate sub-additive effects. 

Nevertheless, as I also demonstrated, the ownership of exchange relationships by the 

firm is an important means through which the firm can improve its retention of 

exchange relationships outweighing the problematic effects of competitive overlap 

and thus improving the chances of successful acquisition of social capital. 
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. Appendices 

APPENDICES 

APPENDIX A Sample construction 

The sample was constructed by first gathering data on the population of 

acquisitions of US-based target firms made by North American or European acquiring 

firms in 2000 in SIC code 7311 from SDC PlatinuMTM. Second, I matched the 

acquiring firms and target firms to the correct advertising firms listed in the Standard 

Directory of Advertising Agencies (also known as The RedbookSTM). The Redbooks 

is the most comprehensive source of data on advertising agencies worldwide. An 

advertising agency record in The Redbooks includes information on the advertising 

firm location, size, annual billings, executive names and functions, and client 

relationships. To gather the data for the construction of the sample in this study I used 

the CD-ROM format of The Redbooks, which is updated annually. To ensure that the 

correct match to The Redbooks was made, I consulted trade journals (e. g. Advertising 

Age, Campaign, and Adweek) and other publications reporting on the acquisitions. 

Ten acquisitions from a population of 36 were selected based on availability of 

advertising firm data in The Redbooks. T-tests showed no significant difference in 

means and standard deviations between population of acquisitions of US targets and 

the sample for percent of shares acquired, date announced, date effective or 

integration level. In 6 of the 10 acquisitions, the acquiring firm was comprised of 

multiple agencies, and this resulted in a total of 108 advertising firms in the sample. 

For the multiple agency acquirers, I included all agencies within the acquiring firm 

located in the US or Europe that reported client information. 
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Appendices 

Appendix C Procedures for matching Redbooks client names to SIC 
codes 

When advertising agencies list their client information in the Redbooks, they 

either list only the client name (e. g. Procter & Gamble), the client name and client 

location (e. g. Procter & Gamble; Cincinnati, Ohio), or in a few cases, they list the 

client name, location and product or division information (e. g. Procter & Gamble; 

Cincinnati, Ohio; Personal Care Division). The majority of the client listings by 

agencies in the Redbooks were of the first type, which required that the matching of 

client names to SIC code data be done using a multiple step process. For each match 

made, I recorded by certainty of the match on aI to 5 scale with 5 being a 100% 

certain match. 

First, I searched by the client name in both the Hoovers On Line and Bureau 

van Dyjk (BvD) databases. The Hoovers database included a detailed text description 

of companies including a history and news of acquisitions, divestments or other 

corporate restructurings. This information was helpful for determining if a client 

company listed by the agency had changed name, changed industry focus or was out 

of business. The BvD database provided downloadable SIC data at the primary and 

secondary levels. If a single client company matching the location and/or product if 

given was listed in both the Hoovers and BvD databases, I considered this a match. 

The SIC code supplied by BvD was then used for the client. 

Second, if no match was found in BvD or the main Hoovers database, I then 

searched the Dun & Bradstreet (D&B) database via Hoovers On Line. Dun & 

Bradstreet provides basic data for privately held companies, including primary SIC 

codes. If a match by client name and location was found, then the SIC code provided 

by D&B was used for the client. 
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Third, if the client had multiple listings in BvD and/or Hoovers On Line, I 

narrowed the search to the closest match based on the location of the advertising 

agency or, in cases in which the agencies provided additional information on their 

clients, the client location and product for which the advertising was being done. For 

example, a search on the client name "Nestle" resulted in 160 unique matches in BvD. 

In such a situation, I then looked to see if additional information was provided by the 

agency, such as location or product information. If an agency listed "Nestle 

Enterprises Inc.; Toronto, ON" I then limited the search to Toronto based divisions of 

Nestle in the databases and used the SIC code listed by the company in Toronto. If the 

agency listed only "Nestle" I tried to identify a local match for Nestle (i. e. same city 

as the agency). If I could not find a local match, I then recorded the parent company, 

the parent company SIC code (e. g. Nestle in Switzerland) and created a variable to 

indicate if the SIC data were supplied by the parent level or the local level. The main 

analyses used the local level data when creating the competitive overlap measure. As 

a check, I also ran the analysis using the parent company data if both local and parent 

data were recorded. The pattern of results was consistent with the main analysis. 

Fourth, I reviewed each of the SIC code matches to the client to check for any 

nonsensical matches (i. e. SIC codes that did not correspond with the text description 

of the business supplied by Hoovers OnLine). For a few clients, the SIC code in BvD 

did not seem plausible. Therefore, I compared the SIC code to the one listed in 

Hoovers On Line and to the text description of the business in Hoovers, and updated 

the SIC code to a sensible SIC code. 

Fifth, I had a research assistant conduct the same coding exercise. The 

disagreement between my matches and hers was approximately 25% which is 

relatively high. However, differences in matching of client names to client companies 
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in the Bureau Van Dyjk database most often arose because a particular company had 

multiple listings in the BvD database. These discrepancies were reviewed, our 

matching strategies were discussed, and we then agreed on the best match and 

recorded the certainty of the match. After this process, no discrepancies remained. See 

the table below for examples of our disagreements in matching clients in Redbooks to 

company listings in BvD and/or Hoovers. 
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Appendices 

APPENDIX D Discrete hazard model 

The outcome variable in the discrete hazard model is the conditional 

probability density function: 

h (tij) = Pr [ Ti= jI Ti ýý j] 

where h is the conditional probability that a relationship i will dissolve in time period 

j. given that the relationship did not dissolve in any time prior toj. In other words, the 

hazard of dissolution for a given time period is the number of dissolutions divided by 

the number of subjects at risk of the event in that time period. The dissolution hazard 

can vary from 0 to 1. The hazard is transformed using a logit transformation as 

follows: 

logit h (t4) = o0l + aD2 + aD3 + (XD4 + BIXI + B2X2 + B3XIX2 

where aDI-4 represent the set of duration variables or intercepts for each of the four 

years in the observation period (2000 to 2003); X, and X2 represent the explanatory 

variables andXIX2 represents their interaction (in Chapter 3 analysis). A maximum 

likelihood function is used to estimate the effects of these explanatory variables on the 

hazard of relationship dissolution. 
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APPENDIX E Competitive overlap measure construction 

Uniworld Group I 

Coors 
SIC 2082 

No clients in 
same SIC 

0 

1 

Miller 
SIC 2082 

Heineken 
SIC 2082 

1/1 

Pre-acouisition overia 

Number of clients with the same 4 
digit US SIC Code within the 
acquiring firm or target firm 

Post-acguisition overlap: 

Number of clients with the same 4 
digit US SIC Code within the 
acquiring firm and target firm 

Difference in competitive 
overlap: 
= Post-acquisition overlap - 
Pre-acquisition overlap 
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APPENDIX F Logged Odds of Client Relationship Dissolution, 
Clustered by Acquisition 

(1) (2) (3) (4) (5) (6) 
Constant -0.657* -0.639* -0.527 -0.517 -0.493 -0.575 

(0.296) (0.293) (0.321) (0.318) (0.318) (0.447) 

Agency -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 
Years Of (0.001) (0.001) (0.001) (0.001) (0.001) (0.001) 
Overlap In 
Client SIC 
Code 
Availability -0.157+ -0.157+ -0.159+ -0.159+ -0.160+ -0.196* 
of Alternative (0.087) (0.088) (0.087) (0.088) (0.088) (0.088) 
Ad Agencies 
Relationship -1.080** -1.063** -1.03 1 -1.018** -1.006** -0.961** 
Duration (0.193) (0.200) (0.206) (0.213) (0.210) (0.231) 
Truncated 
H 1: Diff In 0.018+ 0.017+ 0.031 0.027** 
Competitive (0.010) (0.010) (0.004) (0.005) 
Overlap 

H2: Client -0.032 -0.030 -0.033 -0.027 
Account (0.021) (0.021) (0.021) (0.023) 
Relationship 
Duration 
1-13: 0.007+ 0.008* 
Relationship (0.004) (0.004) 
Duration X 
Diff In 
Cornp. 
Overlap' 
Year Yes Yes Yes Yes Yes Yes 
Dummies 
Acquisition Yes 
DummieS2 
Observations 6981 6981 6981 6981 6981 6981 

Log pseudo - - - - - - 
likelihood 2927.450 2924.326 2924.488 2921.708 2920.093 2856.954 

Standard errors in parentheses 
+ significant at 10%; * significant at 5%; ** significant at 1% 

Variables centered before creating interaction term. 
2 Acquisition with greatest number of relationships omitted. 
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APPENDIX G Logged Odds of Client Relationship Dissolution, 
Non Censored Observations 

For a sub-sample including observations not censored 
before the final observation period 

(1) 
- 

(2) (3) (4) (5) (6) (7) 
Agency -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 -0.000 Years Of (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 
Overlap In 
Client SIC 
Code 
Availability -0.104* * -0.105 ** -0.105 ** -0.105* * -0.105* * -0.148* * -0.169* * 
of Alternative (0.022) (0.022) (0.022) (0.022) (0.022) (O. Q 2 5) (0.027) 
Ad Agencies 
Relationship -0.361 -0.352** -0.356** -0.348** -0.334** -0.563** -0.551 
Duration (0.125) (0.125) (0.127) (0.128) (0.128) (0.138) (0.141) 
Truncated 
HI: Diff In 0.008 0.008 0.021+ 0.032" 0.035** 
Competitive (0.008) (0.008) (0.011) (0.012) (0.012) 
Overlap 

1-12: Client -0.003 -0.002 0.000 -0.004 -0.004 
Account (0.015) (0.015) (0.015) (0.016) (0.016) 
Relationship 
Duration 
H3: 0.007+ 0.009* 0.010* 
Relationship (0.004) (0.004) (0.004) 
Duration X 
Diffln 
Cornp. 
Over 
Year 4 groups 4 groups 4 groups 4 groups 4 groups 4 groups 4 groups 
Dummies X 

2- 
X 

2= 
X2= X 

2= 
X 

2= 
X 

2= 

215.79** 204.49** 214.76** 203.80** 198.81 191.78** 164.39** 
Acquisition 10 groups 10 
DurnmieS2 X 

2= 
groups 

57.19** X 
2- 

45.52** 
Client 69 
Industry groups 
Fixed Effects X 

2- 

3 39.31 

Observations 3321 3321 3321 3321 3321 3321 3310 

Log - - - - - - - 
Likelihood 1971.606 1971.120 1971.585 1971.111 1969.530 1940.936 1803.352 

Change in df - I I 1 1 9 68 

-2(LLI-LL2- D_ - 
- 

0.97 0.04 0.95 3.16+ 57.19** 275.17** 

Standard errors in parentheses 
+ significant at 10%; * significant at 5%; ** significant at 1% 
1 Variables centered before creating interaction term. 
2 Acquisition with greatest number of relationships omitted. 
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APPENDIX H Logged Odds of Client Relationship Dissolution, 
Dropping Client Industry Groups Invariant on Dependent Variable 

For a sub-sample including observationsfor Client Industry Groups with variation on 
dependent variable 

(1) (2) (3) (4) (5) (6) (7) 
Agency -0.00 1 -0.00 1 -0.00 1 -0.00 1 -0.00 1 -0.002** -0.00 1 
Years Of (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) 
Overlap In 
Client SIC 
Code 
Availability -0.157* * -0.157* * -0.159* * -0.160 ** -0.196* * -0.214** -0.157* * 

ofAlternative (0.019) (0.019) (0.019) (0.019) (0.022) (0.023) (0.019) 
Ad Agencies 
Relationship -1.079** -1.063** -1.017** -1.004** -0.961 -0.974** -1.079** 
Duration (0.109) (0.109) (0.111) (0.111) (0.115) (0.118) (0.109) 
Truncated 
H I: Diff In 0.018* 0.017* 0.032** 0.027* 0.030** 
Competitive (0.007) (0.007) (0.011) (0.011) (0.011) 
Overlap 

1-12: Client -0.033* -0.03 1 -0.033* -0.027* -0.035* 
Account (0.014) (0.014) (0.014) (0.014) (0.014) 
Relationship 
Duration 
1-13: 0.007+ 0.008* 0.009* 

Relationship (0.004) (0.004) (0.004) 

Duration X 
Diff In 
Comp. 
Over 
Year 4 groups 4 groups 4 groups 4 groups 4 groups 4 groups 42 groups 
Dummies X2= X2= X2== X 

2= 
X= 

13 9.91 138.57** 92.07** 91.34** 87.48** 78.06** 43.96** 

Acquisition 10 groups 10 

DunimieS2 
X2= groups 
129.16** 

107.75** 

Client 69 

Industry groups 
2- 

Fixed Effects X 
375.18** 

Observations 6940 6940 6940 6940 6940 6940 
- 

6940 

- Log 
Likelihood 

- 
2913.870 

- 
2910.718 

- 
2910.827 

- 
2908.023 

- 
2906.387 

- 
2841.806 2698.364 

e in df Chan - I I 1 1 9- 
- 
68 

g - ** 88** 6 
-2(LL I -LL2) 

OE9*:::::: 5.6 1 3.27* 129.16 . 28 

Standard errors in parentheses 
+ significant at 10%; * significant at 5%; ** significant at 1% 
1 Variables centered before creating interaction term. 
I - Acquisition with greatest number of relationships omitted. 
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