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ABSTRACT

We argue that business acquisitions and asset divestitures help businesses overcome barriers to
change. We show that post-acquisition redeployment to and from targets increases with resource
strength asymmetry and environmental similarity. Target and acquirer asset divestiture then
increase with resource redeployment to the focal business.

INTRODUCTION

Many convincing theoretical and empirical smilles in organization theory, economics, and business
strategy show that firms face strong social and economic inertial barri ers to organizational change.
Nonetheless, although many businesses do not respond successfully to changes in their
competitive environments, some firms do change substantially over time. Recently, economic,
organizational, and strategy researchers have begun to focus on the intersection of inertia and
change, on the processes by which some firms balance their needs for reliability of current
activities with their needs to reshape their business capabilities (Hrebiniak and Joyce, 1985; Kogut
and Zander, 1992; Langlois, 1992; Levinthal and March, 1993; Henderson and Cockburn, 1994;
Burgelman, 1994; Mitchell, 1994). A key argument ofthis emerging literature is that business
acquisition plays a central foie as a mechanism by which businesses reshape their capabilities in the
face of the inertial forces of current activities (Wemerfelt, 1984; Singh and Zollo, 1997; Capron,
Dussauge, and Mitchell, 1998).

BACKGROUND AND PREDICTIONS

This paper examines one aspect of the process by which fmns use business acquisitions to reshape
their capabilities. We examine the causes of the divestiture of target and acquiring firm as sets
following business acquisitions. We de fine asset divestiture as the partial or complete divestiture of
physical and organizational assets, shut down of facilities, and reduction of work forces of target
or acquiring businesses. ln our view, asset divestiture often occurs as the result ofpost-acquisition
resource redeployment between target and acquiring firms. Resource redeployment is the use by a
target or acquiring business of the other businesses' resources, which may involve physical
transfer of resources to new locations or sharing resources without physical transfer. Resources
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