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ABSTRACT

REVISITING THE LOCUS OF EXPERIENCE:
ESSAYS ON ORGANIZATIONAL LEARNING,

CORPORATE DEVELOPMENT EXECUTIVES, AND M&A PERFORMANCE

Lisa Xiaolu Tang

Emilie R. Feldman

The relationship between experience, learning, and performance is one of the most central
concepts in organizational learning and is a key antecedent to dynamic capabilities and
superior performance. While many existing works have focused on learning at the
organizational level, more recent works have begun to examine the importance of the
individuals involved in this process. This is especially critical in strategic contexts, in which
focal actors have a meaningful influence over organizational decisions and outcomes. In this
dissertation, I explore these issues in the context of mergers and acquisitions (M&A). By
introducing Corporate Development Executives (CDEs), the focal actors specifically
dedicated to leading M&A activities inside organizations, I shed light on the role of focal
individual-level learning—whether it matters, when it matters, and how it impacts
organizational learning, capabilities development, and performance. In Chapter 1, I highlight
the challenges of learning from experience in strategic contexts such as M&A and develop a
new framework for understanding the conditions under which organizational-level and focal
individual-level experience may lead to effective learning and superior performance. In
Chapters 2 and 3, I empirically test these ideas using a novel, hand-collected dataset on

CDEs in S&P 500 information technology companies. I find evidence that CDEs’ prior

vii



M&A experience critically impacts subsequent M&A performance, and firm-level and CEO-
level M&A experience serve as boundary conditions for their effectiveness. I also find that
the environmental conditions of CDEs’ initial M&A learning experience have persistent
influences on their subsequent behaviors, in which individual experience can be both an
enabler and a constraint on organizational outcomes. Together, these findings offer new
theoretical insights on the locus of experience and the antecedents of performance
heterogeneity. By accounting for the task-specific focal actor, this dissertation contributes to
the literature on corporate strategy, organizational learning, and microfoundations of
dynamic capabilities, and has managerial implications on how firms should source and
manage talent for M&A, especially given their growing reliance on inorganic opportunities

for growth and transformation.
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INTRODUCTION

“Organizations pursue intelligence. 1t is not a trivial goal. Its realization is imperfect, and the pursuit is
endless. Every day there are failures to temper any successes. Nevertheless, the pursuit is often exhilarating.
It excalts the subtle textures of life and elevates coping with ordinary tasks to the artistry of history. ..
Onganizations and the individuals in them try to improve by contemplating and reacting to their experiences.”
(March, 2010: 1)

“Bach Mc>A is a snowflake. It is similar but different each time.”
(J. Harris, personal communication, April 14, 2017)

Motivation and Research Questions

Where does superior performance come from? Much of the existing strategy
literature has been devoted to answering this central question, and scholars have presented
different theoretical perspectives based on resources (Barney, 1991; Peteraf, 1993;
Wernerfelt, 1984), capabilities (Eisenhardt and Martin, 2000; Helfat ez /., 2007; Teece et al.,
1997), and knowledge (Grant, 1996; Kogut and Zander, 1992, 1993). Across these different
perspectives, the relationship between experience, learning, and performance is one of the
most widely accepted and assumed concepts, in which learning from prior experience is

viewed as an important antecedent to superior performance and long-term survival.

However, learning from prior experience is very challenging (March, 2010), and we
still only have partial answers to the perennial questions of whether organizations are able to
learn from prior experience, how organizations learn, under what circumstances they learn,
and how organizations can improve and sustain their learning outcomes (Cyert and March,
1963; Huber, 1991; Levitt and March, 1988). These questions are particularly germane in
strategic contexts where learning is foundational to the development of organizational

capabilities, yet mixed evidence still exists in empirical studies examining the relationship



between experience and performance (Barkema and Schijven, 2008; King, Bauer, and

Schriber, 2018).

This dissertation will attempt to address some of these open questions about
organizational learning in strategic contexts by examining learning at the level of the task-
specific focal actors, or those individuals specifically dedicated to particular strategic tasks
or activities within organizations. While many existing works have focused on learning at the
organizational level, their implicit assumption that experience can be aggregated and
attributed to the collective does not necessarily hold in strategic activities, in which a handful

of individuals often meaningfully shape organizational decisions and outcomes.

In these contexts, it is critical to reexamine learning of the individuals specifically
dedicated to these activities, especially as recent works have begun to highlight the
contribution of individuals to organizational decisions and outcomes. For example, studies
on variance decomposition have shown the importance of individuals in explaining the
heterogeneity of firm outcomes (Adner and Helfat, 2003; Helfat and Martin, 2015; Meyer-
Doyle, Lee, and Helfat, 2019), and works on the microfoundations of strategy have started
to look beyond the most senior level of the organization to the specific actors within
organizations (Arora, Fosfuri, and Gambardella, 2001; Balachandran, 2019; Felin ez a/., 2012;

Felin, Foss, and Ployhart, 2015; Fu, Tang, and Chen, 2020; Menz and Scheef, 2014).

Taking a multi-level perspective and expanding our understanding of learning
beyond both organizational- and individual-levels to the task-specific focal actors (who often
sit below the most senior level of the organization), I explore the following theoretical

questions in this dissertation:



1. Where does the locus of experience and learning in organizations reside?
Is it at the organizational level or the individual level? If it is at the individual

level, with which focal actors?

2. What is the role of focal individual-level learning? Does it matter, when does
it matter, and how does it interact with and impact organizational-level learning,

capabilities, and performance?

Research Context

I examine these two theoretical questions using the setting of mergers and
acquisitions (M&A), which are some of the most important strategic activities organizations
undertake each year in pursuit of new capabilities (Kaul and Wu, 2016; Puranam, Singh, and
Zollo, 2000), growth (Capron and Mitchell, 2013; Hitt, Hoskisson, and Ireland, 1990), scope
and scale expansions (Anand and Delios, 2002), resource reconfigurations (Bennett and
Feldman, 2017; Capron, Dussauge, and Mitchell, 1998; Capron, Mitchell, and Swaminathan,
2001), and long-term competitive advantage (Feldman, 2020; Haspeslagh and Jemison, 1991;
King ez al., 2018). More than ever, firms are undertaking M&A in record numbers, with
wotldwide M&A volume totaling US$3.9 trillion in 2018 (Statista.com, 2018), almost double

the amount spent on worldwide R&D activities (Riemschneider, 2018).

The M&A context has a long history for studying drivers of superior performance,
and it is particularly suited to explore the questions on the locus of experience and the role
of focal individual-level learning, given the existence and proliferation of dedicated M&A-
specific actors across companies in the last few decades (EY, 2015). These actors are called
the Corporate Development Executives (CDEs), and they are the focal actors leading M&A

and inorganic growth efforts inside organizations. Unpacking the role of CDEs—who they



are, what they do, and how they matter in the context of M&A learning, capabilities
development, and performance—is important theoretically, empirically, and

phenomenologically.

Learning from experience in strategic contexts such as M&A is challenging because
the implicit assumption of the comparability of experience does not hold. As the Head of
Google’s M&A and Integration aptly described, “Each M&A is a snowflake. It is similar but
different each time.” (J. Harris, personal communication, April 14, 2017) As such,
organizational-level experience does not necessarily lead to learning effectiveness and
performance improvements, which requires achieving both learning reliability and validity
(March, Sproull, and Tamuz, 1991). For tasks in which the comparability of experience does
not hold, organizational-level experience can allow firms to achieve the reliability of learning
(i.e., stable, shared knowledge), but may not be a sufficient condition for achieving the
validity of learning (i.e., accurate, causal knowledge). By accounting for the individuals
involved in such tasks—the focal actors who are specifically dedicated to the task, or the
CDEs—new theoretical insights could emerge on how organizations achieve both reliability

and validity of learning, and subsequently superior performance.

From an empirical perspective, it is also important to examine the experience of the
task-specific focal actors in the context of M&A, as it could help to unpack some of the
mixed empirical results in existing studies on the relationship between M&A experience and
performance. While M&A literature has a long history of studying learning in strategic
contexts, and scholars have adopted the view that learning from prior M&A experience is
essential (Barkema and Schijven, 2008), the empirical results on the experience-learning-

performance relationship have been surprisingly mixed. Scholars have found positive



(Barkema, Bell, and Pennings, 1996; Bruton, Oviatt, and White, 1994; Fowler and Schmidt,
1989), negative (Uhlenbruck, Hitt, and Semadeni, 2006), U-shaped (Haleblian 7 a/., 2009),
inverted U-shaped (Hayward, 2002), and non-significant results (Baum and Ginsberg, 1997,
Lahey and Conn, 1990; Lubatkin, 1987), leading to a lively debate within the literature. As
these prior studies have mostly examined M&A experience at the organizational level,
shedding light on the focal actors dedicated to M&A inside organizations and their M&A
experience as well as the potential interactions between individual-level and organizational-

level experiences could bring new insights and answers to reconcile these mixed findings.

An empirical focus on the focal actors dedicated to M&A also complements existing
research on the organizational processes of learning from experience. Scholars have
introduced organizational routines (Levitt and March, 1988; March and Simon, 1958; Nelson
and Winter, 1982) and deliberate learning as the key mechanisms through which experience
may lead to the development of organizational capabilities and superior performance (Dyer,
Kale, and Singh, 2001; Kale and Singh, 2007; Zollo and Singh, 2004; Zollo and Winter,
2002). An alternative research design that examines the focal actors involved in these
learning processes can open new opportunities and additional ways of theorizing about
different aspects of experience (e.g., the role of context), extending our understanding of the

microfoundations of learning and capabilities development in M&A.

The CDE is also an important phenomenon in contemporary organizations. While
limited research has examined the focal actors executing M&A inside organizations, they
have received a lot of attention in the media, and appear to be critical resources that are
competed for in the labor markets and in courts. Unlike other actors such as the CEO, the

top management team members, or business unit leaders, these individuals sit below the C-



suite executives and play a unique role in the M&A process. As the internal deal captain of
M&A, they are involved with every step and every decision in the M&A processes of the
firm, from target screening to deal execution to post-merger integration., where these
decisions all jointly impact subsequent M&A performance. As the existence of these
dedicated M&A-specific human capital becomes increasingly prevalent (for example, in the
S&P 500 IT sector, all firms have CDEs), and as M&A continues to be a key growth strategy
for firms, it is vital to understand the phenomenon of CDEs and how these task-specific

focal actors shape organizational capabilities and performance heterogeneity.

Overview of Each Chapter

I examine the above questions in the three chapters of this dissertation. In Chapter 1,
I develop a new framework to unpack the relationship between experience, learning, and
performance in strategic contexts such as M&A. I first review the existing literature on
organizational learning and M&A experience, which has primarily been at the organizational
level. I then propose a framework to understand why organizational-level experience may
not lead to effective learning and superior performance and how accounting for the task-
specific focal actor may help to overcome these challenges. I next revisit the existing
empirical evidence on the M&A experience-performance relationship and explain why
accounting for the phenomenon of CDEs, the focal actor in M&A, may help to resolve
these mixed findings. I then outline some open questions and research opportunities in light
of these considerations and conclude the chapter with a discussion on the potential
generalizability of these ideas, especially given the proliferation of task-specific focal actors

across organizations.



The subsequent two chapters of this dissertation empirically examine these issues
with a novel, hand-collected dataset on the heads of corporate development in S&P 500
information technology companies. In Chapter 2, I introduce and argue that CDEs, the task-
specific focal actors leading inorganic growth inside companies, are particularly critical for
M&A learning and performance. Drawing on learning and cognition literature, I theorize
that an inverted U-shaped relationship exists between CDEs” M&A experience and
subsequent M&A performance, in which the inverted U is driven by misapplication
challenges that may be overcome through variations in prior experience contexts across
organizations and deal types. In studying the interactions of M&A experience across the
CDE level, CEO level, and firm level, I also explore the boundary conditions of CDEs’
effectiveness under different levels of CEO and firm M&A experience, and the potential
implications of M&A experience on the variance of performance. By zooming in on the
focal actors’ task-specific experience, I hope to answer the first-order questions on whether,
when, and why focal actor-level experience and learning shapes organizational-level

performance.

In Chapter 3, I examine the antecedents of M&A capabilities by unpacking the
relationship between CDEs’ prior M&A experience contexts, mental representations, and
M&A performance. By zooming out from the task-specific focal actors to the external
environment in which they are embedded, I refocus the analyses on the antecedents of their
experiences and demonstrate how the characteristics of their prior learning environments
may shape their subsequent M&A behaviors. I argue that given the causally ambiguous
nature of M&A, the initial learning environment may have a continuous influence over
CDEs’ mental representations of M&A. Specifically, when the initial learning environment is

highly dynamic or concentrated, CDEs are likely to develop highly situational-specific



understanding of M&A, which may not be applicable in subsequent environments, resulting
in suboptimal outcomes. CDEs” M&A experience serves as an important boundary
condition, where the accumulation of experience may help to gradually mitigate these
“shadows of the past.” By linking the conditions of focal actors’ initial learning
environments with subsequent organizational-level outcomes, this chapter seeks to highlight
how variations in the external environment can be important sources of heterogeneity for

managerial capabilities.

Intended Contributions

By accounting for the task-specific focal actor, this dissertation seeks to make several
theoretical contributions. First, by revisiting the locus of organizational learning, I hope to
unpack the implicit assumptions in current theoretical conceptualizations of the relationship
between experience, learning, and performance, and bring clarity on the theoretical
importance of and the conditions under which focal individual-level learning is critical for

organizational-level learning and performance.

Second, I hope to contribute to the corporate strategy and M&A literature. By
examining M&A experience the CDE level, CEO level, and firm level, as well as their
interactions, I hope to partially resolve the inconsistent results among existing studies and
answer the call for a greater understanding of antecedents of M&A performance (Haleblian
et al., 2009; King ez al., 2004). By introducing the CDEs, the focal actors in M&A, I extend
existing research on the deliberate learning processes (Dyer ez al., 2001; Kale, 1999; Kale,
Dyer, and Singh, 2002; Kale and Singh, 2007; Zollo, 1998; Zollo and Singh, 2004; Zollo and

Winter, 2002) and dedicated functions (Kale ez a/., 2002; Trichterborn ez al., 2016), and bring



new theoretical insights on how experience can be both an enabler and a constraint,

depending on the context through which the experience takes place.

Third, by showing how task-specific focal actors may impact organizational
performance, I hope to contribute to the current dialogue on the microfoundations of
dynamic capabilities and the question of where M&A capabilities originate (Adner and
Helfat, 2003; Helfat ¢z al., 2007; Helfat and Martin, 2015; Meyer-Doyle ¢7 al., 2019; Zollo and
Singh, 2004; Zollo and Winter, 2002). In addition, by examining how CDEs’ understanding
of M&A is shaped by their prior experiences and the environments through which these
experiences are embedded, I hope to bring forth new insights on the antecedents of mental
representations and managerial capabilities (Csaszar, 2018; Csaszar and Levinthal, 2016;

Eggers and Kaplan, 2013; Tripsas and Gavetti, 2000).

By introducing CDE:s as a critical group of actors in the M&A process and showing
that their prior M&A experience matters for M&A learning, capabilities, and performance in
meaningful ways, I revisit the locus of experience and learning in M&A and highlight how
focal individual-level learning may meaningfully impact organizational-level outcomes. By
shedding light on this phenomenon in contemporary organizations, the findings of this study
also have managerial implications concerning on how firms should source and manage talent
for their M&A functions, especially given firms’ growing reliance on inorganic opportunities

for growth and transformation.



CHAPTER 1. From Experience to Performance: An Integration of

Organizational-Level and Individual-Level Learning in Strategic Contexts

The relationship between experience, learning, and performance has been a central
issue in organizational learning over the past few decades and has attracted increasing
attention among strategy scholars interested in understanding drivers of performance and
capabilities development. While much of the existing work has focused on learning at the
collective level, more recent works have begun to highlight the importance of accounting for
individual-level factors for organizational-level outcomes and performance (Felin ez al., 2015;
Gavettl ¢f al., 2012; Helfat and Martin, 2015). This is especially important in strategic
contexts in which individual actors appear to be critical for decisions and outcomes
(Balachandran, 2019; Meyer-Doyle ¢/ a/., 2019; Nadolska and Barkema, 2014). Yet limited
understanding exists regarding the role of focal individual-level learning!: whether it matters,

when it matters, and how it interacts with organizational-level learning processes.

This chapter presents a theoretical overview of these issues and identifies some ways
in which this gap can be addressed. I will begin with an overview of prior literature on the
experience-learning-performance relationship, then propose a framework to understand why
organizational-level experience may not lead to effective learning or superior performance
and how accounting for the task-specific focal actor may help to overcome these challenges.
I then outline potential ways we can integrate these considerations in strategic contexts such

as M&A and conclude with a discussion on the generalizability of the ideas presented.

I'T refer to the “focal actor” as the individual who is most relevant for a task, or the task-specific focal actor. I
will provide an extended discussion on these individuals and why they are particulatly important in section 1.2.
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1.1 Existing Literature on Experience, Learning, and Performance

The concept of learning from experience—or experiential learning—has a long
history in human scholastic thought. According to the Merriam-Webster dictionary,
experience is defined as the “direct observation of or participation in events as a basis of
knowledge.” The word itself comes from Latin “experiential,” or “a trial, proof, experiment;
knowledge gained by repeated trials,” suggesting that learning and knowledge production are
part of the very definition of the word experience itself. The earliest inquiries on the nature
of experience can be traced back to Aristotle. In Mezaphysics, Aristotle distinguishes between
experience, art, and science. He viewed experience as a cognitive disposition that emerges
from memory, whereas art and science reflect universal judgements that can be developed
from a multitude of different experiences (Gregori¢ and Grgi¢, 2006). That is, when a person
has an experience of something (“X”), he/she does not know its cause or why X is the case,
only that X is the case. Unlike judgements of art and science, which reflect universal
knowledge of the cause (of X), Aristotle argued that judgements of experience, no matter
how universal they may be, are always bound to the particulars through which they are

derived.

While this earliest notion of experience focuses on the complicated nature of
learning from experience at the individual level, many of the most exciting developments on
experiential learning in the last half century have been done at the organizational level. Since
the 1950s, taking the firm as the unit of analysis and organizational intelligence as the goal
(March, 2010), organizational theorists and strategy scholars have argued that organizational
learning is an important way through which firms adapt to the changing environment and

achieve superior performance (Chandler, 1962; Cyert and March, 1963; Fiol and Lyles, 1985;
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Simon, 1991). Organizational learning, defined as “a change in the organization’s knowledge
that occurs as a function of experience,” has since emerged as its own vibrant stream of
research, where scholars aim to understand how “the process of creating, retaining, and
transferring knowledge within an organization” may occur as organizations search for

intelligence and superior performance (Argote, 2012: 31).

Focusing on the relationship between organizational experience, learning, and
performance, I broadly classify the existing research since the 1950s into four evolving

theoretical perspectives examining different questions regarding this multifaceted process.

111 “How”: Mechanisms of Otganizational Learning (Evolutionary Perspective and

Resource-Based View)

Many of the earliest works on organizational experience are grounded in the
Carnegie School and the evolutionary view of the firm, focusing on the mechanisms of how
organizational learning occurs. Drawing on the behavioral theory of the firm and the
evolutionary perspective, scholars first conceptualized organizational learning as a routine-
based, history-dependent, and target-oriented process, occurring iteratively when firms
repeatedly engage in an activity, draw inferences from their experiences, store the inferred
learnings, and retrieve them for future engagements in the activity (Cohen and Bacdayan,
1994; Cyert and March, 1963; Levitt and March, 1988; March and Simon, 1958). The
accumulation of direct experience with a particular task or activity? enables the development
and adaptation of organizational routines, meaning sets of repetitive patterns of activities

that can be activated, developed, and adapted through trial and error (Gavetti and Levinthal,

2 In this manuscript, I will use the word “task” and “activity” interchangeably. Task is a generic term that can
be either simple (e.g., manufacturing production) or complex (e.g., M&A), and I will refer to M&A as a
complex task or activity that is comprised of many smaller subtasks.
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2000; Nelson and Winter, 1982). Routines are viewed as semi-automatic knowledge
accumulation mechanisms and have been argued to be part of a firm’s core resources

(Barney, 2001; Winter, 1995).

Building on this conceptualization of learning from direct experience, Zollo and
Winter (2002) highlighted the nature of organizational routines as tacit knowledge. The
authors distinguished between two types of routines: operating routines and search routines.
They described operating routines as those learning processes that are responsible for “the
operational functioning of the firm,” while search routines as higher-order routines
dedicated to the modification of operating routines and are key constituents of dynamic
capabilities (Zollo and Winter, 2002: 341)3. The authors argue that the former type of
routines are effective learning mechanisms when organizations engage in highly frequent and
relatively homogeneous types of tasks that have well-defined action/performance linkages.
However, these tacit, quasi-automatic processes would not be sufficient for relatively
infrequent, heterogeneous and highly complex tasks, where more deliberate learning
processes would be needed. Subsequent works since have adopted this view of routines as
foundational to the development of dynamic capabilities (Helfat ez 2/, 2007; Helfat and

Peteraf, 2003; Wibbens, 2019).

In addition to learning through the organization’s direct experience, scholars have
argued that learning could also occur indirectly through observing others’ experiences, or
vicarious learning (Argote and Ingram, 2000; Cyert and March, 1963; Levitt and March,
1988). Faced with insufficient information from their own experiences, organizations’

decisionmakers can use vicarious learning to reduce uncertainty by observing and imitating

3 T will discuss the capabilities perspective on the relationship between experience, learning, and performance in
more depth in section 1.1.3.
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other organizations’ actions and outcomes, especially when those peer organizations are
visible and comparable (DiMaggio and Powell, 1983; Ingram and Baum, 1997b). Vicarious
learning occurs through many channels, including indirect observations by managers (Ingram
and Baum, 1997a, 1997b; Kim and Miner, 2007), employee mobilities (Mawdsley and
Somaya, 2016; Rosenkopf and Almeida, 2003), board interlocks (Haunschild, 1993; Tuschke,
Sanders, and Hernandez, 2014), and hiring of external advisors (Haunschild and Miner,

1997; McGrath, 20106).

1.1.2 “Whether and What”: Evidence of Otganizational Learning and Nature of

Knowledge (Knowledge-Based View)

Around the same time that the evolutionary perspective-based scholars highlighted
the importance of routines for organizational learning, another group of scholars devoted
their attention to examining the evidence of organizational learning and the properties of
what is being learned, answering the questions of whether organizations learn and the nature

of the knowledge itself.

One of the most famous and foundational empirical approaches comprised the
studies examining the learning curve hypothesis, which posited that more experience with a
particular task can increase associated efficiency/knowledge/learning/performance gains
(Dutton and Thomas, 1984; Yelle, 1979). Using a routine-based view of the learning process
(Argote, 2012; Argote and Epple, 1990), these learning curve—based studies often examined
routine organizational activities such as the manufacturing production process of various
products, including aircraft, ships, trucks, chemicals, pizza, refined petroleum, etc. Authors
consistently found supporting evidence of a continuously improving learning curve—namely

that the unit cost of production decreases at a decreasing rate with experience (Alchian,
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1963; Darr, Argote, and Epple, 1995; Epple, Argote, and Devadas, 1991; Epple, Argote, and

Murphy, 1996; Hirschmann, 1964; Rapping, 1965).

Taking a different approach from the manufacturing and operations context, strategy
scholars have searched for empirical evidence of organizational learning in nonroutine, more
strategic contexts such as mergers and acquisitions (Barkema and Schijven, 2008; Fowler and
Schmidt, 1989; Haleblian and Finkelstein, 1999; Kusewitt, 1985), international expansions
(Nadolska and Barkema, 2007; Pennings, Barkema, and Douma, 1994), alliances (Anand and
Khanna, 2000; Kale, 1999), joint ventures (Barkema ez /., 1997; Sampson, 2005), and
divestitures (McGrath, 2016; Shimizu and Hitt, 2005). Taking the organization’s stock of
experience with the particular strategic decision as the measure (usually as a count or a binary
indicator of all prior or only recent experience with the task), these studies examined
subsequent performance changes, in which a positive association between the number of
prior task experiences and the subsequent task performance is taken as evidence of

organizational learning.

Unlike the learning curve studies, however, no consistent evidence has emerged,
especially on the relationship between organizational M&A experience and performance, the
strategic learning context with the longest history of studying experiential learning (Barkema
and Schijven, 2008). Indeed, across different studies, scholars have found mixed results,
including positive (Barkema ez /., 1996; Bruton et al.,, 1994; Fowler and Schmidt, 1989),
negative (Uhlenbruck ez a/., 2006), U-shaped (Haleblian ez a/., 2009), inverted U-shaped
(Hayward, 2002), and insignificant (Baum and Ginsberg, 1997; Lahey and Conn, 1990;
Lubatkin, 1987) relationships, with the only agreement being that consistent findings do not

exist (Barkema and Schijven, 2008; King ez a/., 2004).
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Given the initial mixed empirical results on the experience-performance relationship,
a number of subsequent empirical studies have also highlighted the potential contingencies
and conditions for knowledge transfer from prior experience. One influential idea is
Haleblian and Finkelstein’s theory of negative experience transfer, in which the authors
adopt a behavior perspective to argue that transferring M&A routines from one industry to
another is similar to inappropriately generalizing old lessons to new settings where they do
not apply (Haleblian and Finkelstein, 1999). Other works also have shown that firms may
learn, depending on the applicability of past deal experience to future deals and the
reusability of routines (Barkema, Bell, and Pennings, 1996; Hayward, 2002; Lubatkin, 1983).
For example, Nadolska and Barkema (2007) found that experience with domestic M&A and
international joint ventures can be beneficial for subsequent foreign M&A expansion as
certain lessons learned from these other corporate activities can be transferred to the foreign
M&A context. Similar to the absorptive capacity logic (Cohen and Levinthal, 1990), these
studies together suggest that relatedness between prior experiences and new encounters with

the task enables effective learning and performance.

Evidence that is more difficult to observe but directly related to an organization’s
ability to learn from its prior experience is the organization’s ability to replicate and transfer
the knowledge gained from its prior experience. Examining the nature of knowledge and
conditions for its transferability, scholars adopting the knowledge-based view of the firm
(Grant, 1996; Kogut and Zander, 1992, 1993) characterized knowledge as tacit and difficult
to observe (Grant, 1996; Polanyi, 1962), sticky (Szulanski, 1996; Winter, 1995), system-
dependent (Winter, 1987), only partially codifiable (Kogut and Zander, 1992), and causally
ambiguous (Lippman and Rumelt, 1982). These properties of knowledge also suggest that

learning and knowledge transfer within and across organizations could be highly challenging.
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11.3 “When”: Conditions for More Effective Otganizational Learning (Capabilities-

Based View)

In the late 1990s and early 2000s, scholars shifted from examining the questions of
whether organizations learn from experience and the nature of the learning and knowledge
transfer process to the matters of (i) when organizations learn, (ii) under what conditions

organizations learn, and (iii) effective ways to organize the organizational learning process.

Drawing on the latest works on dynamic capabilities and the capabilities view of the
firm, which see the existence of dynamic capabilities as the antecedent to sustained
competitive advantage and superior performance (Eisenhardt and Martin, 2000; Teece and
Pisano, 1994; Teece ¢z al., 1997), scholars at The Wharton School argued that deliberate
learning mechanisms are critical to the development of dynamic capabilities in a series of
influential papers (e.g., Zollo (1998), Kale (1999), Dyer, Kale and Singh (2001), Zollo and
Winter (2002), Kale, Dyer and Singh (2002), Zollo and Singh (2004), Kale and Singh (2007),

Kale and Singh (2009)).

In Zollo (1998), Kale (1999), Zollo and Winter (2002), Zollo and Singh (2004), and
Kale and Singh (2007), the authors suggested that the development of semi-autonomous
organizational routines is not the most effective channel through which past experience
improves subsequent performance, given that routines are path-dependent, have limited
cognitive content, and are agnostic of performance feedback. The development of routines
from past experience may lead to process routinization or operating routines, but not higher-
order capabilities. Instead, it is only through deliberate learning processes—the specific
iterations of experience accumulation, knowledge articulation, knowledge codification, and

internalization—that organizations can develop dynamic capabilities which improve their
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subsequent task performance. These deliberate learning processes are especially important
when the task is infrequent or heterogeneous (Zollo, 1998, 2009; Zollo and Winter, 2002), as
superstitious learning could occur when it is difficult to compare each task experience as
individuals enter and exit the organization, and key relevant factors for task performance

evolve with the changing context of experience.

Testing these ideas empirically in the context of U.S. bank mergers, Zollo and Singh
(2004) found that the existence of deliberate learning mechanisms, as evidenced by explicit
codification of prior experience with post-acquisition integration process in manuals,
systems, and other acquisition-specific tools, strongly and positively influences acquisition
performance, while experience accumulation by itself does not. Focusing on the learning
process in strategic alliances, Kale (1999), Dyer, Kale, and Singh (2001), Kale, Dyer and
Singh (2002), and Kale and Singh (2007) together found that firms with greater alliance
experience realize greater success with alliances, and the existence of a dedicated alliance
function (with the intent of strategically coordinating alliance activity and
capturing/disseminating alliance-related knowledge) leads to superior alliance success
through the learning process. In both sets of studies, Zollo and Kale conceptualized the
decision process on acquisitions and alliances, respectively, as a learning process which

includes both tacit and codified knowledge.

Building on these works, recent work by Trichterborn ez a/. (2016) studied the
existence of a dedicated function for M&A. Using a survey of 124 German firms, the
authors found that M&A experience has a positive impact on M&A performance, and the
existence of a dedicated function enables the development of M&A capability and superior

M&A performance. Such a structure oversees and coordinates a firm’s M&A activities, and it
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allows firms to engage in the deliberate learning processes of articulation, codification,

sharing, and internalization of knowledge (Trichterborn ez al., 2016: 767).

In sum, these studies show how deliberate learning from prior experience is a critical
antecedent to the development of dynamic capabilities and superior performance. Deliberate
learning from infrequent events consists of a consideration of the role of tacit and codified
knowledge (Kale, 1999; Zollo, 1998; Zollo and Winter, 2002), repeatable processes (Dyer ¢#
al., 2001; Kale and Singh, 2007; Zollo and Singh, 2004), and a dedicated organizational
structure that enables these learning processes to take place (Kale ez 4/, 2002; Trichterborn ez
al., 2016). As individual decision makers shape all three elements of deliberate learning,
further exploration is needed on the evolutions of individual-level experience among

decision makers and their influences on these learning processes and outcomes.

114 “Who”: Focal Actors in Organizational Learning (Microfoundations

Perspective)

The last and most recent approach to thinking about experiential learning and the
experience-learning-performance relationship relaxes the assumption of the firm as the unit
of analysis as taken in earlier works and instead focuses on the individuals involved in the
learning process. This approach is influenced by the “microfoundations” movement in
strategy and organizational theory in the past decade, in which scholars have begun to call
for more research that investigates the collective concepts in macro management “to
understand how individual-level factors impact organizations, how the interaction of
individuals leads to emergent, collective, and organization-level outcomes and performance,
and how relations between macro variables are mediated by micro actions and interactions”

(Felin ez al., 2015: 576). This movement touches a wide swath of areas within strategy and
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organization theory, and while there is much debate on what constitutes “microfoundations
research,” scholars largely agree that the starting point of this new research perspective is a
reaction against the prevailing macro management research that has heavily focused on
macro-level organizational factors at the expense of micro-level factors, i.e., the role and

heterogeneity of individuals (Felin and Foss, 2005; Felin and Hesterly, 2007).

In relation to the organizational learning literature, an emerging stream of work has
begun examining the microfoundations of the organizational learning processes (Adner and
Helfat, 2003; Felin e# a/., 2012; Felin and Foss, 2009, 2012; Helfat and Martin, 2015; Helfat
and Peteraf, 2015), underscoring the importance of individual-level analysis. Focusing on the
most senior actors in the organization, such as the board, the CEO, and the top
management team (TMT), emerging works have begun to explore individual-level learning in
strategic contexts like M&A. For example, McDonald, Westphal, and Graebner (2008) found
that outside directors’ prior experience with M&A in specific industries or product markets
have positive effects on the performance of focal firm’s acquisitions in the same industry or
market. Examining the diversity of TMTs, Nadolska and Barkema (2014) found that
heterogeneous teams acquire less than homogeneous teams, but benefit more from their
prior experience and have more successful acquisitions. Meyer-Doyle ¢z a/. (2019) conducted
a variance decomposition of acquisition behaviors, and found that the CEO-level factors are
notably larger than firm-level factors in explaining M&A performance, consist with other
works documenting the importance of the CEO-effect (Custédio and Metzger, 2013;

Hambrick and Quigley, 2014; Quigley and Graffin, 2017; Quigley and Hambrick, 2015).

These four different approaches and theoretical perspectives on the experience-

learning-performance relationship are summarized in Figure 1. This dissertation builds upon
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the earlier three approaches and is a direct extension of the latest approach on learning. With
an aim of shedding light on the focal actors involved in this process and further unpacking
the experience-learning-capabilities-performance relationship, this work pushes beyond the
aforementioned emphasis on individual-level analysis to introduce and highlight the
importance of the most relevant individuals specifically dedicated to a given task or activity.
These task-specific focal actors may not be at the most senior level of the organization or are
part of the C-suite, but are the ones in charge of performing the task and leading the
associated organizational learning processes. The next section will explain why, in strategic
contexts like M&A, in which individuals have a large influence over organizational learning
effectiveness and performance outcomes, examining learning at the focal actor level is

important theoretically, empirically, and phenomenologically.

The “Who” Question:
Focal Actors in

Micro- Org Learning

foundations
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>
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Figure 1. Summary of Existing Theoretical Perspectives on Experience-1earning-Performance
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1.2 Why Isn’t Examining Learning at the Organizational Level Enough in M&A?
12.1 A Theoretical Explanation

In order to understand why examining learning at the organizational level may not be
sufficient for strategic activities such as M&A, I revisit the current theoretical model of how

learning from experience improves performance and review its implicit assumptions.

Experience

Applicationto “ef'ef;:::;:fi:ﬁ“k& Performance
New Experience | to Existing Knowledge |mpr0vements

TR
Develop / Update

Existing Routines &
Knowledge

(Codified, Tacit)

Figure 2. Implicit Model of Experiential 1earning in Prior Works

Figure 2 illustrates the implicit model of experiential learning in existing works on
the experience-learning-performance relationship. Some version of this model has been put
forth by John Dewey, Kurt Lewin, and David Kolb, among others, to explain how
individuals learn (Kolb, 1984), and I have modified it to incorporate our current
understanding of the organizational learning process, based on existing literature as
explained above. Broadly speaking, this model suggests that learning from experience occurs
in four iterative stages: experience, reflection, knowledge conceptualization, and
reapplication. The first stage of the cycle is the concrete experience with a particular task
itself. The second stage is reflective observation, during which knowledge about the task is
reflected upon and articulated, based on the new experience. If it is not the first experience
with the task, then comparisons against what is already known about the task take place. The

third stage is abstract conceptualization, in which knowledge about the task is developed, or
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updated if it is not the first experience with the task, based on the reflections arising from
the second stage. The knowledge developed and updated here could manifest both as tacit
routines as well as codified knowledge. Last, in the fourth stage, the latest knowledge about
the task is applied to the next encounter with the task, resulting in potential performance
changes. The cyclical process then continues with this second experience of the task, where
it enters the concrete experience stage of the next cycle. This process can continuously occur
over each additional encounter with the task, though the extent of updating and

modification may change with increased experience.

Drawing on works by James March, I argue that while this implicit model of
organizational learning applies to simpler, routinized tasks such as assembling widgets in a
factory where each experience is comparable to before, it does not apply in tasks that are
complex and ever-changing such as M&A, in which each experience is similar but different
from before (because organizational-level experience with the latter cannot establish both
reliability and validity of learning, the two criteria of learning effectiveness necessary for

subsequent superior performance). Figure 3 summarizes this theoretical argument.
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Figure 3. Proposed Model of Experiential I earning

According to March, Sproull, and Tamuz (1991: 6), a reliable learning process is “one

by which an organization develops common understandings of its experience and makes its
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interpretations public, stable, and shared,” while a valid learning process is “one by which an
organization is able to understand, predict, and control its environment.” That is, reliability
of learning is about the construction of stable, shared knowledge about a particular task (e.g.,
the assembly line should be set up in certain ways to ensure maximum output efficiency),
while validity of learning is about the construction of causal beliefs about the particular task
(e.g., doing x and y leads to z, which in turn helps to lower marginal cost per unit

production).

When facing a routine-based, relatively homogeneous task, organizational-level
experience can allow organizations to achieve both learning reliability and validity because
each new encounter with the task will be comparable to the ones that have come before.
According to Zollo (1998: 28), task comparability is defined as “the degree of similarity
with which the task presents itself each time.” Taking the above example of learning how to
build a widget on the assembly line, the task itself of manufacturing the widget is similar each
time, regardless of whether it is being done on Monday or Friday, or whether it is done in
factories in the U.S. or China. This is referred to as homogeneous comparability. The
accumulation of more organizational experience producing the widget would allow the firm
to develop codified manuals and processes about widget production, which can then be
reliably repeated in many of its factories, regardless of which individual workers are
producing the widgets. The accumulation of more organizational experience also enables a
valid step-by-step understanding of how a widget should be produced on the assembly line,
where workers can accurately produce the same exact widget, regardless of which workers
are making them where. Thus, for more routine-based tasks that are highly comparable each

time, organizational-level experience—rvia the development of routines or deliberate learning
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mechanisms—has sufficient theoretical power to explain how superior performance may

come about, as the model in Figure 3 illustrates. In other words, I propose that:

e DProposition 1. Organizational experience allows firms to develop both learning

reliability and learning validity when task comparability is high.

In contrast, I argue that, for tasks that are more complex and constantly changing
(tasks with heterogeneous comparability) there exists an inherent theoretical tension between
an organization’s ability to achieve reliable knowledge about these tasks and its ability to
achieve valid and accurate knowledge about them, based on organizational-level experience
alone. As there are many ways through which task comparability may be heterogeneous, let
me first illustrate this argument with the example of M&A, in which each M&A is always

similar but never identical.

M&A is a highly complex activity that has multiple stages and a series of different
tasks, and the decisions made on the tasks in the earlier stages all jointly affect the ultimate
outcomes of each transaction (Haspeslagh and Jemison, 1991; Zollo, 1998; Zollo and Singh,
2004). The tasks that need to be done within each stage may vary significantly, depending on
the specific transaction, the decisionmakers involved, the objectives of the CEO/board, the
firm, its stakeholders, the industry, the external environment, etc. Each task also involves
multiple steps, may change from deal to deal, and is itself a multidimensional problem with
potentially infinite solutions and no clear, ideal path. There is no consensus or magic formula
that can lead to a good M&A, though many executives agree on what a good M&A is when
they see one. Given its evolving and multidimensional nature, an M&A is also likely to
involve different individuals from both inside and outside the firm, and the extent of

involvement with the task may vary depending on the individuals’ roles and responsibilities.

25



As the target company always changes for each transaction, each experience with M&A may
not always be comparable to another, and what has worked previously may not necessarily
apply to the next encounter with the task. As one business executive astutely put it, every
M&A experience is a snowflake; each experience is similar but never the same (J. Harris,

personal communication, April 14, 2017)4.

This illustration of M&A highlights a few key dimensions about the potential
challenges of learning from experience when the task experience is similar but different each
time, or has heterogeneous comparability. We can broadly separate task comparability into

four key dimensions:

(i) Task complexity: whether the task has many interconnected, evolving parts with
no definitive solutions or paths to superior outcomes. When the task has low
complexity, each experience will be relatively homogeneous, and thus comparable
with each other, which could then allow reliable and accurate knowledge to be
developed about the task. When the task is highly complex, each part of the task and
its underlying relationships may change each time, and there is likely to be a lack of
clarity regarding the causal relationships between task decisions and outcomes (Zollo

and Winter, 2002), making it potentially difficult to compare each experience.

(ii) Homogeneity of individuals involved with the task: the consistency of
involvement, the interchangeability of their responsibilities and roles, and whether
different individuals’ experience with the task can be compared and aggregated.

When experience cannot be aggregated (i.e., when large variations exist among key

#'This challenge of learning from similar but different repeated events of a given task has been referred to as
the problem of generalization (Choi and Levinthal, 2019).
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individuals), comparability of experience becomes highly problematic if one only
examines the collective experience or the experience of less-relevant individuals who

are not very involved with the task.

(iii) Task frequency: whether enough information can be gathered about the task
from existing stock of experience. When a task occurs frequently, there are more
opportunities to learn about the task as the individual or the organization goes
through the cyclical stages of experiential learning with each additional experience.
However, if the task is a one-off event (March ¢ al, 1991), or if the task occurs
infrequently (Zollo, 1998, 2009; Zollo and Winter, 2002), superstitious learning is
likely to occur since it may be difficult to compare each instance to arrive at accurate
causal beliefs about the task, especially as individuals enter and exit the organization,
and key relevant factors evolve with the changing context/environment. If the task
occurs too frequently, it may also be difficult to compare each experience as lessons
learned from decisions under time pressure may be very different from those done

through a methodical process (Hayward, 2002).

(iv) Context dependence: whether content of the task varies significantly across
different contexts (e.g., firm, industry, macro-economic and political environmental
conditions, etc.). When the environment associated with the task changes,
comparability of experience may also be challenging, especially since the types of task
experience may vary significantly depending on the context; thus, the knowledge

gained under one context may not be applicable to a very different context.

While all four dimensions apply in the context of M&A—it is a highly complex task that

involves different individuals with varying degree of involvement, occurs relatively

27



infrequently, is constantly changing, and is highly dependent on the internal and external
firm conditions—these considerations will be generalizable beyond the M&A to any

organizational task or activity in which any or all of these characteristics hold true.

Given these characteristics of tasks that have heterogeneous comparability, the
reliability of learning—the construction of a stable, shared understanding of these tasks—
may be possible to achieve through the accumulation of organizational experience as
routines stabilize through more experience and a set of codified knowledge and manuals
emerge over time. However, the validity of learning—the construction of an accurate
understanding of the task—would be very difficult to establish and maintain. Achieving an
up-to-date, accurate understanding of how a task should be done when the very task is
changing each time would require a constant adaptation of the existing knowledge base, the
very opposite of maintaining a shared stable organizational knowledge base. Optimizing

learning reliability would thus imply limiting learning validity. In other words, I propose that:

e DProposition 2. Organizational experience allows firms to develop reliable knowledge
of tasks with heterogeneous comparability but is not a sufficient condition for

developing valid knowledge about these tasks.

This proposition summarizes the theoretical reason for why organizational-level
experience cannot provide an adequate theoretical explanation for how experiential learning
may lead to superior performance in strategic contexts like M&A. How, then, should this
theoretical gap be explained? I contend that examining the locus of experience and learning
for the focal task could provide the answer. As the cyclical experiential learning model on

the left side of Figure 3 originated from social psychology studies on individual-level learning
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(Kolb, 1984), it can be applied to individuals involved in performing tasks that have

heterogeneous comparability.

In routinized, homogeneous tasks, such as the production of widgets, the
homogeneity of individuals can be generally assumed—e.g., while the assembly line workers
are important, who these individuals are does not have a significant impact on the learning
outcomes, and they are generally interchangeable. In contrast, in less homogeneous tasks
such as an M&A, the individuals involved often have unique roles and responsibilities, they
cannot be easily exchanged/replaced, and the extent of their involvement with the task may
vary. For example, in a M&A setting, a business unit manager may be highly removed from
the day-to-day decision-making process of the deal, but if the transaction is relevant to
his/her business unit, he/she may be asked to be involved with tasks related to due
diligence, financial valuation, synergy estimation, and integration planning. In comparison,
the corporate development executive, the focal actor who is in charge of leading the entire
M&A process in this firm, will be highly involved with every step and every decision
associated with this complex task, and he/she would not be easily exchanged with or

replaced by any other individual inside the organization.

Given the heterogeneity of individuals, their roles, and extent of involvement in
experiencing these tasks, different individuals will develop different understandings about
the same task as they go through the cyclical process of experience, reflection, knowledge
conceptualization, and reapplication. Those individuals who are most involved with the
task—such as the example of the corporate development executive in M&A—are likely to
have the most valid knowledge about the task, because they are the ones most able to adapt

their existing knowledge base as they go through each additional experience. In other words,
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these focal actors serve as the locus of experience and learning for this task within the
organization, and they are the ones most likely to have a complete and accurate
understanding of the causal beliefs associated with the task. As each encounter with the task
changes, the task-specific focal actor is the one who will be constantly updating his/her
understanding or know-how of the causal beliefs associated with the task, even if the rest of

the organization are still assuming the old, shared knowledge of the task.

However, as each encounter with these tasks is never the same and the context in
which the task is embedded is also changing, knowledge that may be valid under one context
may not be valid in a subsequent iteration of the task if the external environment in which it
is done has changed dramatically (e.g., doing M&A in a recession vs. doing M&A in an
economic boom). In this sense, the focal individuals” knowledge about the task may not
always be valid, even though they are adapting their knowledge base (vs. the stable
organizational knowledge that may not be valid regardless of context). If these focal actors
then misapply their knowledge during a new encounter with the task, we could expect
negative performance consequences. In sum, accounting for experience of the most relevant
actors for a given task, or the actual locus of experience and learning within organizations,

can help us understand when and how the validity of learning may be achieved.

Note that for these tasks, the reliability of learning may also be achieved through
learning at the focal individual level. As these individuals continue to accumulate know-how
about the task and adapt their understanding based on the latest experience, they will also
develop certain routines (e.g., patterns of interactions with others in the organization,
specific steps to follow for all new analyses related to the task) and codifiable knowledge

(e.g., how to organize the process, checklists of criteria). Some of these routines and
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codifiable knowledge may not change dramatically from encounter to encounter and can be
repeated and shared with the organization. In other words, for ever-changing tasks like
M&A, the focal actot’s prior experience could allow him/her to achieve both reliability and

validity of learning, leading to subsequent superior performance.

e DProposition 3. Experience of task-specific focal actors allows them to develop both
reliable and valid knowledge of tasks with heterogeneous comparability while also

granting the organization access to valid knowledge about these tasks.

Figure 4 combines Propositions 1, 2, and 3, summarizing the proposed theoretical
framework of how learning from experience may lead to superior performance, depending
on task comparability. For more routinized, homogeneous tasks, learning from subsequent
experience will be comparable with prior experience, and it does not depend on task
complexity, frequency, heterogeneity of individuals involved, or the changing context. As
such, organizational-level experience allows for the development of stable, shared, and
accurate knowledge, which in turn improves subsequent performance. For more complex
and evolving “snowflake”-type tasks, knowledge developed from prior experience serves as a
basis of comparison but must be updated with each new encounter with the task, given its
changing and context-dependent nature. Organizational experience alone cannot achieve
both learning reliability and validity, highlighting the theoretical importance of accounting

for the experience of the focal actor specifically dedicated to the task.
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Task Comparability

Homogeneous Heterogeneous
8 Complexity Simple (e.g., making widgets) Complex (e.g., M&A)
. Organization Most Relevant Focal Individual
a
& Locus of Experience (e.g., Homogeneity of Individuals) (e.g., Heterogeneity of Individuals)
~
o Frequency High Low
]
i~
2
g Context Dependence No Yes
Reliability of Organizational Experience Organizational Experience
Learning from Experience Sufficient Sufficient
Validity of Organizational Experience Need Experience of
Learning from Experience Sufficient Focal Individual

Figure 4. Summary of Theoretical Reasons for Examining Experience of the Focal Actor
12.2 An Empirical Explanation

From an empirical perspective, it is also important to examine the experience of the
focal actor in the context of M&A, as it could help to resolve the puzzling empirical results

in existing studies on the relationship between M&A experience and M&A performance.

M&A literature has the longest history of studying learning in strategic contexts
(Barkema and Schijven, 2008); since the 1980s, theoretical insights developed from this
context have made a significant impact on other organizational learning studies—e.g., the
concept of negative knowledge transfer (Haleblian and Finkelstein, 1999) and deliberate
learning mechanisms (Zollo, 1998; Zollo and Singh, 2004). Prior M&A scholars have
generally adopted the view that learning should matter for M&A, but surprisingly, when
M&A experience is measured at the organizational level, the empirical results on the
experience-learning-performance relationship have been very mixed. For example, Barkema,
Bell, & Pennings (1996), Fowler & Schmidt (1989), Nadolska & Barkema (2014) and

Trichterborn e# al. (2016) found a positive relationship between M&A experience and
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performance, while Kusewitt (1985) and Uhlenbruck, Hitt and Semadeni (2006) found a
negative relationship between M&A experience and performance. Haleblian and Finkelstein
(1999) and Zollo and Reuer (2010) found a U-shaped relationship, while Hayward (2002)
found an inverted U-shaped relationship, and Lahey and Conn (1990), Lubatkin (1983),
Baum and Ginsberg (1997) and Zollo and Singh (2004) found no significant association

between experience and performance.

These mixed results have led to a lively debate within M&A learning literature, with

scholars making statements such as:

“. .. consistent findings on the relationship between acquisition experience and post-

acquisition performance do not exist . . .” (King ez al., 2004)

<

‘... empirical evidence suggests that acquisition experience may not be positively

b

associated with acquisition performance and could even hurt performance . .’

(Kolev and Haleblian, 2018)

“. .. the link between managerial experience and M&A success should not be

underestimated . . .” (Hitt, Harrison, and Ireland, 2001; King e a/., 2018)

These claims suggest that we simply do not know enough about the relationship between
M&A experience and M&A performance, and more work should be done on this important

antecedent to performance.

One explanation for these puzzling results is that organizational learning without
deliberate learning processes is not enough for superior performance. Examining learning
from infrequent and heterogeneous tasks, Zollo (1998), Zollo and Winter (2002) and Zollo

(2009) argued that experience accumulation through routines and tacit knowledge is not
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sufficient for the development of dynamic capabilities, and that instead deliberate knowledge
articulation and codification are needed to generate higher-order capabilities. Building on
this idea, Zollo and Singh (2004) documented how while firm-level M&A experience alone
does not have a statistically significant relationship with subsequent M&A performance, the
existence of deliberate learning processes dedicated to codification of prior M&A experience

leads to the development of M&A capability and superior M&A performance.

Examining deliberate learning processes in the context of alliances, authors Kale,
Dyer, and Singh, in a series of highly influential papers (Dyer ez a/., 2001; Kale, 1999; Kale ez
al., 2002; Kale and Singh, 2007, 2009), introduced the concept of alliance capability and the
importance of the alliance function as a way to allow firms to deliberately articulate, codify,
share, and internalize best practices on managing alliances. Along with Zollo (1998), Zollo
and Winter (2002) and Zollo and Singh (2004), these papers lay the theoretical foundation
for understanding how a dedicated function, or the organizational structure through which
deliberate learning processes about the task occur, may lead firms to develop dynamic
capabilities. As authors Kale, Dyer and Singh only examined the dedicated functions
empirically in the context of alliances, in a recent study, Trichterborn e a/. (2016) extended
their arguments to the M&A context and found similar results regarding the dedicated
functions for M&A, where the existence of a M&A function is positively associated with the

development of M&A capabilities and superior subsequent M&A performance.

While this approach to understanding the mixed empirical results on the relationship
between M&A experience and performance articulate the underlying learning processes
associated with the task, limited attention was paid to the focal actors who sit in the

dedicated functions and are involved in these learning processes (which would require a
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different research design). Given the prevalence of these dedicated functions (for example, I
found that in my empirical context of S&P 500 information technology companies, every
firm has a dedicated M&A /corporate development function), a research design that explores
these focal individuals and their M&A experience could help to further unpack these mixed
findings. Examining the role of focal individual-level learning could also bring new insights
on how individual-level experience interacts with organizational-level experience during tacit
learning and deliberate learning processes. As individuals move across organizations as they
accumulate task-specific skills (Nelson and Winter, 1982), an empirical focus unpacking
where their experience come from could also open up opportunity and additional ways of
theorizing on different aspects of experience and learning (such as the role of context) that

would not be possible when solely examining experience at the organizational level.

Next, I present a brief overview of a typical M&A process and explain why the focal
individuals in M&A—those actors sitting in the M&A functions and specifically dedicated to

leading M&A activities for firms—have a large influence over M&A performance.

Overview of M&A Stages, Key Tasks, and Performance Drivers

Mergers and acquisitions, or M&A, are some of the most important strategic
activities firms undertake each year to pursue growth and competitive advantage (Feldman,
2020; Haspeslagh and Jemison, 1991). An M&A transaction is a complex, multidimensional
process involving many interdependent sub-activities across different stages (Zollo and
Singh, 2004). Following prior works examining different stages of M&A (Haspeslagh and
Jemison, 1991; King ¢ al., 2018; Puranam, 2001; Zollo, 1998), I classify a typical M&A into
four recognizable stages: (Stage 1) Deal Sourcing and Target Selection, (Stage 2) Deal

Execution, (Stage 3) Deal Announcement Completion, and (Stage 4) Integration and Post-

35



Deal Learning. I will briefly provide an overview on the sets of tasks and the potential
knowledge needed for each stage, in which the decisions made at each stage all jointly affect

the ultimate performance of the transaction.

In Stage 1 (deal sourcing and target selection), key decisions that must be made
include identifying potential targets (through internal or external leads) and selecting
appropriate targets to move on to the execution stage. Doing these tasks well requires
unique access to the potential target opportunities, as well as knowledge on the screening
process—what criteria to use, the indicators of potentially good and bad deals, when to

move forward vs. drop potential transactions, etc.—all of which are only partially codifiable.

In Stage 2 (deal execution), the potential acquisition of a particular target company
activates, and extensive interactions occur between the acquiring firm, the target company,
and their advisors (if any). While the exact list of tasks in this stage varies depending on deal
circumstances, there are several key tasks and decisions all transactions must go through in
the execution stage, such as financial valuation and estimation of potential synergies, deal
structure, payment type, whether to hire external advisors and their roles, integration
planning, and negotiating key terms of the agreement. Performing these tasks well requires
knowledge about organizing and executing the process; M&A task-specific knowledge on
undertaking financial valuation, negotiation priorities, identifying signs of potential
problems, knowing what to ask during due diligence, planning for integration, etc.; and
transactive knowledge on the relevant knowledge holders (e.g., business unit managers and
external advisors) inside and outside of the firm for each of the key decisions that must be

made in this stage.
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In Stage 3 (deal announcement and completion), after the negotiation is completed
and both parties agree to the set of terms, the transaction becomes public. The key tasks and
decisions that must be made in this stage include when and how to announce the transaction
to all stakeholders, how to obtain shareholder approval, what to file with the SEC and
regulatory authorities, and when to start the integration process. Doing these tasks well
requires knowledge on stakeholder communication techniques and anticipation of potential

concerns from shareholders and government agencies.

In the last stage of a typical M&A process (integration and post-deal learning), the
transaction is officially completed, and integration of the target company takes place. A
successful integration enables the firm to realize the expected value from the transaction.
While the specific integration tasks and decisions vary across deals and firms, it generally
involves creating an integration “playbook” (or adapting an existing playbook to the deal);
implementing a post-deal organizational structure; establishing joint, top-management teams;
realigning existing organizational resources from both firms; regularly reevaluating the
various integration key metrics and milestones; and reflecting on and adapting the playbook
once the integration is completed. Given the constantly evolving nature of the integration
stage, having a codified manual helps to structure the process in important ways, but tacit

knowledge is critical for effective integration.

The detailed review at each stage of a typical M&A process and the associated
decisions highlights two key features of the process: the importance of tacit knowledge (in
addition to codified knowledge) (as highlighted by Zollo (1998), Zollo and Singh (2004),
Zollo and Winter (2002), and Meyer-Doyle ¢ a/. (2019)) and inter- and intra-organizational

relationships. Both of these key antecedents of M&A success are individual-specific
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properties and highly challenging to transfer to other actors or to the organization itself, as
tacit knowledge resides within the individual’s mind, and relationships are built from person
to person. In other words, if we want to further unpack the mixed empirical findings and the
existing understanding of the learning process in M&A, we should examine the focal actors

who are actually executing M&A within organizations.

1.2.3 A Phenomenological Explanation

The phenomenon of dedicated functions for overseeing key strategic activities such
as M&A or alliances has become increasingly prevalent in the last three decades. While
existing research has argued and shown that the existence of these functions is critical for
internalization of organizational learning, the development of capabilities, and subsequent
superior performance (Kale ¢ a/., 2002; Trichterborn ez al., 2016), limited works have
examined the individuals sitting within those functions and leading these strategic activities.
Given their increasing proliferation across all industries, from both a phenomenological and

managerial perspective, it is important to examine these task-specific focal actors.

One such group of these task-specific focal actors are the Corporate Development
Executives (CDEs), who sit within and lead the corporate development function (CDF) or
the M&A function within organizations. While the exact scope of responsibilities of the
CDF may vary from firm to firm, I respectively define the CDF and the CDE:s as the
structure and people in charge of corporate development activities (in particular, inorganic
growth strategies such as M&A and divestitures) in firms. Note that in some companies, the
alliance function is part of the corporate development team, but in others they sit separately,
more closely linked to the business development teams. Licensing, early-stage venture

investments, and partnerships are also part of CDF in some firms. For the purpose of this
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dissertation, I only focus on the M&A-related responsibilities for the CDF and CDEs as
M&A is the core activity common to all corporate development teams. As such, I do not

distinguish between M&A function, M&A executives, CDF, and CDEs in this manuscript.

The eatliest discussion of the CDF/CDE occurs in Haspeslagh and Jemison’s classic
practitioner-orientated book on M&A in 1991, where the authors outline the potential
benefits of the existence of a dedicated function. Since then, only two management papers—
one on serial acquirers (Laamanen and Keil, 2008) and one on the existence of M&A
functions (Trichterborn ez al., 2016)—have examined CDFs, but no existing studies have
specifically examined the individuals sitting inside these functions, or what I refer to as the

M&A-specific human capital or the task-specific focal actors dedicated to M&A.

CDEs appear to be highly important resources battled over by companies in the
labor markets. For example, the media has often attributed Apple’s uptick in M&A volume
and performance since 2009 to its head of M&A, Adrian Perica, who joined from Goldman
Sachs in 2009 and brought expertise and discipline to Apple’s M&A process (Bloomberg, 29
May 2014; Newsweek, 4 April 2019). We also see business headlines pointing to poaching of
competitors’ CDEs, such as “Facebook Said to Hire Google Executive for M&A” (New
York Times, 15 March 2011) or “GSK poaches Roche dealmaker” (Reuters, 18 April 2018).
CDE:s are even fought over in courts, such as the case of IBM’s lawsuit against Dell over the

poaching of its M&A chief (Wall Street Journal, 28 May 2009).

CDE:s play a unique role in the M&A process: they lead the M&A process inside
organizations, specifically charged with facilitating inorganic growth strategies for firms
(Haspeslagh and Jemison, 1991; Laamanen and Keil, 2008; Trichterborn ez a/., 2016). They

are involved with every step and every detail in the M&A processes of the firm, from target
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screening to deal execution to post-merger integration, and they are very different from

other groups of individual actors that may be involved in the M&A process.

Unlike the business unit leaders, who are mostly focused on their own
products/divisions/geographies and may have a deep understanding of all aspects of their
units, CDEs have a broader view of the firm. Through their interactions with various
business units within the organization, they usually have a good understanding of the
strengths and weaknesses of all business units of the firm, as well as knowing how the
various units collectively create value for the firm. When evaluating potential transactions,
they are not only able to calculate the potential benefits for one business unit, but they are
also able to account for the potential hidden benefits and/or costs to another business unit
to accurately assess the overall financial and strategic impact to the firm—something

business unit leaders may not be able to do.

CDE:s are also different from other C-suite executives such as CEOs and board
members, who often take a 10,000-foot view of the organization. They are charged with
setting firms’ overall strategies and visions; they may oversee all key strategic decisions of the
firm, but are not actively involved with the ins and outs of every potential M&A idea as the
CDE:s are. In other words, while every M&A decision requires the CEO’s (and board
members’) support and approval and may involve other relevant actors’ participation (such
as business unit leaders’ industry knowledge during due diligence), CDEs are the actors most

involved with and specifically dedicated to this complex task.

In addition, different from any other group of individual actors involved in the M&A
process, CDEs play a unique role. Namely, they serve as the nexus linking all relevant parties

from both inside and outside of the organization during the M&A process. Internally, CDEs
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collect and implement inorganic growth objectives across the C-suite level and the business-
unit level, serving as the centralized location whereby potential M&A ideas are evaluated and
executed. They also act as internal learning centers of M&A know-how, in charge of
developing manuals, codifying past lessons learned, and updating relevant M&A knowledge
bases (Trichterborn e al., 2016). Externally, CDEs serve as the firm’s key contact liaising
with all external parties relevant to the M&A process, including potential target firms, sellers,
partners, and external advisors (Haspeslagh and Jemison, 1991). They are often the first
individuals from the organization speaking to potential target companies, and they decide

when and which external opportunities should be taken to the next steps.

Given CDESs’ role as the most relevant and involved actor leading M&A inside
organizations—their specific knowledge and inter- and intra-organizational relationships
have significant influence over their own firm’s M&A decisions in each stage and ultimate
M&A performance—it is thus important to look inside the dedicated functions to examine
this phenomenon of Corporate Development Executives and how they may affect
organization’s M&A decisions, learning, capabilities, and performance. With the increasingly
common existence of CDEs within companies across a variety of industries (EY, 2015),
insights on the phenomenon would also have meaningful managerial implications for how

organizations may source M&A capabilities.

1.3 Open Questions and Research Opportunities

The set of arguments in the previous section highlights the importance of examining
the task-specific focal actor for learning, especially when the task itself is ever-changing and
heterogeneous. Building on the different dimensions of task comparability, I outline three

potential approaches that can, separately and in combination, help scholars more effectively

41



account for the role of focal individual-level learning and unpack the various ways in which

task-specific individual actors shape key organizational outcomes.

1.3.1Locus of Experience: Task-Specific Focal Actor as the Unit of Analysis

One approach is to use the lens of the task-specific focal actor to revisit the question
regarding the locus of experience and learning in M&A. According to Kaplan (1964: 78),
“the locus problem may be described as that of selecting the ultimate subject-matter for
inquiry in behavioral science, the attribute space for its description, and the conceptual
structure within which hypotheses about it are to be formulated.” While existing literature
has largely assumed that the locus of experience and learning resides at the collective, other
studies have begun to highlight that individuals sitting at the organizational interface and
leading particular strategic activities warrant further notice. For example, Seabright,
Levinthal, and Fichman found in their study that the locus of auditor-client relationships
resides with the individuals primarily responsible for the relationships; attachments of these
individuals decreased the likelihood of switching, even when the two firms were no longer
compatible (Levinthal and Fichman, 1988; Seabright, Levinthal, and Fichman, 1992). More
recent works have examined the presence of Chief Strategy Officers and performance of
strategically complex firms (Menz and Scheef, 2014), Chief Sustainability Officers and their
influence on firms’ socially responsible activities (Fu ez a/., 2020), and backgrounds and
tenure of investment managers on corporate venture capital (CVC) investments’ innovation
outcomes (Balachandran, 2019). Future works could follow a similar approach by examining
the individual-level characteristics that are most relevant for learning, particularly when

studying where the locus of experience and learning lies in strategic contexts like M&A.
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Such an approach was not possible in prior studies of organizational learning, given
data limitations on what was happening inside organizations, and those studies that were
able to look at individual-level factors were often restricted to a single-firm setting or only
the C-suite executives sitting at the top of the organization (Beckman, 2006; Coff and
Kryscynski, 2011; Felin and Zenger, 2011; Nadolska and Barkema, 2014). However, one of
the most exciting research opportunities in management research today is the availability of
data. More than ever before, we are able to access records of individuals within the
organization. With data sources such as LinkedIn, Glassdoor, Bloomberg, Pitchbook,
Internet Wayback Machine, etc., researchers can, for the first time, collect comprehensive
information about individuals—their career history, education backgrounds, social media
postings, approximate compensation, etc.—beyond the most senior level of the
organization. New data sources about the firm have also emerged, such as the recent
explosion of textual data. Traditional data sources of individuals (e.g., Execucomp, S&P’s
People Intelligence, BoardEx, Orbis, DCA) usually only cover the senior, top-management
team. Now researchers can take advantage of these new data sources to systematically build a
database of key individuals, their detailed information, and their current and historical
employers, presenting an opportunity to truly study the locus of organizational learning and

the microfoundations of key strategic decisions and outcomes.

1.3.2 Zooming in: Accounting for Experience Composition and Heterogeneity

Another approach is to zoom in on what the focal actor brings to his/her role, or the
composition of his/her prior experience. When individuals join a new organization, they
carry with them unique sets of new resources for the firm including: (i) experiences in

different industries, firms, and job functions; (i) knowledge about different tasks and
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learning environments, some of which are codifiable, but much could be tacit; and (iii) social
capital or relationships with prior employers, competitors, advisors, investors, and other
relevant stakeholders. Individuals’ unique prior experiences and backgrounds have shaped
how they arrived at their current roles and will continue to influence their actions, decisions,
and outcomes going forward (Chang, 1996; Felin ¢ a/., 2015; Helfat and Martin, 2015;
Meyer-Doyle, 2012; Wright, Coff, and Moliterno, 2014). Research that can take advantage of
the heterogeneity across individuals could help to shed light on when and how task-specific
focal actors matter, answering open questions such as: What types of backgrounds and
experiences are important for task success? What are the attributes of an effective task-
specific focal actor? How does the breadth vs. depth of his/her experience influence
performance? What types of knowledge are firm-specific vs. generalizable across firms? Do
focal actors serve as conduits of knowledge transfer, and if so, how? What is the relationship
between developing an internal dedicated function on a particular task vs. contracting
external advisors—are they substitutes or complements? What types of career paths are
optimal for task learning and performance? How do focal actors’ relationships with other
key actors in the organization influence their effectiveness? What are the most appropriate

incentives and structures for optimal learning and performance?

While examining the relationship between a focal actor’s prior experience and certain
organizational outcomes, it is also important to note potential challenges of learning at the
individual level. Individuals are boundedly rational (Simon, 1991), and not all of their
learning from prior experiences would lead to subsequent improvements in performance.
Individuals may suffer from biases, cognitive entrenchment and inertia, path-dependent local
search, overconfidence, etc., all of which may result in superstitious learning and knowledge

misapplications (Dane, 2010; Gavetti and Levinthal, 2000; Tripsas and Gavetti, 2000; Zollo,
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2009). Examining the prior backgrounds and experience of individuals as well as their
performance over time may shed light on the challenges of learning, addressing concerns
(such as the challenges of learning from individuals’ past experience and ways to overcome
these impediments to learning) and bringing about a more nuanced view of the complex

learning process within organizations.

1.3.3 Zooming out: Accounting for Vatied Learning Contexts

A third approach could be to examine the focal actor as an individual within the
broader learning environment. The learning environment includes all contextual features that
may directly or indirectly shape his/her learning process. This may include the characteristics
of the firm; the firm’s competitors, advisors, stakeholders, industry characteristics and
dynamics; broader technological evolution and disruptions; and macro-economic and
geopolitical conditions. Recent works on initial labor market conditions (Altonji, Kahn, and
Speer, 2016; Oreopoulos, Von Wachter, and Heisz, 2012; Oyer, 2006; Raaum and Reed,
20006; Schoar and Zuo, 2017) and imprinting (Hsu and Lim, 2014; Marquis and Tilcsik, 2013;
Simsek, Fox, and Heavey, 2015; Tilcsik, 2014) show the potential long-lasting effects of the
external learning environment, especially the environment(s) early in one’s career. These
studies provide a useful template to consider conceptually which characteristics of the
environment may be relevant in studying experiential learning and how one may empirically

incorporate the individuals’ prior environment into the analyses on firm outcomes.

This zoomed-out approach could allow researchers to examine environmental
contingencies associated with focal individual-level learning, bringing to the foreground the
uncontrollable external forces that may enhance or limit the generalizability of individual-

level experiential learning (Csaszar, 2018; Eisenhardt and Martin, 2000; Rockart and Wilson,
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2019; Zollo and Winter, 2002). Research that can take advantage of the heterogeneity across
focal actors’ learning environments could also shed light on the antecedents of capabilities
and what environments may be more conducive vs. destructive for reliable and valid task-
related knowledge. In addition, focusing on the environment could be an opportunity to
study selection dynamics of key strategic human capital, highlighting the potential fit

between focal individual-level and organizational-level capabilities.

1.4 Generalizability and Conclusion

As organizations continue to redesign their internal structures to enhance effective
and productive ways to sustain their performance, the importance of focal actors cannot be
understated. Sitting below the C-suite, these middle-level managers serve as the locus
through which key activities are organized and executed from within and across
organizational boundaries. By introducing and focusing on the CDEs in the context of
M&A, this chapter takes the first steps in integrating the organizational and individual levels,
highlighting the theoretical importance of looking not only at the individual level, but at the

focal individuals most relevant for a given task.

However, the generalizability of the ideas proposed here is not just limited to the
context of M&A; it could be of relevance to scholars interested in corporate strategy,
organizational learning, strategy human capital, and capabilities in general. The proposed
model of experiential learning and the theoretical arguments presented in Section 1.2 can be
applied to many organizational learning contexts, while the set of open research questions
and approaches in Section 1.3 could be adopted to study a number of other strategic

activities (e.g., alliances, joint ventures, corporate venture investments, divestitures, etc.) that
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firms undertake as they continuously search for growth and long-term competitive

advantage.

In the next two chapters of this dissertation, I empirically test the ideas developed
thus far, focusing on the Corporate Development Executives: the task-specific focal actors
in charge of M&A inside organizations. Through an examination of CDEs, I will empirically
answer some of the previously identified questions on the locus of experience and learning,
the role of focal individual-level learning, its impact on and interactions with organizational-
level learning, capabilities development, and performance, and the contingent impact of the

external learning environment, all in the context of mergers and acquisitions.
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CHAPTER 2. Zooming in on the Focal Actor: Whether and How Corporate

Development Executives Shape M&A Learning and Performance

2.1 Introduction

In today’s rapidly changing global competitive landscape, mergers and acquisitions
(M&A) have become ever more critical sources of growth, value creation, and long-term
competitive advantage (Capron and Mitchell, 2013; Feldman, 2020; Haspeslagh and Jemison,
1991). In 2018, US$2.9 trillion was spent on M&A globally (Statista.com, 2018), almost
double the amount spent on worldwide R&D activities (Riemschneider, 2018). A long
history of research has been conducted on the factors that drive the performance of M&A,
including the role of learning from past experience (Barkema and Schijven, 2008; Haleblian
and Finkelstein, 1999). Drawing on the evolutionary theory of the firm, scholars have
generally focused on learning at the organizational level, where routines, deliberate learning,
and codification processes have been shown to be important antecedents to M&A
capabilities and superior M&A performance (Trichterborn e al., 2016; Zollo and Singh,

2004; Zollo and Winter, 2002).

However, the knowledge-based view of the firm and recent works on the
microfoundations of dynamic capabilities suggest that individuals also play critical roles in
organizational learning (Grant, 1996; Meyer-Doyle ¢f a/., 2019). Individuals are highly
involved in the codification and application of knowledge regarding specific tasks, and they
bring a wealth of tacit knowledge from their heterogeneous backgrounds (Argote, 2012;
Argote and Ingram, 2000). As strategic decisions like M&A are largely determined by a
handful of individual decision makers inside companies, it is thus imperative to examine who
these individuals are and how they shape M&A outcomes.
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In this chapter, I introduce and argue that Corporate Development Executives
(CDEs), the task-specific focal actors for inorganic growth inside organizations, are
particularly important for M&A learning and performance. With their growing prevalence in
the last three decades (EY, 2015), these individuals are now often competed for in labor
markets and even fought over in courts (Wall Street Journal, 28 May 2009; Reuters, 18 April
2018). Unlike other actors such as CEOs or boards, CDEs are specifically responsible for
orchestrating and overseeing the entire M&A process inside companies (Haspeslagh and
Jemison, 1991; Laamanen and Keil, 2008; Trichterborn ez a/., 2016). They are engaged in
every step and every detail of the M&A decision process and play a unique organizational
role as the nexus linking all relevant internal and external parties throughout the process.
Shedding light on these individuals may bring new theoretical insights into how, whose, and
what type of M&A experience impact M&A performance, and partly answer the question of

where M&A capabilities come from.

To unpack the role of CDEs in shaping firms’ M&A learning and performance
outcomes, I make three sets of arguments. First, I propose that the locus of experience and
learning in M&A is not necessarily at the organizational level, but instead resides with the
focal actors specifically dedicated to the task—namely, the CDEs. Second, the complex and
context-dependent nature of M&A poses both learning benefits and misapplication
challenges, suggesting a net inverted U relationship between CDESs’ prior experience and
subsequent M&A performance. Third, greater variation in prior CDE experience contexts
may mitigate these misapplication challenges, resulting in a net increasing relationship

between their prior M&A experience and subsequent M&A performance.
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Using a proprietary, hand-collected dataset on heads of corporate development built
from LinkedIn and other web resources, I empirically test these arguments through an event
study of all announced M&As by S&P 500 information technology companies from 1995-
2015. 1 find an inverted U-shaped relationship between CDEs’ prior M&A experience and
subsequent M&A performance, in which more varied experience (based on CDEs’ prior
organizational and deal contexts) moderates this relationship. I also find that CEO-level and
firm-level M&A experience serve as important boundary conditions for the effectiveness of
CDEs. While firm M&A experience does not impact the mean of performance, it is
negatively associated with the variance of performance. I also test and find evidence against
several alternative explanations including selection based on firm-related factors, impression
management, survivorship bias, productivity declines, reputation spillovers, other functional
backgrounds of CDEs, financial advisors” experience, and previous partnerships between

target and acquiring firms.

This study contributes to the corporate strategy literature by unveiling novel insights
into the relationship between experience, learning, and performance in the context of M&A.
By introducing CDE:s as a critical group of actors in the M&A process and showing that
their prior M&A experience matters for M&A performance in meaningful ways, this study
builds on the emerging stream of research on dedicated corporate functions and the
microfoundations of dynamic capabilities. The findings of this study also have managerial
implications on how firms should source talent for their M&A functions, especially given

firms’ growing reliance on inorganic opportunities for growth and transformation.
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2.2 Theoretical Background and Hypotheses

M&A is an important strategic action whereby firms can change their corporate
scope, reconfigure their resource bases, and sustain their competitive advantage (Bennett and
Feldman, 2017; Capron and Mitchell, 2013; Feldman, 2020; Haspeslagh and Jemison, 1991;
Karim and Mitchell, 2000; Zollo, 1998). Understanding how firms can achieve superior
M&A performance has continued to be an active area of research and debate among
corporate strategy scholars (Haleblian e a/, 2009; King ez al., 2018), especially as M&A has

become an even more critical source of growth (Financial Times, 2018).

2.2.1 Prior Literature on M&A Experience and Learning

Many scholars have argued that prior M&A experience is an important antecedent of
learning how to make better M&A decisions and achieving superior M&A performance
(Barkema and Schijven, 2008; Bauer and Matzler, 2014; Haleblian ¢ a/., 2009; King e? al.,
2018); many of the existing works on M&A experience have examined learning at the

organizational level.

Studies examining the theoretical mechanisms through which organizational learning
occurs have argued that learning from direct experience primarily occurs through two ways:
routines and deliberate learning processes (Kale and Singh, 2007; Nelson and Winter, 1982;
Zollo and Singh, 2004; Zollo and Winter, 2002). Routines are conceptualized as a semi-
autonomous and iterative type of learning that is history-dependent and target-oriented, in
which firms draw inferences from past experiences and retrieve the inferred learning for
future similar engagements (Hoang and Rothaermel, 2005; Levitt and March, 1988; Zollo,
1998). Deliberate learning processes have been argued to be high-order capabilities that

require intentional cognitive attempts to reflect on past accumulated experience of a task
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(Zollo, 1998; Zollo and Winter, 2002) and may occur when firms have a dedicated function
that focuses on articulation, codification, sharing, and internalization of knowledge learned
from past experiences (Kale ez a/, 2002; Trichterborn ez al., 2016). Based on these

mechanisms, scholars have argued that organizational-level M&A experience should lead to

subsequent improvements in performance.

However, the empirical studies examining the M&A experience-learning-
performance relationship have found mixed results. For example, upon examining the direct
relationship between organizational M&A experience and subsequent performance, Fowler
and Schmidt (1989) and Barkema, Bell, and Pennings (1996) found a positive relationship
while Haleblian and Finkelstein (1999) and Zollo and Reuer (2010) documented a U-shaped
relationship; Hayward (2002) found an inverted U-shaped relationship, while Uhlenbruck,
Hitt, and Semadeni (2006) found a negative relationship, and Lahey and Conn (1990),
Lubatkin (1983), Baum and Ginsberg (1997) and Zollo and Singh (2004) found no
significance. Building on these results, other works have also highlighted the potential
contingencies for the experience-learning-performance relationship, such as the applicability
of past deal experience to future deals and the reusability of routines (Barkema ez a/., 1996;
Hayward, 2002), the relatedness and similarities to what the firms have learned from prior
M&A transactions (Haleblian and Finkelstein, 1999; Nadolska and Barkema, 2007), the
differential effects of learning from successful or non-successful experiences (Kim, Kim, and
Miner, 2009), and the existence of deliberate learning mechanisms and a dedicated M&A

function (Trichterborn ef al., 2016; Zollo and Singh, 2004).
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2.2.2 Individual- vs. Firm-Level M&A Experience and Learning

While foundational to our understanding of how learning from prior experience may
impact strategic decisions such as M&A, these works implicitly make two assumptions. First,
the learning process can be studied and measured at the organizational level, at which prior
experience with a task may be codified, aggregated, and attributed to the collective property
of the organization. Second, the reenactment of routines and the reapplication of knowledge
from deliberate learning processes are largely firm-level properties, regardless of the

heterogeneous backgrounds of the individuals involved and their mobility over time.5

These assumptions may be valuable simplifications for understanding many activities
of the firm, such as making toys in factories or building liberty ships (Argote, Beckman, and
Epple, 1997), but they do not always hold true for all activities of the firm, especially in
strategic decisions like M&A that are largely determined by a few key actors inside the firm.
In such contexts, reexamining the roles of the specific individuals dedicated to M&A and
their prior experience is essential to our theoretical understanding of the relationship
between organizational learning and performance, especially since individuals bring a wealth
of tacit knowledge from their heterogeneous prior experiences and are highly involved in

both knowledge codification and their reapplications (Argote, 2012; Zollo and Winter, 2002).

A few recent studies have begun to examine the prior M&A experience of the most

senior individual actors of the organization, including the board of directors, CEOs, and the

5 In their theory-building sections, prior wotks often loosely referred to all individuals involved in the
experience accumulation process as “managers” or “top managers” without specifying who these individuals
are and their differential roles in relation to the task. Instead, they often implicitly assume that, regardless of
which individuals are experiencing the task (and whether these individuals leave the organization), any actors’
accumulation of task experience can be aggregated to the firm level, as any knowledge gained from these
experiences would be fully reflected in firm-level memory, routines, codified manuals and processes. Zollo and
Winter (2002) and Zollo and Singh (2004) examined the processes of deliberate learning from experience,
where they also highlight the importance of tacit knowledge.
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top management teams (Gamache ez 2/, 2015; Jensen and Zajac, 2004; McDonald, Westphal,
and Graebner, 2008; Meyer-Doyle ¢ al., 2019; Nadolska and Barkema, 2014). However,
additional works examining other key strategic activities of the firm have also demonstrated
the importance of looking beyond the C-level to the most relevant individual actor-level
(Arora et al., 2001; Fu, Tang, and Chen, 2018; Gruber, Harhoff, and Hoisl, 2013; Levinthal
and Fichman, 1988; Seabright ¢7 a/., 1992). Focusing on the most relevant actor is especially
important for M&A because it is a highly complex activity that requires not only specialized
knowledge regarding every task, but also extensive intra- and inter-organizational
relationships to ensure smooth coordination and access to privileged information. All of
these properties are individual-specific and are not easily transferrable to other actors in the
organization. In other words, a closer examination of the task-specific focal actor is critical

for unpacking the theoretical mechanisms driving organizational learning in M&A.

2.2.3 Corporate Development Executives as the Locus of Experience in M&A
Corporate Development Executives (CDEs)¢ serve as the task-specific focal actor
for M&A within organizations and have become increasingly prevalent over the last three
decades (EY, 2015). While their exact responsibilities may vary across organizations, the
existence of the function in which they reside and their key responsibilities were first

documented in Haspeslagh and Jemison (1991). Though the exact nomenclature many vary

¢ Their nomenclature may vary across organizations, where they have been called Head of M&A, Head of
Corporate Development, Corporate Business Development Executive, Chief Development Officer, etc.
Throughout this paper, I refer to CDE as the individual whose main responsibility is to lead a firm’s inorganic
growth and all M&A efforts.
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across firms, for the purpose of theorizing, throughout this manuscript I refer to CDE as the

highest-ranking individual who leads the function in a given organization’.

CDE:s provide an opportunity to reexamine where learning in M&A occurs. These
executives are the dealmakers inside firms, specifically charged with the task of leading
inorganic growth strategies (Haspeslagh and Jemison, 1991; Laamanen and Keil, 2008;
Trichterborn ez al., 2016). They play a critical role in orchestrating and overseeing every task
and every detail in the M&A lifecycle, from target screening and selection to deal execution
to post-merger integration; the decisions made in each step directly impact the ultimate

performance of each deal.

While they have been largely ignored by existing M&A literature, CDEs have been
recognized in the business press as highly valuable resources of firms. For example, the
media has attributed Apple’s uptick in M&A volume and performance since 2009 to its
Head of M&A, Adrian Perica, who joined from Goldman Sachs in 2009, bringing expertise
and discipline to Apple’s M&A process (Bloomberg, 29 May 2014; Newsweek, 4 April 2019).
Competitors often battle over these executives, as seen in such headlines as “Facebook Said
to Hire Google Executive for M&A” (New York Times, 15 March 2011) and “GSK poaches
Roche dealmaker” (Rexuters, 18 April 2018). CDEs are even fought over in courts, such as the
case of IBM’s lawsuit against Dell over the poaching of its M&A chief (Wall Street Journal, 28

May 2009).

CDE:s are very different from other groups of actors involved in the M&A process.

Unlike the business unit leaders who are mostly focused on their own

7'This manuscript is not focused on what factors drive companies to have CDEs in the first place (an
important open question for future study), but rather, given that they have a dedicated person leading Mc>A, does that
CDE matter, and how? In my empirical setting of the S&P 500 IT sector, all companies have CDEs.
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products/divisions/geographies, CDEs take a broader view to develop an understanding of
the strengths and weaknesses of each business unit of the firm and how, together, they
create value for the firm. When evaluating potential transactions, they holistically assess the
overall financial and strategic impact to other business units and the firm—something

business unit leaders may not be able to do.

Similarly, CDEs differ from other C-suite executives such as CEOs and board
members who set firms’ overall strategies but, by necessity, take a 10,000-foot view of the
organization. While M&A decisions require the CEO’s (and board members’) approval and
may involve support from other relevant actors (e.g., legal, IR, accounting, other TMTs,
etc.), CDEs are in the trenches, so to speak, with day-to-day responsibilities across all M&A

workstreams.

In addition, CDEs play a unique organizational role as the nexus linking all relevant
internal and external parties during the M&A process. Internally, CDEs collect and
implement inorganic growth objectives across the C-suite and business unit level, serving as
the centralized repository whereby potential M&A ideas are evaluated and executed. They
also act as internal learning centers of M&A know-how, in charge of developing manuals,
codifying past lessons, and updating relevant M&A knowledge bases (Trichterborn e al,
2016). Externally, CDEs serve as the firm’s primary liaison to all external parties relevant to
the M&A process. They monitor and screen all external opportunities and decide when and
where to source external advice (from investment bankers, consultants, lawyers and

accountants).

Given CDEs’ importance and unique role in the M&A process, we should reexamine

the relationship between M&A experience, learning, and performance at the CDE level.
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2.2.4 Corporate Development Executives and M&A Performance
Drawing on existing works on the learning curve hypothesis and managerial
cognition, I argue that CDEs’ prior M&A experience is a double-edged sword for

subsequent M&A performance.

M&A scholars have conceptualized M&A as a highly complex, ever-changing, and
multifaceted process with often ambiguous performance feedback (Barkema and Schijven,
2008; Zollo and Singh, 2004). A typical transaction usually goes through stages of target
screening and selection, deal execution, deal announcement, deal completion, post-merger
integration, and post-deal learning (Haspeslagh and Jemison, 1991; King ez a/., 2018; Zollo,
1998). The decisions made at each step jointly affect subsequent task performance and

overall deal results.

To cope with the complexity of M&A, CDEs are likely to develop and rely on
mental representations and frameworks, which are cognitive tools that may improve the
tractability of their decision-making but necessarily make implicit simplifications regarding
the task environment (Csaszar and Levinthal, 2016; Eggers and Kaplan, 2013; Gavetti, 2012;
Gavetti, Levinthal, and Rivkin, 2005; Levinthal, 2011). These cognitive tools can be both

beneficial and limiting to subsequent M&A performance.

Potential 1 earning Benefits of CDEs’ M > A Experience

On the one hand, these mental representations help CDEs to quickly gain efficiency
and know-how on the various tasks in the M&A process. Studies on expertise and the
learning curve perspective have found that repeated task experience helps managers to
accrue relevant knowledge, skills, and abilities (KKSAs), as well as improve overall

competencies at conducting the task, which in turn may lead to better task performance
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(Argote and Epple, 1990; Quifones, Ford, and Teachout, 1995). As such, CDEs with prior
M&A experience are likely to have accumulated KSAs for the various tasks in the M&A
process (e.g., sourcing better targets, conducting higher-quality due diligence, developing
more accurate valuation estimates, adopting more comprehensive integration planning, etc.),

all of which lead to improvements in the performance of future transactions.

However, performance improvements from these learning benefits are likely to be
nonlinear, where ceferis paribus, improvements in performance, are likely to be greater at lower
levels of experience than at higher levels (Darr e# al, 1995; Epple ¢t al., 1996). For example,
when CDEs have very little or no prior M&A experience, they do not possess any
knowledge on how a typical M&A process should be conducted (e.g., how to source
potential targets, when to contact advisors, who to call and when, which documents to file),
and thus may not be able to accurately evaluate the transaction’s value, nor efficiently
organize firms’ resources, leading to suboptimal M&A outcomes. After a certain amount of
transaction experience, CDEs begin to develop mental representations regarding the M&A
process, and they may start applying them to future transactions and updating them along
the way, thereby increasing M&A performance. As transaction experience accumulates, what
can be learned from each new transaction becomes limited. Performance improvements may
slow down, especially at higher levels of CDE M&A experience (e.g., the learning benefits
and performance improvements gained from the 2nd deal to the 12th deal are likely to be

more than from the 100th deal to the 110th deal).

Potential Misapplication Challenges of CDEs’ Mc>A Experience

On the other hand, prior works have also highlighted the perils of mental rigidities

and cognitive entrenchment (Dane, 2010; Leonard-Barton, 1992; Levinthal and March, 1993;
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Tripsas and Gavetti, 2000), which may result in misapplications of existing mental

representations to new transactions, especially at high levels of CDE M&A experience.

Like all individual decision makers, CDEs are boundedly rational (Simon, 1991), and
their abilities to learn from experience are subject to the fact that experience is an imperfect
teacher that is often causally ambiguous, noisy, path-dependent, and has flexible
interpretations; any lessons learned are “likely to be incomplete, superstitious, self-
confirming, or mythic” (March, 2010: 114). That is, learning how to conduct M&A
transactions is not as simple as improving input/output ratios of learning curve studies, as
every new M&A transaction is different from prior M&A in some way, especially since the
target company is always different (Barkema and Schijven, 2008; Zollo, 2009). As one senior
corporate development executive put it in an interview, “Every deal is a snowflake. They are

similar but never exactly the same.” (J. Harris, personal communication, April 14, 2017)

Given the “similar but different” nature of each M&A and the context-dependent
nature of their cognitive frameworks, CDEs should actively adapt and update their existing
mental representations through future encounters with the task. However, as CDEs develop
and become increasingly reliant on mental representations to deal with the complexities of
M&A, these mental processes become increasingly automatic (Ericsson, 2006; Helfat and
Peteraf, 2015). As their M&A experience increases, CDEs are likely to become cognitively
entrenched in these existing understandings of the task, excessively relying on the “I have
seen it before” mindset (Csaszar and Levinthal, 2016; Dane, 2010; Levitt and March, 1988);
engaging in lower levels of active monitoring, learning, and vigilance-type behaviors

(Johnson, 2012; Luciano et al., 2018); and becoming complacent about their own abilities to
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accurately assess new transactions®. At high levels of CDE M&A experience, these cognitive
inertial forces are likely to result in misapplication of existing M&A know-how to new

contexts, resulting in subsequent negative performance.
Net First-Order Effect of Learning from CDEs’ M>A Experience

The combination of the above learning benefits and misapplication challenges
suggests a net nonlinear relationship between CDEs’ prior M&A experience and subsequent
M&A performance, specifically an inverted U-shaped relationship. At low to moderate levels
of prior experience, there is a positive association between CDESs’ prior M&A experience
and performance, due to the relative combinations of high learning benefits of experience
and low misapplication challenges from cognitive entrenchments. However, at higher levels
of CDEs” M&A experience, the potential performance improvements from learning benefits
of experience are outweighed by the misapplication challenges of experience as the
likelihood of misapplication and cognitive entrenchment increases with experience while the

learning benefits are decreasing. Thus, I hypothesize that:

e Hypothesis 1 (H1). There is an inverted U-shaped relationship between a
CDE’s prior M&A experience and subsequent M&A performance, ceteris

paribus.

2.2.5 Variation in CDEs’ Prior Experience Contexts on M&A Performance
Having established the arguments for a baseline inverted U relationship between

CDEs’ prior M&A experience and subsequent M&A experience, it is important to also

81 classify performance decreases resulting from overconfidence, hubris, and complacency behaviors as part of
cognitive entrenchment and misapplication challenges as, under these conditions, the individuals also continue
to rely on old mental representations, believing that their decisions are always right and rejecting any alternative
considerations.
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consider mechanisms that alleviate or enhance the challenges of misapplication by examining

where CDESs’ prior M&A experience comes from.

Prior works on learning rates and knowledge generation have highlighted the role of
variation. Using an experimental study, Schilling ¢z /. (2003) finds that some degree of task
variation improves learning rates. Varying the content or the context of the task may
enhance the learning process by allowing the individual actors to develop more abstract
principles and a deeper understanding of the focal task (Graydon and Griffin, 1996; Paas,
Van Merriénboer, and Adam, 1994; Schmidt, 1975). They may update their mental
representations of the focal task by relating it to a general class of tasks, which in turn
promotes rapid acquisition of related skills and knowledge sets that are similar but slightly

different (in content or context) to those of the focal task.

Other works have also highlighted the potential benefits of variability in prior
experience. Gavetti ¢f /. (2005) finds that greater breadth of experience improves individual
managers’ mental representations and increases subsequent performance. Perkins (2014)
shows that variations in learning contexts affect learning curves of multinational companies,
where greater breadth of prior institutional experience prolongs subsequent survival of
foreign investments. Furr (2019) examines the antecedents to product adaptation, and argues
that start-up TMTS’ pre-entry experience breadth increases the likelihood of product
adaptations as TMT's with greater breath of experience may have greater absorptive capacity,
increased ability to engage in knowledge recombination and integrative knowledge

development, and have higher access to complementary knowledge.

Applying this logic to CDEs, I propose that more variation in CDESs’ prior

experience contexts may help to overcome the challenges of misapplication, leading to
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superior M&A performance. If CDEs learn to conduct M&A only in a few contexts—such
as doing M&A only in a few firms or conducting similar deal types—they are likely to
develop refined mental representations and best practices on M&A that are very specific to
these contexts. Misapplications are more likely to occur as CDEs overfit these existing
mental representations to subsequent transactions without realizing that not all M&A

knowledge can be applied across varying transaction types and contexts.

In contrast, if CDEs learn to conduct M&A in a variety of contexts—such as across
multiple organizations or transaction types that are very different from each other—they
would be able to update their mental representations with a more comprehensive mapping
of M&A. As they see greater variety of iterations of how M&A may be done (in both deal
content and deal context), they are more cognizant of the context-dependent nature,
transferability, and limitations of their prior M&A experience. They are also less likely to be
entrenched in existing cognitive frameworks, more able to recognize the specific nuances
across deals, and become more vigilant in selecting and matching the right context-relevant
knowledge to the subsequent transactions. This decreases the likelihood of misapplications,

resulting in net improvements in performance.

A C-suite executive who was given a hypothetical hiring choice—a CDE who has
done 40 M&A transactions in five different companies or a CDE who has done 100 deals in
a single firm—said, “It depends, but I'd be inclined towards the former, as that guy probably
has sat in more types of boats, navigated more currents, and seen more of the
ocean.”(Interview participant, personal communication, March 13, 2019). This metaphor
captures the core intuition behind this argument, as the former CDE probably has learned

more, seen a lot more varied contexts under which M&A are done, and is better able to
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recognize what M&A knowledge can be applied to which types of organizations, deals, and

circumstances. Thus, I hypothesize that:

e Hypothesis 2 (H2). There is an increasing relationship between a CDE’s
experience and M&A performance if the CDE has a more varied

experience.

2.3 Methods

2.3.1 Sample and Data Construction

This paper analyzes the effect of CDEs’ prior M&A experience on M&A
performance and the role of context variability on this relationship. In order to test the
above hypotheses, I need a dataset containing different levels of M&A experience at the
CDE-level, at the CEO-level, and at the firm-level. As no available data on CDEs exists, 1

manually construct such a dataset.

I begin the sample construction process with a list of all publicly traded information
technology companies that have appeared at least once in the Standard & Poor’s 500 index
from 1995 to 2015°. I choose the information technology sector for several reasons. First,
the information technology sector is one of the most acquisitive sectors in the S&P 500,
representing approximately 20% of the total market capitalization of the index. Almost every
company in this sector is active in M&A and has dedicated executives for M&A (which I
manually verify). These characteristics of the industry are advantageous from an empirical

design perspective as they allow me to avoid potential problematic selection issues. Second,

9 This includes software and setvices, technology hardware, and equipment and semiconductor companies,
based on their industry codes using the Global Industry Classification Scheme (GICS), which classifies
companies by their principal business activity. Scholars have also documented that that GICS is the best
performing industry classification scheme for peer identification when compared to SICS and NAICS
classification codes (Bhojraj, Lee, and Oler, 2003).
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focusing on one sector allows me to observe a lot of M&A experience without the
idiosyncrasies across industries. Third, the information technology/high-tech sector is also
the setting of many prior strategy works on M&A, facilitating potential comparisons of
results (Ahuja and Katila, 2001; Kapoor and Lim, 2007; King, Slotegraaf, and Kesner, 2008;

Puranam, Singh, and Chaudhuri, 2009; Puranam ez a/., 2000).

Conporate Development Executives Dataset

As my theory focuses on the CDEs in charge of M&A within their respective firms,
I focus on identifying and collecting data on the highest-ranking individual in charge of
M&A, who usually has the title Head of the Corporate Development or Head of M&A in
the firms in my sample!?. For each firm in the sample, I identify and hand-collect
comprehensive data (demographics, education, employment history) on both the current and
past CDEs through a comprehensive, iterative, manual search process using a combination
of LinkedIn, BoardEx, Directory of Corporate Affiliations (DCA), Amadeus, Crunchbase,
Bloomberg, Factiva, company filings, press releases, and web search results. Appendix A
provides additional details on the data construction process, and Appendix B provides some

descriptive information on the composition of the CDEs in the sample.

CEO Dataset

I construct a similar dataset for CEOs’ backgrounds and prior M&A experience,
beginning with the BoardEx dataset, which contains information on CEOs’ prior
employment, education, and demographics details, and is often used by studies on CEOs

and boards (Custédio and Metzger, 2013; Falato, Li, and Milbourn, 2015). BoardEx typically

10 Note that the nomenclature on CDE varies across firms, where some may have the title Head of Corporate
Development, others may have titles such as Head of Worldwide M&A, Head of Acquisitions, Corporate
Development Senior Vice President, etc. Every effort has been made to ensure that the person identified is the
most senior person in the firm in charge of M&A activities.

64



only includes information on prior jobs when the individuals were in a senior position, not
their complete employment history since college graduation/first year of work. As M&A
experience is of critical importance to my analyses, I manually collect the complete education

and employment history of all CEOs.

Final Dataset

As I am interested in analyzing how prior M&A experience shapes subsequent M&A
outcomes, I merge the CDEs’ and CEOs’ datasets to a panel of all announced M&A
transactions by the focal information technology firms from 1995-2015, as well as detailed
firm-level information collected from Compustat, CRSP, BoardEx, Professor Jay Ritter's
online database of initial public offerings, and M&A performance data available from the
WRDS Event Study. I drop deals when M&A market-based performance data is not
available, or when key control variables (total assets, current ratio, and deal ownership status)
are missing. My final sample consists of 3,638 deals announced by 112 information

technology firms, 221 CEOs, and 243 CDEs from 1995 to 201511

2.3.2 Variables

Dependent V ariable: Cumulative Abnormal Stock Returns

Following prior M&A experience studies (Capron and Pistre, 2002; Haleblian and
Finkelstein, 1999; Hayward, 2002; Kim, Finkelstein, and Haleblian, 2015), I use the event

study approach to test my hypotheses. M&A performance is measured as cumulative

11 Of the 154 information technology firms that were ever in the S&P 500 from 1995-2015, 26 companies were
acquired in the late 1990s/eatly 2000s duting the dot-com bubble, making the identification of pre-acquisition
internal firm employee details extremely difficult. Of these remaining 128 companies, 117 engaged in M&A
during the sample period. Three were dropped due to missing dependent variables, and two were dropped due
to missing current ratio information, resulting in a total of 112 companies in the final analyses. I test and do not
find any differences in market capitalization between companies that were dropped due to missing CDE
information (26 companies) or key variables information (16 companies) from the final sample of 112
companies.
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abnormal returns (CARs) of firms’ stocks at the time of deal announcement. CARs enable an
immediate and direct assessment of firms’ strategic decisions on their valuations (MacKinlay,
1997), and has been extensively used by scholars to evaluate the performance of M&A

(Zollo and Meier, 2008), alliances (Kale ¢# /., 2002), and other strategic decisions of the firm.

Using CARs to measure M&A performance following announcements makes two
assumptions. First is a general assumption of market efficiency, in which investors are able
to accurately assess the potential future value creation opportunities and challenges of the
transaction, based on all available information disclosed at the time of the announcement.
Second, the specific change in a firm’s stock price is primarily driven by the announcement
at a given time and not due to any other factors. I ensure that this assumption is met by
testing all analyses excluding announcements that may be confounded by other simultaneous
actions by the firm (e.g., dividend changes, stock splits, earnings announcements, stock
repurchase programs, major executive appointments) (McWilliams and Siegel, 1997;
Ryngaert, 1988) and by performing supplementary placebo analyses using an event window
prior to the focal announcement (Eklund and Kapoor, 2019). For the main analyses, I
calculate CAR using a three-day window at deal announcement (-1, +1). For robustness
checks, I also test five-day (-2, +2) and seven-day (-3, +3) windows, all of which are in line
with those used in prior studies (Haleblian and Finkelstein, 1999; McWilliams and Siegel,

1997; Zollo and Meier, 2008).

Independent V ariables: Acquisition Experience at CDE-Level, CEO-Level, Firm-Level'2

12 In an ideal study, it would be great to combine both focal individual-level learning and organizational-level
processes. However, the data requirements (i.c., detailed codification processes for how each company selects
and integrates transactions, M&A routines, etc.) are beyond the scope of this study, as it would require a
completely different research design and sample selection process, but it can be an important follow-up work.
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CDEs’ prior M&A experience is defined as the total number of announced deals that
CDEs have done in prior jobs in corporate development functions or when they are
specifically mentioned in prior job descriptions on LinkedIn before becoming CDE at the
focal firm'3. I assume that CDEs were involved in all deals done by prior employers when
they were part of the dedicated corporate development/M&A functions within these firms.
Total deal count best captures the aggregate M&A know-how gained by CDEs and the
consequences of accumulating these experiences. Using total count is also consistent with
prior M&A experience literature (Haleblian and Finkelstein, 1999; Hayward, 2002; Kim ez a/,
2015; Vermeulen and Barkema, 2001; Zollo and Singh, 2004). For ease of display, this

measure is scaled by 1/100.

Variability of CDESs’ prior experience is operationalized in two ways. First, I measure
it as the number of organizations CDEs have worked at prior to starting the current role.
There are many ways CDEs can experience variability in their prior M&A experience
contexts, the most salient one being the organizational environment itself. Firms are
different in fundamental ways (Nelson, 1991) with potential M&A process differences such
as reporting structures, investment focuses, analytical tools, approval process, and

relationships with external venture capitalists and advisors.

Second, I measure variability by examining the variations in deal structures (stakes
purchased) among CDESs’ portfolios of prior deals, one of the most important decisions in a

transaction. I classify all prior deals done by the CDEs into four types based on the

13T believe this measure of CDE M&A experience is a better, more conservative measure of the stock of
experience that the CDE brings to the role, compared to the potential alternative measure of a rolling count of
announced deals up until focal deal year (i.e., including the new deals done in current job as CDE). While my
results are robust to this alternative measure, I do not use it in my analyses as it conflates firm-level and CDE-
level experiences.
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acquirer’s post-transaction ownership percentage in the target company: (i) acquisition of
less than 5% (above which companies must disclose in filings); (i) minority investment (5%o-
50%); (iii) majority investment (greater than 50% and less than 100%); (iv) full takeover
(100% ownership). I then calculate a Herfindahl concentration index Y"1 S# for each CDE,

where n is the total number of deal types he/she has done, and Sj is percentage of the
number of deals done for each type to the total number of deals that he/she has done prior

to starting the focal role as CDE.

While I do not theorize about the role of CEOs’ prior M&A experience and firms’
prior M&A experience, they have been the focus of almost all prior works studying the
relationship between M&A experience and performance, so I include them in all my

analyses.

CEOs’ prior M&A experience is defined as the total number of announced deals
before he/she joins the focal firm, where their prior M&A experience could have been
gained during prior corporate development roles, CEO roles, or when specifically mentioned
in job descriptions. For robustness checks, I also use alternative measures of CEO
experience in terms of log transformations, count and binary indicators of recent deals, total
count before joining the focal firm, or before starting the CEO role. For ease of display, this

measure is scaled by 1/100.

Firms’ prior M&A experience is measured as the log of firms’ total number of
announced deals prior to the focal deal year. Log transformation is the right measure of the
variable as a plot of its distribution suggests a log-normal distribution that is highly skewed.
Log transaction of experience has also been used in prior acquisition experience studies

(Barkema ef al., 1996; Barkema and Schijven, 2008). For robustness checks, I also construct
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alternative measures of firm M&A experience as total count, log transformation, count, and

binary indicators of recent deals.

Control Variables

To rule out confounding effects from other variables impacting CARs and
potentially biasing the relationship between CDEs” M&A experience and performance, I
control for CDE-level, firm-level, and deal-level characteristics that might impact CARs of
announced M&A (Haleblian and Finkelstein, 1999; Hayward, 2002; Nadolska and Barkema,

2014; Rabier, 2017).

At the CDE-level, I control for alternative aspects of CDEs” M&A experience that
may also impact performance, namely their tenure in the current job as CDE and their
tenure in the focal firm. This also allows me to control for potential productivity declines

associated with increasing age and tenure (Levin and Stephan, 1991; Skirbekk, 2008).

At the firm level, I control for firms’ market value using Tobin’s O (Gompers, Ishii,
and Metrick, 2003), firm size using the log of total assets (Hayward, 2002; Zollo, 2009),
firms’ prior performance using return on assets (Capron and Shen, 2007; Hayward, 2002),
tirms’ financial liquidity and leverage using current ratio (Haleblian and Finkelstein, 1999;
Hayward and Hambrick, 1997), firms’ diversification level using number of business
segments (Nadolska and Barkema, 2014; Nary, 2017), and firms’ age (Fowler and Schmidt,

1989). All firm-level controls are lagged by one year.

At the CEO level, I control for CEO tenure to account for CEO-specific impacts on
the selection of CDEs and whether the firm had a new CEO in the prior year, given that
new CEOs may be more likely to undertake acquisitions or pursue new strategies (Walters,

Kroll, and Wright, 2007).
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At the deal level, I control for deal relatedness (by SIC2 codes), whether the deal is a
majority takeover, is above $1Bn in deal size, cross-border, a tender offer, an auction, a
hostile takeover, whether the target is public, and whether the target and acquirer have

financial advisors.

2.3.3 Empirical Strategy

In an ideal world, I would be able to randomly assign identical firms with CDEs with
different prior M&A experience levels in a large randomized field experiment. As this would
not be possible, the core empirical challenge would be to reduce the potentially biasing
effects of nonrandom selection on the CDE experience-firm pair, in which stock market
reactions to the deal are driven by systematic differences in firms’ selections of different

CDE experience types.

I address this concern in five ways. First, since CARs are cumulative abnormal
returns to a firm’s stock price, it already accounts for any firm-specific characteristics that
may be driving its decision to hire a particular CDE (which occurs before the
announcements of subsequent M&A transactions) as the firm’s stock price already reflects
all the information known to the stock market. Second, the year and industry fixed effects
help to account for unobserved heterogeneity across time that may impact the firm’s
selection of different types of CDE, such as the macro-economic environment for M&A or
the overall industry changes. Third, I conduct a series of robustness checks accounting for
potential firm-level and CDE-level characteristics that may bias the selection of CDEs with
different M&A experience levels, including firm fixed effects (for a summary see Table 9 and

Appendix C)!4. Fourth, through field interviews with corporate development executives, I

14T do not use firm fixed effects in my main analyses since the calculations of CAR already account for firm-
level characteristics known to the market. Firm fixed effects would eliminate firms with only one deal in my
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identify and account for the main hiring criteria that firms typically use—"“familiarity with
the process”—via the M&A experience variable itself and indicators for prior experience in
professional services firms. Lastly, I run a simulation study explicitly modeling the firm-level
selection effects on the relationship between CDE Experience and M&A performance

(Appendix D).

All my analyses are run using ordinary least squares (OLS) with industry and year
fixed effects and robust standard errors clustered at the acquirer level. The summary

statistics and correlations are shown in Table 1.

2.4 Results

Hypothesis 1 predicts that there is an inverted U relationship between CDEs’ prior
acquisition experience and focal M&A performance. Models (1) to (7) in Table 2 show the
results of regressions testing this hypothesis. Model (2) replicates existing studies on firm
experience and M&A performance where, without considering CDEs’ experience, firms’
prior M&A experience is negative but statistically insignificant, which is consistent with the
results found in prior studies (King ez /., 2004; Zollo and Singh, 2004). Model (3) tests the
potential counterargument that CEOs’ prior M&A experience is the driver of M&A
performance. The coefficient of CEO experience is positive but again statistically
insignificant. Model (4) combines both firm experience and CEO experience, but both
coefficients remain statistically insignificant. Model (5) tests the linear effect of CDESs’ prior
M&A experience on performance, where the estimate is statistically insignificant. Model (6)

tests both the linear and the quadratic effects of CDESs’ prior M&A experience, in which the

sample, and restrict my results to be based on within firm variations rather than across firm variations.
However, for robustness checks I retest all the models including firm fixed effects and find that all of my
results hold.
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positive and statistically significant linear term and negative and statistically significant square
term support the predicted inverted U relationship in H1. Model (7) combines all three types
of prior acquisition experience: CDE experience, firm experience, and CEO experience.
Only the linear and quadratic terms of CDE experience are statistically significant (and larger
in magnitude compared to Model (6)) while the main effects of firm and CEO experience
remain statistically insignificant. This suggests that, at low levels of CDE experience, the
learning benefits of experience dominate the misapplication challenges, and every additional
M&A experience is positively associated with focal deal performance. However, at very high
levels of CDE experience, the potential benefits of learning diminish and are overshadowed
by the potential harmful effects arising from misapplication challenges and cognitive
entrenchment; every incremental deal experience is negatively associated with performance

at an increasing rate. Figure 1 illustrates this predicted relationship.

In terms of economic significance, the positive linear estimate of 0.01065 suggests
that, for the CDEs with a low amount of prior M&A experience, a modest increase of 10
deals in CDE experience would be associated with a 0.1% increase in CAR of subsequent
deals. Given the average industry market cap of $41.5Bn, this translates to a $38.5MM gain
in shareholder value. A one-standard-deviation increase in CDE experience would be
associated with a 0.4% increase in CAR, or a $122.4MM gain in shareholder value. As the
average firm conducts 3-4 deals a year, this would translate to nearly half a billion dollars

gain each year, an economically meaningful effect.

To test the existence of the inverted U relationship in my sample, I run the three
tests proposed in Lind and Mehlum (2010) and Haans ez a/. (2016, SMJ). I find that the

results in Model (7) pass all three tests: (1) the quadratic term is statistically significant and
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negative; (ii) the slope at minimum of CDE experience is positive and significant (beta =
0.01; p = 0.005), the slope at the maximum of CDE experience is negative and significant
(beta = -0.01; p = -0.037); (iii) the turning point of the inverted U is at 90 deals, which is well
within the data range of CDE experience of 0 to 202 deals. The “utest” command (a Stata
user command written by Lind and Mehlum to test all three criteria directly) results in a p-
value of 0.036, which further supports the hypothesized inverted U relationship between

CDE prior acquisition experience and M&A performance.

Table 3 tests the robustness of the inverted U relationship using different measures
of firm and CEO M&A experience that have been used in prior M&A studies—i.e., total
count (Haleblian and Finkelstein, 1999; Hayward, 2002; Kim ez a/., 2015; Laamanen and Keil,
2008; Vermeulen and Barkema, 2001; Zollo and Singh, 2004), log of total count (Barkema e#
al., 1996), total count squared (Haleblian and Finkelstein, 1999), only recent deals in the last
three years (Haunschild, 1993; Hou, Priem, and Goranova, 2017), last four years (Bruton ez
al., 1994; Fowler and Schmidt, 1989; Trichterborn ez al., 2016), last five years (Capron and
Shen, 2007; Haleblian and Finkelstein, 1999), binary indicators of having done a transaction
in the last three years (Kroll ef a/., 1997, 1997; Wright et al., 2002), last four years (Kroll ez al.,
1997) and last five years (Kroll ez al, 1997). The baseline inverted U association holds
regardless of which alternative measures of firm M&A experience and CEO M&A

experience are used in the regression models.

Tables 4 and 5 test Hypothesis 2 on the moderating effect of a high varied
experience on the relationship between CDEs’ prior M&A experience and M&A
performance. In Table 4, I measure variability by the number of prior organizational

contexts that CDEs have been exposed to. As approximately 90% of my sample has worked
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in fewer than five organizations, I test this hypothesis using three indicators in Models (1) to
(3): CDEs having worked in at least two firms, at least three firms, and at least four firms. In
all three models, the baseline inverted U only takes place if the CDE has worked in fewer
organizational contexts. Model (1) and Figure 2 show the results when CDEs have worked
in at least two organizations. The interaction with CDE experience squared is positive and
statistically significant (p = 0.016), while the linear coefficient of the CDE experience
interaction term is negative and statistically significant (p = 0.097). As the marginal plot in
Figure 2 shows, the positive curvilinear relationship persists throughout the estimation
window, and its confidence interval is above zero, supporting H2. Model (2) and Figure 3
show a similar set of results when CDEs have worked in at least three organizations. Model
(3) shows the results when CDEs have worked in at least four firms, where the estimates are
in line with (1) and (2) but are less precise, given the low number of observations that fall

under the “at least four firms” category.

Table 5 tests Hypothesis 2 by measuring variability based on CDESs’ prior experience
with different deal types. I calculate a Herfindahl index of CDE’s portfolio of prior deal
structure types (from minority investments to full acquisitions), where a lower Herfindahl
index indicates more variability in CDEs’ prior M&A experience. In Models (1) to (7), I test
a range of binary indicators for low Herfindahl/less varied experience, with the indicator
ranging from Herfindahl less than 0.38 to less than 0.50. H1 holds in all models, suggesting
that when CDEs have a more concentrated portfolio of deal types, the inverted U
relationship with subsequent M&A performance takes place. The direct effect of the
interaction indicator and the linear interaction term in Models (1), (5), (6), and (7) are not
statistically significant, while the quadratic interaction term is large in magnitude and

statistically significant for all models where the Herfindahl is less than 0.40 to 0.50. Wald
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tests of the quadratic terms and the quadratic interaction terms are significant (p = 0.01),
suggesting that the positive quadratic interaction term dominates, supporting H2. In other
words, through exposure to more varied deals with different structures and their associated
considerations, CDEs are more able to recognize differences across deal types and the
context-dependent nature of existing knowledge and frameworks. Figure 4 illustrates the
predicted effects of CDESs’ prior M&A experience on M&A performance in contexts of high
variability in prior deal types.
2.4.1 Alternative Explanations and Supplementary Analyses

The non-random nature of the CDE-firm pair leads to several potential concerns
around the identification of the effects of CDESs’ prior M&A experience on subsequent
M&A performance. Although I cannot directly identify a causal estimate of my hypothesized
relationships, I conduct a series of robustness checks to explore the boundary conditions of
my findings and test potential alternative explanations. I will briefly discuss the findings of
high CEO M&A experience and low firm M&A experience as boundary conditions for the
effectiveness of CDEs, as well as the results from alternative explanation tests on non-
random selection of CDEs, impression management as a way to manipulate CARs, and
other omitted variables concerns. I will revisit the importance of organizational-level
experience and the interesting relationship between firm M&A experience and variance of

performance at the end of this section.

1. Other Actors in the Organization and Their Interactions with CDEs
While the above sets of arguments and results highlight the importance of CDEs’
prior M&A experience and their within-person experience variability for subsequent M&A
performance, CDEs are also individual decision makers working within different
organizations, where an important way through which they influence M&A performance is
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their role as the executive coordinator among different actors in the organizations, from the
C-suite decision makers such as the CEO to the supporting function staff. The effects of
CDESs’ prior M&A experience on performance are likely to vary depending on the prior

M&A experience of these other actors in the M&A process.

CEO M&A Experience. A large body of work has documented the importance of
CEOs in shaping M&A outcomes (Cannella and Hambrick, 1993; Haleblian ez /., 2009;
Haspeslagh and Jemison, 1991; Haunschild, 1994; Hayward and Hambrick, 1997; Meyet-
Doyle et al., 2019). Specifically, we might expect that CEOs who are highly experienced in
M&A may influence M&A outcomes, as CEOs are often hired for their expertise gained
from prior employment, including M&A-related knowledge (Bragaw and Misangyi, 2017;
Hayward and Hambrick, 1997). CEOs with significant M&A experience may be more likely
to engage with CDEs on key deal decisions and take a centralized approach to M&A

decision making (Csaszar, 2012; Csaszar and Eggers, 2013).

Table 3 tests different measures of CEO M&A experience, where there does not
appear to be a direct relationship between CEO M&A experience and M&A performance.
In Table 6, I test the interaction between High CEO M&A Experience and CDEs’ prior
M&A experience and find that their interactions do matter. H1 holds in all models, and the
statistically significant positive quadratic interaction term dominates when CEO M&A
experience is greater than 28 through 42 deals. These results provide evidence that an
interactive, complementary effect exists between CDEs’ and CEOs” M&A experience, in
which high CEO M&A experience may help to limit the misapplication challenges associated
with CDEs’ prior experience. These results also support my theoretical argument on the

variability of experience: variability occurs not only at the intra-personal CDE-level, but also
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at the inter-personal level through CDEs’ interactions with other experienced actors in the

focal firm.

Firm M&A Experience. In addition to CEOs’ M&A experience, existing literatures
have also highlighted the role of firm-level M&A experience. We might expect that some
amount of firm-level infrastructures or M&A routines may also change CDEs’ ability to
effectively execute and coordinate M&A, as CDEs often rely on other top management
executives, business unit leaders, support function staff, etc., for certain internal workstreams
during the M&A process (e.g., reviewing definitive agreements, assembling acquisition
financing, drafting press releases), and these actors’ prior experiences with M&A may also

change the effectiveness of CDE:s.

Table 7 tests this alternative explanation using different levels of firm-level M&A
experience. H1 continues to hold across a range of binary indicators for low firm experience,
providing evidence that the inverted U relationship between CDEs’ prior M&A experience
and M&A performance takes place when firms have a certain amount of M&A experience.
However, when the firm has very limited prior M&A experience, the inverted U relationship
flips to become a U-shaped relationship!5, suggesting that in these contexts, it is perhaps
better to hire a highly experienced CDE who can set up the internal processes, manuals,

playbooks and M&A infrastructure for the firm.

2. Non-Random Selection of CDEs
Another explanation for the observed empirical findings could be that certain types

of firms are better able to select CDEs with the right experience levels, which in turn results

15 Interestingly, the U-shaped finding under low firm-level experience is similar to the U-shaped relationship
found in Haleblian and Finkelstein (1999). The average firm acquisition experience is their sample is 2.2 deals
with a standard deviation of 2.2 deals, exactly the scenario of low firm expetience that I test here.
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in superior deal performance. While I cannot conduct random assignments to fully
overcome this selection concern, in addition to using CARs as my dependent variable, I also
try to account for time-invariant firm-level, CEO-level, and CDE-level characteristics that
may drive the selection process. Table 8 shows the results of the models in Table 2,
including firm fixed effects. The inverted-U relationship still holds in Models (7) and (8), and
the magnitudes of the coefficients are comparable to those in Table 2, suggesting that even
for within-firm analyses, changes in CDEs’ prior M&A experience levels (i.e., changes in

CDEs) do meaningfully change the performance of subsequent deals.

These results are evidence against the potential selection concern that certain firms
may be better at choosing CDEs. That is, given the robustness of the inverted U result, the
potential unobserved firm heterogeneity that could be driving the selection of CDEs must
not be able to be explained by firm-invariant characteristics, prior M&A experience at the
firm and CEO levels, changes in firm strategy due to prior operational results, the arrival of a
new CEO, or the tenure effects of the CEO, which are the most plausible explanations for
why certain firms may choose to hire a certain type of experienced CDEs. Table 9 and
Appendix C summarize tests of other potential factors that may drive the unobserved CDE

selection process across firms.

3. Impression Management
Existing works on the sociological explanation of markets have suggested that
managers often take steps to actively impression-manage investors’ reactions to firm
announcements (Bansal and Clelland, 2004; Graffin, Carpenter, and Boivie, 2011; Merkl-

Davies and Brennan, 2007). One alternative mechanism could be that CDEs with higher
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levels of M&A experience are better at framing M&A, which in turn leads to better investor

reactions. I address this concern in three ways.

First, if impression management is indeed the mechanism through which CDEs
affect M&A performance, then there should be differences in the language used by firms
with highly experienced CDEs vs. those with limited prior M&A experience. As shown in
Table 1 of Appendix C, using the Linguistic Inquiry and Word Count (LIWC) lexicon
(Pennebaker e7 al., 2015), I do not find any systematic differences in the language used in the
press releases between CDEs of different experience levels, indicating that perhaps the level
of active impression management may not vary depending on CDEs’ prior M&A experience

levels!o,

Second, I conduct analyses using M&A outcomes that are not driven by stock-
market reactions or the influences of analysts. If impression management is the sole
mechanism driving the relationship between CDEs” M&A experience and performance, the
longer-term accounting-based performance post transaction would be self-correcting. I test
alternative outcomes not influenced by stock market reactions and find that CDESs’ prior
M&A experience is negatively associated with days to deal completion and acquisition
impairment likelihood. It is positively associated with the likelihood of deal completion and
ROA two years after the acquisition, the amount of time firms usually need for integration

(Zollo and Meier, 2008). These results provide suggestive evidence that CDEs are learning to

16 Since LIWC is a linguistic tool that mainly focuses on textual style rather than content, I also tried to conduct
LDA topic modeling analysis, which is based on a “bag-of-words” approach to natural language processing
(Blei, Ng, and Jordan, 2003). After extensive testing, unfortunately, I do not find coherent and consistent topics
emerging from the 11,004-text corpus. The resulting topics often include keywords for deal characteristics and
target and acquirer industries, but no systematic differences across the words associated for each topic. Perhaps
further analyses can be conducted using a different sample with a larger corpus of documents.
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execute better M&A transactions from their past experience and not solely adding value

because of their impression-management skills!7.

Lastly, to better understand the mechanisms through which CDEs’ prior M&A
experience may impact M&A performance, I also conduct extensive field interviews with
senior corporate development executives at firms in my sample as well as with professional
services providers who interact with many different CDEs across all industry settings. As

one investment banker mentioned in an interview:

Experience really matters. You can really tell the difference between the heads of
corp dev who have countless deals under their belt versus those [who] don’t. The
experienced ones always have the standard checklist of diligence questions and
valuation models at hand, and more importantly, they always know what key
questions to ask, and which key business assumptions are the real value drivers
should they proceed with the transaction. (Interview participant, personal
communication, May 15, 2019)

4. Other Potential Omitted Variables and Sample Selection Biases
In Table 9 and Appendix C, I also test for other potential omitted variables and
sample selection concerns that may bias my estimates, including results driven by
survivorship bias (Quifones, Ford, and Teachout, 1995; Sturman, 2003), lifecycle
productivity declines (Levin and Stephan, 1991; Skirbekk, 2008), extremely acquisitive firms
or time periods, firm reputation and firm celebrity status (Haleblian, Pfarrer, and Kiley, 2017,

Pfarrer, Pollock, and Rindova, 2010), prior average M&A performance, CDEs’ prior

17 While helpful as suggestive evidence, these alternative measures are problematic in many ways: (i) in my
sample, almost all deals are completed after announcement, limiting the power of completion likelihood as a
potential DV; (ii) days to completion is usually more of a process-level measure—it reflects execution skills (i.e.,
ability to file the relevant regulatory requirement documents and obtain shareholder approvals), where the
scope of misapplications is limited; (iii) the likelihood of impairment is helpful, but more as an indicator of
extremely poor performance (Rabier, 2017) and is also subject to potential internal reclassifications; and (iv)
while accounting-based ROA is helpful as an overall indicator of M&A investment returns, it cannot be
attributed to a specific deal and would be hard to disambiguate, given that the average firm in this sector does
three to four deals each year.
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functional backgrounds (e.g., investment banking, legal, consulting, private equity, start-up,
engineering, operations, corporate finance, etc.), previous interactions between target and

acquiring firm, and prior experience of the financial advisors.

5. Firm M&A Expetience and Variance of Performance

One interesting observation from the above results is that a firm’s M&A experience
on its own does not impact M&A performance. Yet, organizational-level M&A experience
has been one of the most researched variables in M&A studies since the late 1980s (King ez
al., 2018), suggesting that perhaps something is missing from the picture. Revisiting March,
Sproull, and Tamuz (1991), March (1991), and March (2010)’s arguments on experience as
an imperfect teacher, I contend that firm-level experience is not the right level of analysis to
think about the mean effects of experience (as my results demonstrate, CDEs may be a more

appropriate alternative), but rather the variance effects of experience.

While March (1991) has always been quoted for exploration vs. exploitation in
organizational learning (Ocasio, Rhee, and Boynton, 2020), he also put forth an interesting
set of arguments on the potential performance variance reduction impact of experience
accumulation in the second half of the paper. Specifically, March argues that the effects of
learning from prior experience are realized in changes in the performance distribution, but
the learning processes do not necessarily lead to improvements in both average performance
and its variance (March, 1991). Specifically, increased knowledge on an activity often may

reduce the variability of performance.

As work is standardized, as techniques are learned, variability, both in the time
required to accomplish tasks and in the quality of task performance, is reduced.
Insofar as that increase in reliability comes from a reduction in the left-hand tail, the
likelihood of finishing last in a competition among many is reduced without
changing the likelihood of finishing first. (March, 1991: 83)
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Applying these arguments to the M&A experience setting would suggest that
perhaps firms’ accumulation of past acquisition experience and the development of
associated M&A routines do shape M&A performance in that they increase firms’ reliability
of learning and performance and decrease their variability but may not necessarily impact
their validity of learning, proxied by the mean of performance.!® Given the nature of M&A
as a high-risk, high-return investment with the potential to completely transform companies
or result in their bankruptcy, past firm-level M&A experience would likely help firms to
avoid the latter case but has limited guidance on how to uncover the best value-creating

targets (which is where CDEs could add value, as shown in the Results section).

To explore this alternative perspective on the importance of firm-level experience
for performance, I rerun my analyses using the variance of CAR as my dependent variable.
Variance is calculated as the square of the difference between focal deal’s CAR and a rolling
average of focal firm’s prior M&A performance in the last year, last two years, last three
years, last four years, and last five years. The results are similar across all models, and Table
10 shows the results based on variance demeaned by firm’s last three years rolling average
and last five years rolling average. I test each type of experience—CDE, CEO, firm—
separately and jointly and found that only firm’s prior experience is negatively associated
variance. By empirically testing March (1991)’s arguments on the variance effect of
experience, this study extends the literature on acquisition experience and shows how

experience can influence both performance outcomes and distributions.

18 Chapter 1 provides a more extensive discussion on the differences between reliability and validity of learning,
and why organizational-level learning could provide learning reliability but is not sufficient for learning validity.
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2.5 Discussion

2.5.1 Summary of Results
This paper has investigated how the task-specific focal actor shapes firms’ abilities to
make superior strategic decisions in the context of mergers and acquisitions. Revisiting the

M&A experience-learning-performance relationship, this study has four key findings.

First, I revisit the locus of organizational learning and introduce Corporate
Development Executives, a previously unexamined group of important decision makers in
the M&A process. I find evidence that CDEs, through their role and prior M&A experience,
meaningfully shape M&A outcomes. While existing works have highlighted the importance
of dedicated functions for M&A capabilities (Trichterborn ez al., 2016), this work examines
the individuals within these functions, contributing to our understanding of the role of focal
individual learning and the microfoundations of capabilities development (Felin ez a/., 2012;
Helfat and Martin, 2015; Kale and Singh, 2007; Meyer-Doyle ¢f a/., 2019; Zollo, 1998; Zollo

and Singh, 2004; Zollo and Winter, 2002).

Second, building on existing works in learning and cognitive inertia (Argote, 2012;
Dane, 2010; Leonard-Barton, 1992; Tripsas and Gavetti, 2000), I propose and find support
for the double-edged nature of CDESs’ prior M&A experience. As CDEs improve their deal
performance through learning and accumulation of experience, they are also subject to the
perils of misapplication. These challenges of misapplication are enhanced at high levels of
prior M&A experience, resulting in a net inverted U relationship between CDEs’ prior M&A

experience and subsequent M&A performance.

Third, I find that context variability helps CDEs to overcome the challenges of

misapplication. Specifically, I find that there is a net increasing relationship between CDESs’
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prior M&A experience and performance when CDEs have worked in more than two firms
or have exposure to many different types of deal structures. In contrast, the inverted U
relationship takes place when there is less variability in CDEs’ prior M&A experience
contexts. These findings suggest a new theoretical mechanism on how cognitive inertia and
learning rigidities may be reduced, enriching the current works on managerial cognition

(Csaszar & Levinthal, 2016; Eggers & Kaplan, 2013; Gavetti & Levinthal, 2000).

Fourth, while I do not find any direct relationships between CEOs’ and firms” M&A
experience with M&A performance, I find that they serve as important boundary conditions.
High CEO M&A experience mitigates the negative performance consequences at high ends
of CDE experience, complementing and enhancing CDEs’ effectiveness, while prior firm
M&A experience acts as a necessary but insufficient condition for CDEs’ ability to
effectively drive M&A processes within the organizational context. Furthermore, firm M&A
performance is negatively associated with the vari