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Abstract

Using a sample of 1, 230 acquirers who made two consecutive M&A announce-

ments within three years between 1984 and 2015, we find that more than 54% of the

acquirers switched all financial advisors used in the first deal. This paper examines

why acquirers switch their financial advisors and the effect of the switch on the second

deal’s performance. There is little evidence that acquirers switch financial advisors

because of low first deal abnormal announcement returns. Several factors related to

the financial advisor switch are: investment bank reputation, days between the two

deals, and some firm and deal characteristics. Furthermore, we find that acquirers

have higher second deal abnormal announcement returns if they switch to financial

advisors with higher reputations.
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1 Introduction

Mergers and acquisitions (M&As) are important activities in corporate finance and

require complex decision making by firm managers. According to Thomson Financial SDC,

the most recent merger wave peaked in 2015 when the announced U.S. domestic M&A deal

value reached a record high of $2.3 trillion, which was around 13% of GDP.1 Investment

banks usually work for corporate acquirers as financial advisors. The role of investment

banks in the M&A advisory market is to help their clients identify deals with higher total

synergies, to facilitate the acquisition process, and to negotiate favorable terms. In 2015

alone, U.S. acquirers paid over $849 million in advisory fees to investment banks. Given

the dollar amount involved and the importance of such takeovers for acquirers, a misguided

acquisition can destroy shareholder value and may even lead to CEO turnover. Therefore,

the choice of investment bank advisors in corporate acquisitions is critical to firm managers.

Firm managers usually need to seek advice from investment banks when they make

the acquisition decisions. Bao and Edmans (2011) document a significant investment bank

fixed effect in the M&A announcement returns, which supports the skilled-advice hypoth-

esis that investment banks help clients identify synergistic targets and negotiate favorable

terms. According to McLaughlin (1990), the services provided by investment banks in

M&As fall into three categories. First, investment banks do prior research to find poten-

tial bidders or targets. Second, investment banks make effort to complete bidding offers,

seek higher bids, and negotiate deal terms. Third, investment banks offer advice on bid-

ding strategies, offer prices, decisions of accepting or rejecting offers, and evaluate potential

competitive bids.

Previous studies on the choice of financial advisors in M&As usually examine how

observable investment bank characteristics influence the acquirer decision to employ these

banks in a single acquisition. Servaes and Zenner (1996) compare acquisitions completed

with and without financial advisors and study the determinants to use an investment bank

in M&As. Allen et al. (2004) investigate whether commercial banks of acquirers are hired

1The previous peak was $2.1 trillion in 2007.
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as merger advisors. Both Rau (2000) and Bao and Edmans (2011) find that investment

banks’ market shares of M&A advisory industry are not related to their client’s announce-

ment cumulative abnormal returns (CARs). Contrary to these two studies, Sibilkov and

McConnell (2014) find a significantly positive relationship between prior client performance

and the likelihood that an investment bank will be chosen as the advisors by potential ac-

quirers in the future. Golubov et al. (2012) document a positive effect of financial advisor

reputation, measured by their advisory market shares, on the advised deal performance.

For U.S. corporate acquirers in the years 1984-2015, we identify 1,230 firms that

announced and completed two domestic deals within a three-year time period. Over 54%

of deal acquirers in our sample did not retain any investment banks hired in the first deal as

financial advisors in the second deal. For example, The Priceline Group hired Wells Fargo

as its financial advisor for a $1.8 billion acquisition of KAYAK Software Corp in 2012. After

two years, The Priceline Group announced a $2.6 billion acquisition of OpenTable Inc, but

the deal advisor was switched to Goldman Sachs. When an investment bank provides

M&A advice to an acquirer, the investment bank is likely to invest in collecting firm-

specific information, for example acquiring firm’s business operation, management team

characteristics, intangible assets, and any inside information that may affect firm future

growth opportunities. If the information is useful in future advisory business with the

acquirer, the investment bank will have economies of scale through repeated deal advisory

relationship. The investment in firm-specific information is defined by Williamson (1979) as

a durable transactor-specific asset that is required for the transaction but not transferable

to transactions involving different parties. From the acquirer’s perspective, it may also

invest in the business relationship with the investment bank. In two consecutive M&As,

it would be less expensive for the acquirer to employ the same investment bank and the

investment bank may do a better job than others. The investment in a transaction-specific

asset creates a “lock in” effect by making it costly for an acquirer to switch financial

advisors.

Unlike previous M&A financial advisor literature, we analyze the individual decisions
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acquirers make to switch financial advisors between two consecutive M&As. The first

research question we examine in this paper is: why do so many acquirers change their

financial advisor in consecutive M&As? We provide several possible reasons for the switch

of investment banks as M&A financial advisors, and empirically test whether they are

associated with the switch decision. Next we study whether the switch of financial advisors

improves the M&A deal performance. The major objective of this paper is to improve our

understanding of the economics underlying an acquirer’s choice of financial intermediation

services.

The general transaction-specific asset in repeated contractual relations has been as-

cribed to “relationship specific capital” by James (1992) and Burch et al. (2005). In a

standard trade-off economic model, an acquirer chooses to switch investment banks if and

only if the benefits of switching exceeds its costs. We propose four main switch motivations.

First, if the managers of an acquiring firm attribute the the first deal’s poor performance

to the deal financial advisors, then the benefit of switching is the improvement in the sec-

ond deal announcement return and it may be above the replacement cost of “relationship

specific capital”. Second, if the benefits of hiring investment banks with high reputation

outweighs the switch costs, then an acquirer may “trade up” to more prestigious financial

advisors. This has been defined as the graduation effect in Krigman et al. (2001). Third,

the “relationship specific capital” may depreciate over time. Therefore the more time it

takes between two consecutive deals, the less valuable is “relationship specific capital”,

and the more likely the acquirer to switch financial advisors. Forth, investment banks may

have expertise in specific types of deals. If two consecutive deals differ greatly in terms of

several important deal characteristics or firm characteristics, then an acquirer may choose

appropriate investment banks with respect to different deals.

Our main findings are as follows. First, contrary to Sibilkov and McConnell (2014)

who find that prior client performance measured by announcement returns is a significant

determinant of the likelihood that an investment bank will be chosen as the advisor by

future acquirers, we find little evidence that acquirers switch to new financial advisors
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because of poor first deal performance. Both univariate and multivariate tests show that

acquirer CARs around the first deal announcement do not significantly change the likeli-

hood that the first deal financial advisors are retained in the next deal. Second, acquirers

tend to “trade up” to more prestigious financial advisors in two consecutive deals. Follow

Rau (2000) and Golubov et al. (2012), we measure investment bank reputation by their

market shares of the M&A financial advisory industry over a five-year window before the

deal announcement. We find that the increase of investment bank reputation between two

deals is positively related to the probability of financial advisor switch. Third, acquirers

are more likely to switch if the time between two consecutive deals is longer. This find-

ing is consistent with the view that transaction-specific assets depreciate over time. The

longer the time interval is between two M&As, the less costly the acquirers will switch

their financial advisors. Forth, acquirers tend to switch to new financial advisors when

the second deals are different from the first ones in terms of relative deal size, tender of-

fer, and payment methods. Furthermore, the changes in firm characteristics between two

deals such as target industry, target public status, and acquirer leverage can also induce

acquirers to change their prior financial advisors in the second deal. Finally, we find that

acquirer CARs in the second deal will be improved if they switch to investment banks with

higher reputation. Neither the switching decision nor the reputation of investment banks

in the second deal has a significantly positive effect on acquirer CARs by itself.

Few papers in the literature focus on financial advisor switch between two consecutive

M&As. To be best of our knowledge, Francis et al. (2006) is the only study that investigates

the switch of financial advisors. There are three main differences between our study and

Francis et al. (2006). First, Francis et al. (2006) mix the choice of financial advisors between

equity issues and M&As, while we believe that equity underwriters provide different services

from the ones offered by financial advisors in M&As.2 Second, Francis et al. (2006) find

2Equity underwriters evaluate the value of a firm, confirm whether the firm qualifies to be publicly
traded, purchase the firm shares at a discount price, and then sell the shares at the market price to investors.
M&A buy-side financial advisors concentrate on valuing the target and determining a competitive bid
price. The advisors may also prepare and coordinate official deal documents, assess the proposed deal
from strategic and financial perspectives, recommend the method of payment, scout rival bidders, help
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that previous deal performance is positively related to the likelihood of retaining financial

advisors. Our findings suggest that investment bank reputation along with other deal

and firm characteristics, not prior deal performance, are correlated with financial advisor

switches. Third, unlike Francis et al. (2006) who document a positive effect of staying with

the same financial advisors on the second deal performance, we find that advisor switch

itself does not improve the second deal performance. The second deal performance is

improved only when switching firms “trade up” to investment banks with higher reputation.

Besides the studies on the choice of financial advisors in M&As, our paper is related

to another strand of literature that examines the underwriter’s switch decision in equity

issues. Firms regularly use investment banks for underwriting new security issues to the

public. James (1992) shows that the longer the time between an IPO and the follow-on

offering, the more likely a firm is to switch underwriters as the value of its firm-specific

information degrades. Krigman et al. (2001) provide evidence that investment bank repu-

tation and analyst coverage, but not prior underwriter performance, are the determinants

to underwriter switch. Burch et al. (2005) find that loyalty to an underwriting bank is

associated with lower (higher) fees for common stock (debt) offers.

Our paper contributes to the literature on the choice of M&A financial advisors by

documenting the possible factors explaining why acquirers switch their financial advisors

hired in the prior deals. Our study also adds to literature examining the choice of financial

advisors and M&A deal performance. Rau (2000), Bao and Edmans (2011), and Sibilkov

and McConnell (2014) have examined the relationship between M&A deal performance

and the characteristics of financial advisors, such as investment reputation, prior client

performance, advisory fees, etc. None of these papers, however, have examined the conse-

quences of financial advisor switch. Golubov et al. (2012) find that the financial advisor’s

reputation measured by investment bank market share is positively related to the deal

performance. We further show that when an acquirer “trades up” its financial advisors,

acquirer to market the deal to the target shareholders, obtain the information on the market’s reaction to
the deal, and participate in deal term negotiations.
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its deal performance will be improved.

The rest of the paper is organized into four sections. Section 2 reviews the institu-

tional background for advisor choice and motivates our hypotheses. Section 3 describes the

data and discusses the definition of advisor switch indicator variables and advisor reputa-

tion change indicator variables. Section 4 presents empirical evidence on the determinants

of advisor switch. The robustness tests are discussed in section 5. Section 6 provides a

summary of the results and major implications.

2 Hypotheses and empirical predictions

The primary objective of this paper is to improve our understanding of the economics

underlying an acquirer’s decision to switch financial advisors between two consecutive M&A

deals. In this section, we propose proxies for five aspects that may associate with an

acquirer’s financial advisor switch: prior deal performance, investment bank reputation,

time between the two deals, differences in the two deals, and differences between the two

target firms.

2.1 Prior performance hypothesis

The role of a M&A advisor is to assist its client in obtaining both a better deal price

and better terms than the client would have obtained without the advisor. Investment

banks, serving as financial advisors, may also propose potential acquisition candidates to

their clients. The existence of M&A advisors reduces the liability risk of directors and

managers by allowing them to claim that they relied on the expert advice in making their

decisions regarding M&As. In many cases, a firm hires an investment bank to explore

strategic opportunities for maximizing shareholders’ value or expanding its products and

services. If an acquirer makes two consecutive M&As, it may choose to retain its financial

advisors for both deals.

However, the actual role of investment banks in M&As is controversial, both because
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of the compensation they receive and because of potential conflicts of interest between the

bankers and their client firms. Rau (2000) as well as Bao and Edmans (2011) report that

the shares of investment banks in the corporate acquisition advisory market are unrelated

to the value created for their clients in their clients’ prior acquisition attempts. Rau

(2000) finds that an advisor’s reputation has a positive effect on the likelihood of deal

completion but not on the stock price of its client. The implication is that when acquirers

choose financial advisors in M&As, they do not take the value created by the advisors

in their prior takeover attempts into account. Contrary to these studies, Sibilkov and

McConnell (2014) find that prior client performance is a significant determinant of the

likelihood that an investment bank will be chosen as the advisor by future acquirers and

of the changes in investment banks’ shares of the advisory business over time.3 Given

the large M&A transaction value and the importance of such takeovers for acquirers, a

natural presumption is that a value-maximizing acquirer will choose its advisor based on

the advisor’s demonstrated ability to create value for its clients. Therefore we propose:

• Hypothesis (H1): Acquirers tend to change financial advisors in the second M&A

if the performance of the first deal is poor.

2.2 Investment bank reputation hypothesis

Previous studies on the choice of investment banks have been specifically focused on

the reputation of financial advisors. For example, Servaes and Zenner (1996) investigate

which factors lead to an acquirer’s choice of professional firms or in-house expertise and find

no relation between advisor reputation and bidder wealth. Kale et al. (2003) examine the

relative reputation between acquirer and target financial advisors and find that the absolute

wealth gains as well as the acquirer (target) share of total takeover wealth gain increases

3One concern on the findings in Sibilkov and McConnell (2014) is that if acquirers choose advisors based
on their prior client performance, clients would always choose the advisors who have created the greatest
value for them in the previous period and the advisory market would quickly devolve into one dominated
by a single “best” advisor. This is inconsistent with the actually observed multi-participant market for
advisory services.
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(decreases) as the reputation difference between acquirer and target financial advisors

increases. McLaughlin (1990) argues that reputation-building concerns bring investment

banks an incentive to improve their reputation so that they will complete deals at any cost

and protect the interests of their clients.

The quality of investment banks is difficult to be measured and it is usually taken

as an intangible factor. Yet high quality may be signaled by an investment bank’s market

share of the M&A advisory industry, which is a measure of investment bank reputation

in the previous studies (Rau, 2000). An acquirer may select an investment bank with a

higher reputation for some unquantifiable benefits. We posit that acquirers naturally flock

to financial advisors with higher reputation.

• Hypothesis (H2): Acquirers tend to hire a financial advisor with a better reputation

in the second M&A.

2.3 Pricing with setup costs hypothesis

Williamson (1979) defines a durable transaction-specific asset as “an asset that is

required for the transaction but not marketable or transferable to transactions involving

different parties”.4 During the repeated transactions, both suppliers and customers may

invest in durable transaction or relationship-specific assets because the average cost of

durable transaction-specific assets per transaction decreases with the increase in the num-

ber of transactions. However, the investment in transaction-specific assets makes it costly

for customers to switch suppliers during repeated transactions. This kind of “lock in” ef-

fect in the optimal contract pricing theory has been extensively analyzed (e.g., Klein et al.,

1978; Farrell and Shapiro, 1989).

The nature of financial advisor services in M&As suggests that financial advisors may

also invest in durable, transaction-specific assets when they expect that the same acquirer

4According to James (1992), training new employees some firm-specific skills in labor markets and
firm-specific information associated with establishing a credit relationship with external creditors are both
examples of transaction-specific assets.
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will engage in more acquisitions in the future. In particular, in the process of providing

advice on the deal, the investment bank obtains information concerning the acquiring firm’s

operations and management team that would be useful in advising subsequent deals. To

the extent that the value of transaction-specific assets depreciates over time, the longer the

interval between transactions, the less costly it will be to switch advisors. Therefore we

expect:

• Hypothesis (H3): Acquirers have a higher probability of switching financial advi-

sors if the time interval between two consecutive M&A deals is longer.

2.4 Deal difference hypothesis

Hayward (2003) suggests that acquirers are more likely to hire investment banks on

stock-financed acquisitions when they have previously used these banks, because invest-

ment banks may have specialized expertise to help their clients with certain types of deals,

such as a stock financed acquisition. Therefore, firms may switch financial advisors if the

payment method in the second deal is different from the one in the first deal. Hayward

(2003) finds that when an acquirer hires investment banks in a cash-financed acquisition,

it will be less likely for the acquirer to use the same investment banks in the subsequent

stock-financed acquisition.

• Hypothesis (H4a): Acquirers tend to switch financial advisors if the method of

payment in the first deal is different from the one in the second deal.

In addition, transaction costs may affect an acquirer’s decision to switch financial

advisors. One important component of the transaction costs is the financial advisor fees

paid by the acquirer. M&A advisory fees are usually one percent of deal value. This

ratio tends to increase (decrease) as deal size decreases (increases) (Kosnik and Shapiro,

1997). The importance of M&A advisory fees to investment banks gives advisors a strong

incentive to pitch M&A ideas to their current or prospective clients, often pushing them

10



into unnecessary deals of dubious value (Eccles and Crane, 1988). Evidence also suggests

that a buy-side M&A advisors’ valuation of the target is unaffected by its past provision

of investment bank services to the target (e.g., Calomiris and Singer, 2004; Calomiris and

Hitscherich, 2007). If the financial advisor fees in the first deal are high, a firm may not

stay with the same investment bank in the future. On the other hand, 80% of advisory

fees are contingent on the deal completion. Because our sample consists of only completed

deals, it is possible that adversary fees are not associate with financial advisor switch. We

have our next hypothesis:

• Hypothesis (H4b): Acquirers tend to switch financial advisors if the advisory fees

are more expensive in the first deal.

In our paper, we focus on the acquirer financial advisors in two consecutive deals.

Buy-side advisors help acquirers to evaluate the deal and determine a competitive bid

price. They usually prepare and coordinate documentation, value the target, assess the

proposed acquisition from strategic and financial perspectives, recommend how to finance

the acquisition, scout rival bidders, help the acquirer market the acquisition to the tar-

get’s shareholders, obtain feedback from stock market participants, and may participate

in negotiations with the target or its representatives. The buy-side advisors also often

recommend an offer price and deal terms, estimate a final price that includes fees and

expenses related to the merger, recommend a method of payment, and suggest negotiating

strategies (Fleuriet, 2008). If two consecutive deals are different in terms of some deal

characteristics, it is intuitive for an acquirer to use different financial advisors who have

deal-specific specialized expertise. Finally we predict that:

• Hypothesis (H4c): Acquirers tend to switch financial advisors if the first deal

characteristics are different from the second deal, such as tender offer, toehold, com-

petition, and hostile deal, etc.
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2.5 Firm differences hypothesis

Through repeated participation in M&A transactions in a certain industry, advisors

may accumulate industry-specific expertise that enables them to better assess firm value

and synergies, execute complex deals, and reduce transaction costs. When choosing advi-

sors among all candidate investment banks, acquirers may attach importance to a bank’s

expertise in industries that are of interest to them (Chang et al., 2016). It is possible that

acquirers may switch their prior financial advisors when the second deals are different from

the first ones in terms of target firm characteristics. For example, if two targets in a deal

pair are in the manufacturing and business equipment industries, the acquirer may hire

two different investment banks who have expertise in these two industries.

• Hypothesis (H5a): Acquirers tend to switch financial advisors if target firm char-

acteristics in the first deal are different from the ones in the second deal.

Similarly, acquirers may switch their financial advisors because their own financial

condition, growth opportunities, and risk premium at the announcement of the second deal

are different from the ones at the announcement of the first deal. This is because invest-

ment banks provide technical and tactical assistance to acquirers throughout the takeover

process by evaluating acquirer firm characteristics (Bodnaruk et al., 2009). Therefore it is

hypothesized as follow:

• Hypothesis (H5b): Acquirers tend to switch financial advisors if their own firm

characteristics in the first deal are different from the ones in the second deal.

3 Data and variable construction

3.1 Sample selection

To conduct our analyses, we start with all completed U.S. domestic M&As with

announcement dates between 1984 and 2015 from the Thomson Reuters Securities Data
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Company (SDC) Platinum Mergers and Acquisitions database.5 We require the acquirer

to be a public firm and the target to be a public, private, or subsidiary firm. Deals without

disclosed transaction value and small transactions with deal value less than $1 million are

excluded from our sample. In line with previous M&A studies, the percentage of target

shares acquired by acquirers must be higher than 50%. Applying the standard filters used

in the literature, we then exclude all transactions that are labeled as a minority stake

purchase, acquisition of remaining interest, privatization, repurchase, exchange offer, self-

tender, recapitalization, or spinoff. Because investment banks may have a closer connection

with financial firms than others, we exclude deals with acquirers or targets in the financial

industry. We further limit our sample to deals in which the acquirer has daily stock return

data from the Center for Research in Security Prices (CRSP) and the annual accounting

data from Compustat for at least one year prior to the deal announcement.

We study the switch of acquirer financial advisors between two consecutive deals in

the paper, therefore we only keep deals which are announced by the same acquirer within

three years.6 Deals without acquirer financial advisor information are also excluded from

our sample. Our final sample includes 1,230 paired deals.

Panel A of Table 1 presents the distribution of our sample by deal announcement

year. Consistent with the merger wave literature (e.g., Harford, 2005; Duchin and Schmidt,

2013), the frequencies of first deals, as well as second deals, peek in the late 1990s and drop

in the early 2000s. 8.62% of the first deals and 9.02% of the second deal are announced

in 1998. The deal frequencies also significantly drop follow the 2007 financial crisis. The

pattern of the first deals and second deals across years are similar to each other over our

sample period. We also report the frequency and percentage of the switchers in the second

deal by year. The results show that acquirers have switched to new financial advisors more

and more frequently since 1985. The trend peaks at 66.7% in 2015.

5The sample begins in 1984 because the information in the SDC database is less reliable before this
date (Chen et al., 2007).

6We identify a year as 360 days. Our results are qualitatively similar for the samples of deals announced
within 2 years and 1 year.
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Panel B of Table 1 presents the industry distribution of acquirers and targets in

our sample according to the Fama–French 10 industry classifications (Fama and French,

1997). Business Equipment and Healthcare are the top two industries for both acquirers

and targets ranked by M&A deal number, accounting for about 37% of the first deals and

38% of the second deals. We observe a similar industry distribution pattern in acquirers

and targets and in first deals and second deals. Panel A and B also demonstrate that

our sample includes deals from a wide range of time period and firms from diversified

industries. We also report the frequency and percentage of switchers in the second deal by

year. The results show that acquirers have switched to new financial advisors more and

more frequently since 1985. The trend peaks at 66.7% in 2015.

3.2 IB switch variable construction

In this section, we discuss the design of financial advisor switch variables in our

empirical analyses. 145 first deal acquirers and 153 second deal acquirers in our sample

hire multiple financial advisors in the M&As. The maximum numbers of financial advisors

hired in the first and second deals are both 5. To thoroughly measure all the financial

advisor switch scenarios, we adopt four different definitions of “advisor switch”.7

1. ALLIB, a binary variable that is equal to 1 if none of the financial advisors hired in

the first deal is retained as the financial advisors in the second deal, and 0 otherwise.

For example, ALLIB is equal 1 for a deal pair in which the first deals’ financial

advisors are A, B, and C; the second deal’s financial advisors are E and F.

2. HALFIB, a binary variable that is equal to 1 if more than half of the first deal’s

financial advisors are changed in the second deal, and 0 otherwise. For example,

HALFIB is equal to 1 for a deal pair in which the first deals’ financial advisors are

A, B, and C; the second deal’s financial advisors are B, C, D, and E.8

7We only consider the deal pairs in which financial advisors are hired by acquirers in both deals. We
exclude deal pairs in which financial advisors are hired by acquirers in the first deals, but no financial
advisors are hired in the second deals.

8In this example, the total number of changes is three because the acquirer no longer hires A but adds
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3. ANYIB, a binary variable that is equal to 1 if the first deal and the second deal do

not have the exactly same financial advisors, and 0 otherwise. For example, ANYIB

is equal 1 for a deal pair in which the first deals’ financial advisors are A, B, and C;

the second deal’s financial advisors are A and B.

4. LEADIB, a binary variable that is equal to 1 if the lead financial advisors hired in

the first deal is not the lead financial advisors in the second deal, and 0 otherwise.

This definition follows the prior literature on the underwriter switch in IPOs and

SEOs (Krigman et al., 2001). For example, LEADIB is equal to 1 for a deal pair in

which the first deal’s financial advisors are A, B, and C; the second deal’s financial

advisors are A and D; and A is the lead financial advisor in both deals.

Because SDC may report multiple codes for the same investment bank, we manually

check these codes and combine them into a single one if they refer to the same bank.

On the other hand, there have been significant M&A activities in the investment banking

industry during our sample period from 1984 to 2015. To account for this, we utilize the

data provided in Corwin and Schultz (2005), Ljungqvist et al. (2006), and Chang et al.

(2016), and combine them with those reported by SDC Platinum and other financial news

sources. The effective dates of bank mergers are obtained from Corwin and Schultz (2005),

supplemented by the other financial news sources.

A switch of financial advisors does not necessarily mean that financial advisors are

no longer used at all, reflecting that the financial advisors have been fired. Only ALLIB

indicates that all financial advisors in the first deal are no longer used at all in the second

deal. For the other three switch definitions, an acquirer might hire even more advisors in

the second deal than in the first deal. The investment banking industry also went through

active M&As over our sample period. Following Krigman et al. (2001), We do not exclude

deals advised by merged or acquired investment banks, because we are interested in the

decision to change financial advisors.

D and E in the second deal. There are three financial advisors in the first deal. number of advisor changes
number of first deal advisors =

1 > 1
2 .
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Panel A of Table 2 reports the numbers of acquirers that switch or do not switch

their financial advisors between two consecutive deals. Among 1,230 pairs of consecutive

deals, 54.39% of acquirers switch their financial advisors according to the definition of

“ALLIB”; 64.39% of acquirers switch their financial advisors according to the definition of

“HALFIB”; 64.72% of acquirers switch their financial advisors according to the definition

of “ANYIB”; and 58.46% of acquirers switch their financial advisors according to the

definition of “LEADIB”.

The summary statistics of deal and acquirer firm characteristics are presented in Panel

B of Table 2. The detailed definitions of these variables are described in Appendix A. We

report the number of observations, total sample mean, non-switcher sample mean, and

switcher sample mean, respectively. The last two columns present the statistics of mean

difference tests (t-stat.) and median difference tests (z-stat.) between the non-switcher

and switcher samples. The summary statistics show that our M&A sample is similar to

those used in previous studies of U.S. M&As. For the first deal, switchers have significantly

lower transaction value, less toehold, and larger acquirer firm size than non-switchers. For

the second deal, switchers have significantly higher transaction value, a higher possibility

of tender offers, a lower possibility of hostile offers, a higher possibility of public targets,

less completion time, and a larger acquirer firm size than non-switchers.

3.3 IB reputation change variable construction

In this section, we discuss the definition of investment bank reputation change indi-

cator variables in our empirical analyses. The role of investment bank reputation has been

explored in initial public offerings (e.g., Beatty and Ritter, 1986; R.Booth and Smith, 1986;

Titman and Trueman, 1986). Carter and Manaster (1990) provide empirical evidence that

bankers seek to protect their reputations. Several proxies for investment bank reputation

have been developed in the IPO literature. Megginson and Weiss (1991) use the relative

market share of investment banks as a proxy for their reputation. We follow the M&A

financial advisor literature (e.g., Rau, 2000) and use market share and relative market
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share to measure investment bank reputation. We adopt four different definitions of “IB

reputation change indicators”:

1. Average reputation (IBRPT AVG): It is the average market share of investment

banks hired by acquirers. The market share is defined as transaction value allocated

to each advisors divided by the total transaction value over the previous five (three)

years before the deal announcement.

2. Maximum reputation (IBRPT MAX): It is the maximum market share of investment

banks hired by acquirers. The market share is defined as transaction value allocated

to each advisors divided by the total transaction value over the previous five (three)

years before the deal announcement.

3. Summation reputation (IBRPT SUM): It is the total market share of investment

banks hired by acquirers. The market share is defined as transaction value allocated

to each advisors divided by the total transaction value over the previous five (three)

years before the deal announcement.

4. Lead reputation (IBRPT LEAD): It is the market share of lead investment banks

hired by acquirers. The market share is defined as transaction value allocated to

each advisors divided by the total transaction value over the previous five (three)

years before the deal announcement.

4 Empirical results

In this section, we present both univariate comparisons of the switching and non-

switching groups of deal pairs, and multivariate probit (logit) estimations corroborating

variables that are significant in the univariate tests.
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4.1 Why do acquirers switch financial advisors?

4.1.1 Univariate tests

Table 3 presents the summary statistics for the financial advisor switch associated

factors discussed in the previous sections and tests of differences between the means (me-

dians) of these variables for advisor switching deal pairs and non-switching deal pairs.

Advisor switching deal pairs are not statistically different from non-switching deal pairs

with respect to first deal cumulative abnormal returns (CARs) that are proxies for the first

deal performance. Advisor switching deal pairs have significantly greater investment bank

reputation change dummies, suggesting that acquirers choose investment banks with higher

reputation when they switch financial advisors between two consecutive M&As. In addi-

tion, the numbers of calendar days between two consecutive M&As are statistically higher

for the advisor switching deal pairs than for the non-switching deal pairs. This indicates

that the cost of switching financial advisors decreases over time. Finally, switchers and

non-switchers exhibit different deal and firm characteristics for the change in tender offer,

the change in method of payment, the change in toehold, the change in target industry,

the change in public target, and the change in acquirer leverage.

The univariate tests also suggest that financial advisor switchers are not statistically

different from non-switchers with respect to the change in acquirer advisor fee, the change

in hostile deal, the change in deal competition, the change in completion time, and the

change in relative size.

4.1.2 Multivariate tests

Next we estimate probit and logit regressions to distinguish among the possible ex-

planations for financial advisor switch.

Hypothesis 1 predicts that prior deal performance affects an acquirer’s decision of

switching financial advisors. Table 4 presents the regression results of both probit and

logit regressions of a dichotomous variable representing an acquirer’s choice of switching
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its prior financial advisors on the first deal acquirer CARs. The dependent variable is equal

to 1 for acquirers that change their first deal financial advisors, and 0 otherwise. Because we

define multiple four “switch” variables (ALLIB, HALGIB, ANYIB, LEADIB) to measure

financial advisor switch, we estimate separated probit and logit regressions for each switch

definition. In addition, five different windows for CARs are presented: (−1, 1), (−2, 2),

(−3, 3), (−5, 5), (−20, 5). Year fixed effects are controlled for all forty regression results

reported in Table 4. None of the five CAR coefficients are statistically significant, and their

signs are mixed, which is inconsistent with our hypothesis 1. Therefore, we conclude that

acquirers’ prior deal performance is not associated with the switch of financial advisors in

the next deal.

Hypothesis 2 predicts that the reputation of financial advisor is related to on an

acquirer’s decision of switching financial advisors. Table 5 reports the regression results of

advisor switch variables on the change of investment bank reputation from the first deal to

the second deal. Both probit and logit regressions are estimated based on a sample of 1,230

paired deals that are carried out by the same acquirer within three years. The dependent

variable is equal to 1 for acquirers that change their first deal financial advisors, and 0

otherwise. The same as Table 4, we adopt four different definitions of advisor switch. To

measure the change of investment bank reputation from the first deal to the second deal,

we use ten different definitions because some of our sample acquirers use multiple financial

advisors. Year fixed effects are controlled for in all regressions. In Panel A of Table

5, the investment bank reputation change dummy variables are defined according to the

investment bank market shares information over five years before the deal announcement.

The results in Panel A show that the coefficients of all ten investment bank reputation

measurements are positive and statistically significant at 1% level. In Panel B of Table

5, we measure the investment bank reputation change dummy variables according to the

investment bank market shares information over three years before the deal announcement.

The results reported in Panel B are qualitatively similar to those reported in Panel A.

As shown in Table 5, acquirers will switch their financial advisors used in the first
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deals to obtain the services of financial advisors with a higher reputation in the second

deals, which supports our Hypothesis 2. All four measurements of investment reputation

indicate a consistent result: investment bank reputation is associated with the switch of

financial advisors. We further check if this result remains robust after controlling for the

reputation of the financial advisors in the first deal. In untabulated tests, we add the

reputation of the financial advisors in the first deal as control variables in the regressions

of Table 5. All the coefficients of reputation change dummy variables remain positive and

statistically significant. The reputation incentive of switching financial advisors does not

depend on the level of first deal advisors’ reputation.

Hypothesis 3 predicts that acquirers tend to switch financial advisors when the in-

terval between two consecutive deals is longer. Table 6 presents the regression results of

investment bank switch variables on the change of deal characteristics from the first deal to

the second deal. Both probit and logit modeled are estimated based on a sample of 1,230

paired deals that are carried out by the same acquirer within three years. The dependent

variable is equal to 1 for acquirers that switch deal financial advisors, and 0 otherwise. The

regressions are similar to those reported in Table 4.

The results in Table 6 show that the coefficients of the days between two deals are

all positive and statistically significant at 1% level. When the time between two M&As

is longer, an acquirer has a higher probability to switch financial advisors in the second

deal. It is consistent with the findings in James (1992) that the likelihood of firms changing

underwriters in a subsequent SEO is positively related to the time between the IPO and

SEO. Because the transaction-specific asset depreciates over time, the longer the expected

interval between two transactions, the less costly it will be to replace the transaction-specific

asset. In M&As, the longer time between the two consecutive deals, the less valuable will

be the connection between the acquirer and the financial advisors hired in the first deal,

therefore the less costly for an acquirer to switch financial advisors in the second deal.

Hypothesis 4 predicts that deal characteristics may affect an acquirer’s decision to

switch financial advisors. Results in Table 6 show that the coefficients of the change in
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tender offer and the change in cash payment are positive and statistically significant. Once

the second deal is different from the first one in terms of the tender offer, the acquirer

will tend to switch its prior financial advisors. In addition, the change in cash payment

is positively significant. Acquirers will switch their financial advisors when the payment

method changes, which is consistent with the findings in Hayward (2003).

The change in toehold is negative and statistically significant. Betton and Eckbo

(2000) report a significantly negative relation between toeholds and target premiums.

Greater bidder toeholds (prebid ownership of target shares) reduce the probability of com-

petition and target resistance and are associated with both lower bid premiums and lower

prebid target stock price runups. The expected payoff to target shareholders is decreasing

in the bidder’s toehold.

Table 6 also show that the change in advisory fees is not significant in any of our

advisor “switch ” definitions, indicating that an acquirer does not change its financial

advisors because of advisory fees. This is consistent with the findings in McLaughlin

(1990) and McLaughlin (1992) that more than 80% of the advisory fees are contingent on

deal completion. The change in completion time is not one of the factors associated with

the switch decision. At last, the competition in M&As does not lead an acquirer to switch

its financial advisors.

Hypothesis 5 predicts that both acquirers and targets characteristics would induce to

the switch of acquirer financial advisors. Table 7 presents regression results of investment

bank switch variables on the change of firm characteristics from the first deal to the second

deal. The results show that acquirers are more likely to switch financial advisors in the

second deal when two deal targets are in different industries or when one deal target is a

public firm and the other deal target is a private firm. In addition, an acquirer will tend to

switch its financial advisors when its own leverage has changed between two consecutive

deals. The change in relative size is positive and statistically significant in three advisor

switch: HALFIB, ANYIB, LEADIB. It suggests that the change in relative size is sensitive

to the definition of advisor switch.
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4.1.3 Comprehensive results

Finally, we simultaneously test all four hypotheses by including all variables in one

model of financial advisor switching. We use the first deal acquirer CAR over the 3-day

event window (-1, +1) as the proxy for the first deal performance and use the average

investment bank reputation change dummy based on the investment bank market share

information over five years before the deal announcement as the proxy for the change of

investment bank reputation.

Table 8 reports the regression results. The comprehensive estimation reveals that the

investment bank reputation improvement, the time between two consecutive M&As. the

change in tender offer, the change in toehold, the change in target industry, the change in

target public status, the change in relative size, the change in acquirer leverage, are impor-

tant to the decision to change financial advisors for the second M&A. As in the separated

tests, we fail to find that firms sanction their financial advisors for poor performance in

the first deal.

4.2 Does financial advisor switch improve the second deal per-

formance?

We have shown that to increase the reputation of investment banks is an important

factor associated with an acquirer’s decision to switch financial advisors in M&As. Previous

literature also suggests that the reputation of the investment banks appointed as M&A

financial advisors is positively related to the M&A announcement returns (Rau, 2000).

Next, we examine whether the switch of financial advisors and the increase of investment

bank reputation may improve M&A deal performance.

Table 9 reports the regression of the second deal acquirer announcement returns on

the financial advisor switch and investment bank reputation variables. The dependent

variable is the second deal acquirer CAR over the 3-day event window (−1,+1). We add

an interaction term of the switch variable and investment bank reputation improvement

22



indicator variable. The coefficient of the interaction term represents the marginal effect of

the financial advisor switch jointly with the investment bank reputation increase on the

acquirer announcement returns. We control for a series of deal and firm characteristics

that are generally used in the previous M&A studies on acquirer announcement returns.

Year fixed effects are also controlled for all regressions.

The results in Table 9 show that the coefficients of advisor switch indicator variables

are all negative, and some of them are statistically significant, suggesting that the switch

of financial advisors in M&As alone may not improve the deal performance.9 However the

all the coefficients of the interaction term between the advisor switch and the change of

investment bank reputation are positive and statistically significant. It is important to

note that the coefficients of the interaction terms are generally larger than those of the

advisor switch variables, indicating that an acquirer’s CARs in the second deal will get

improved if it switches to financial advisors with higher reputation. These results reinforce

our hypotheses and show why acquirers choose to change their prior financial advisors.

5 Robustness tests and further discussions

In this section, we explain the analyses we perform to assess the robustness of our

results.

5.1 The Financial Services Modernization Act of 1999

The Financial Services Modernization Act, also know as the Gramm-Leach-Biley Act

(GLBA), was effective on November 12, 1999 and repealed part of the Glass-Steagall Act of

1933. The GLBA removed barriers between commercial banks and investment companies

in the U.S. financial market that prohibited one institution from doing business in both

the commercial bank and investment bank industries. After 1999, we observe a surge of

9The coefficients of the reputation change dummy are all negative and statistically significant. But the
reputation change between two consecutive deals is not a firm choice variable. Even if an acquirer keeps
all financial advisors used in the first deal, the reputation of these investment banks may still change over
time.
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M&A activities between commercial banks and investment banks in the banking industry.

Therefore, acquirers may change their deal advisors either because the previous ones do

not exist any more or because they have more advisor candidates in the financial advisory

market after 1999. Furthermore, the GLBA imposes an exogenous shock on the market

shares of investment banks in the financial advisory industry, which affects the investment

bank reputation proxy variables in our empirical analysis. To mitigate these two concerns,

we restrict our sample period to be between 2000 and 2015 and check the robustness of

our results in Table 5. In the untabulated tests, we find that the subsample test results

are qualitatively the same as those reported in Table 5.

5.2 Advisor switch and goodwill impairment

Previous accounting literature usually uses goodwill impairments to measure the

long-term performance of M&As. Goodwill impairment losses are taken as an indication

of a low quality investment (e.g. Gu and Lev, 2011; Goodman et al., 2013). To further

test the effect of financial advisor switches on post-deal long-term performance, we use

goodwill impairments as an alternative proxy to measure deal quality. In general, firms

do not provide detailed information about goodwill impairments. We need to verify, with

purchase price allocation data, whether a reported goodwill impairment is related to a

specific deal. To confirm the relationship between price allocation and future goodwill

impairment, we read acquiring firms’ 10-K reports filed after the deal completion. We

focus on the second deals in our sample and manually code the indicator variable GWI

that takes a value of 1 (0) if a firm records (does not record) goodwill impairment losses

related to the specific second deal in the three-year period following the deal completion.

Some acquirers clarify specific deals with reported goodwill impairments in their 10-K

reports. For the other cases in which acquirers do not identify targets related to goodwill

impairments, we assume that a goodwill impairment is related to a target if the business

of the target is the same as the business of the segment reporting the goodwill impairment.

In the untabulated results, we find that switching to financial advisors with higher
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reputation does not have a significant effect on the probability of goodwill impairments,

which is not consistent with what we find in Table 9. However, our results are in line with

the explanation that advisor switch may like a window-dressing that does not improve the

long-term deal performance.

5.3 Common advisors

Agrawal et al. (2013) study the determinants of common or separate financial advisors

in M&As. Among 6, 272 deals during the period 1981–2005 in their sample, acquirers and

targets choose common advisors in 98 deals. The higher probability of using common

advisers is associated with several deal characteristics, but deals with common advisors do

not have better deal quality than deals with separate advisors. In our sample, deals with

common advisors are even rarer than those in the sample of Agrawal et al. (2013). Among

1, 230 sequential deal pairs, 6 pairs have common advisors in the first deals and 3 pairs

have common advisors in the second deals. There is not any deal pair in which both deals

use common advisors. For 3 deal pairs with common advisors in the second deals, we do

not find advisor switch in terms of ALLIB and LEADIB. Given the small number of deals

with common advisors in our sample, the choice of common advisors is not associated with

the choice of advisor switches.

6 Conclusions

Using a large sample of firms which announced two consecutive acquisitions within

three years during 1984-2015, we examine the possible factors associated with acquirers

switching financial advisors and the effect of the switch decisions on the acquirers’ an-

nouncement returns in the second deal. Four common themes are shown in our empirical

analyses that help us understand why acquirers switch financial advisors.

First, switching is not primarily driven by dissatisfaction with the services of financial

advisors in the first deal. Both univariate tests and multivariate tests show that the first
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deal performance, measured by acquirer CARs at the announcement, does not induce the

acquirers to change their financial advisors. The second finding is that acquirers, when

possible, trade up to financial advisors with a higher reputation in the second M&A deal.

We show that overall investment bank reputation is a key factor in the choice of M&A

financial advisors. The third finding is that firms will change their prior financial advisors

if the days between consecutive deals are longer. Consistent with the prior literature, to the

extent that transaction-specific asset depreciates over time, the longer the interval between

two M&A deals, the less costly the acquirers will switch their financial advisors. The final

finding is that firms regularly switch their financial advisors in the first deals when some

characteristics of the second deals are different from the first ones’. This suggests that

acquirers tend to switch financial advisors when some firm and deal characteristics change

between two consecutive deals. The new advisors may fit the second deals better than the

first ones.

The findings of this paper imply that the reputational mechanism does function in

the financial advisory industry and acquirers tend to choose financial advisors according

to the characteristics of corresponding deals.
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Appendix A

See Table A1.

Table A1: Variable definitions

This table provides variable definitions and corresponding data sources. CRSP refers to
the Centre for Research in Security Prices, SDC refers to Thomson Reuters Securities Data
Company.

Variable Definition Source

Deal outcomes and characteristics

CAR [X,Y ] Cumulative abnormal returns over the event window

[X,Y ] days surrounding the acquisition announcement.

The benchmark is estimated by the market model with

the CRSP value-weighted index over the

pre-announcement window (−300,−46)

CRSP

Transaction value Value of transaction, in million dollars. SDC

Relative size The ratio of transaction value to acquirer total asset at

the end of the fiscal year before the deal is announced.

SDC/Compustat

Related industry 1 if the target and the acquirer have the same 2-digit

SIC code, 0 otherwise.

SDC

Tender 1 for tender offers, 0 otherwise. SDC

Hostile 1 for hostile deals, 0 otherwise. SDC

Toehold 1 if the acquirer has already held a certain percentage of

the target shares at the announcement, 0 otherwise.

SDC

Public 1 if the target is a public firm, 0 otherwise. SDC

Cash 1 for deals financed fully with cash, 0 otherwise. SDC

Competition 1 if there is at least one competing bidder for the same

target at the deal announcement, 0 otherwise.

SDC

Fee Total investment bank fee paid by an acquirer, in

million dollars

SDC

Completion time Number of days between announcement and effective

dates.

SDC

Acquirer firm characteristics

Assets Book value of total assets . Compustat

Tobin’s Q Tobin’s Q at the end of the fiscal year before the deal is

announced, following Baker and Wurgler (2002).

Compustat

Leverage Ratio of book value of debt to book value of total assets

in fiscal year end before the deal is announced.

Compustat

Cash/assets Cash holding, normalized by total assets. Compustat

ROA Operating income before depreciation divided by total

assets.

Compustat

Difference between two consecutive deals

Calendar days change The number of calendar days between the

announcement dates of two consecutive deals

SDC

Continued on next page
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Table A1 – continued from previous page

Variable Definition Source

Target industry

change

1 if the targets in two consecutive deals have the

different first three digit SIC codes, 1 otherwise.

SDC

Target Public/Private 1 if one of the targets in two consecutive deals is a

public firm and the other is not, 0 otherwise.

SDC

Relative Size Change The absolute value of the difference between

Relative size in two consecutive deals.

SDC

Advisor fee change The ratio of advisor fees paid by the acquirer to

transaction value in the second deal minus the one in

the first deal.

SDC

Tender Offer Change 1 if one of the two consecutive deals is a tender offer

deal and the other is not, 0 otherwise.

SDC

Acquirer Leverage

change

Leverage of acquirer in the second deal minus the one in

the first deal

SDC

Hostile Change 1 if one of the two consecutive deals is a hostile takeover

and the other is not, 0 otherwise.

SDC

Competition Change 1 if one of the two consecutive deals has at least one

competitor and the other does not, 0 otherwise.

SDC

Cash Payment

Change

1 if one of the two consecutive deals is cash-only deal

and the other is not, 0 otherwise.

SDC

Toehold Change 1 if one of the two consecutive deals has non-zero

toehold and the other has zero toedhold, 0 otherwise.

SDC

Completion Time

Change

Completion time of the first deal minus completion time

of the second deal

SDC

Investment bank reputation

IBRPT1 AVG 5(3)Y 1 if the average market share of investment banks hired

in the second deal is greater than the one in the first

deal, 0 otherwise. The market share is defined as the

transaction value allocated to each advisor divided by

the total transaction value over the previous five (three)

years before the deal announcement.

SDC league table

IBRPT1 MAX 5(3)Y 1 if the maximum market share of investment banks

hired in the second deal is greater than the one in the

first deal, 0 otherwise. The market share is defined as

the transaction value allocated to each advisor divided

by the total transaction value over the previous five

(three) years before the deal announcement.

SDC league table

IBRPT1 SUM 5(3)Y 1 if the total market share of investment banks hired in

the second deal is greater than the one in the first deal,

0 otherwise. The market share is defined as the

transaction value allocated to each advisor divided by

the total transaction value over the previous five (three)

years before the deal announcement.

SDC league table

Continued on next page
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Table A1 – continued from previous page

Variable Definition Source

IBRPT1 LEAD 5(3)Y 1 if the market share of the first investment bank

reported by SDC in the second deal is greater than the

one in the first deal, 0 otherwise. The market share is

defined as the transaction value allocated to each

advisor divided by the total M&A industry transaction

value over the previous five (three) years before the deal

announcement.

SDC league table

IBRPT2 AVG 5(3)Y 1 if the average market share of investment banks hired

in the second deal is greater than the one in the first

deal, 0 otherwise. The market share is defined as the

transaction value allocated to each advisor divided by

the subtotal transaction value with acquirer financial

advisors over the previous five (three) years before the

deal announcement.

SDC league table

IBRPT2 MAX 5(3)Y 1 if the maximum market share of investment banks

hired in the second deal is greater than the one in the

first deal, 0 otherwise. The market share is defined as

the transaction value allocated to each advisor divided

by the subtotal transaction value with acquirer financial

advisors over the previous five (three) years before the

deal announcement.

SDC league table

IBRPT2 SUM 5(3)Y 1 if the total market share of investment banks hired in

the second deal is greater than the one in the first deal,

0 otherwise. The market share is defined as the

transaction value allocated to each advisor divided by

the subtotal transaction value with acquirer financial

advisors over the previous five (three) years before the

deal announcement.

SDC league table

IBRPT2 LEAD 5(3)Y 1 if the market share of the first investment bank

reported by SDC in the second deal is greater than the

one in the first deal, 0 otherwise. The market share is

defined as the transaction value allocated to each

advisor divided by the subtotal transaction value with

acquirer financial advisors over the previous five (three)

years before the deal announcement.

SDC league table

IBRPT3 MIN 5(3)Y 1 if the highest ranking of the investment banks hired in

the second deal is lower than the one in the first deal, 0

otherwise. The ranking is defined by an investment

bank’s market share of total M&A industry transaction

value, with lower number referring to higher ranking.

SDC league table

Continued on next page
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Table A1 – continued from previous page

Variable Definition Source

IBRPT3 LEAD 5(3)Y 1 if the ranking of the first investment bank reported by

SDC in the second deal is lower than the one in the first

deal, 0 otherwise. The ranking is defined by an

investment bank’s market share of total M&A industry

transaction value, with lower number referring to higher

ranking.

SDC league table

Switch

ALLIB 1 if none of the investment banks hired in the first deal

is retained as the financial advisor in the second deal, 0

otherwise

SDC

HALFIB 1 if more than half investment banks hired in the first

deal are changed, 0 otherwise.

SDC

ANYIB 1 if the investment banks hired in the first deal are not

exact the same as the ones hired in the second deal, 0

otherwise.

SDC

LEADIB 1 if the first investment bank reported by SDC as the

financial advisor in the first deal is not the one in the

second deal, 0 otherwise.

SDC
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Table 1: Sample distribution

Panel A. Distribution of M&As by year. This panel presents the numbers of M&A
deals by year. Our sample includes 1, 230 firms that announced two M&As within three
years between 1984 and 2015. We report the frequency of the first deal, the frequency of
the second deal, the frequency of the switchers in the second deal, and the percentage of
the switchers in the second deal, respectively.

First Deal Second Deal

Year Freq. Freq. Switcher Freq. Percentage

1984 1 0
1985 18 4 1 25.0%
1986 24 20 8 40.0%
1987 17 16 10 62.5%
1988 8 19 8 42.1%
1989 11 11 5 45.5%
1990 12 10 5 50.0%
1991 6 7 4 57.1%
1992 11 10 4 40.0%
1993 21 16 6 37.5%
1994 33 24 11 45.8%
1995 57 49 18 36.7%
1996 81 52 18 34.6%
1997 85 74 39 52.7%
1998 106 111 68 61.3%
1999 101 104 58 55.8%
2000 73 82 39 47.6%
2001 50 54 26 48.1%
2002 49 51 33 64.7%
2003 35 42 25 59.5%
2004 51 46 25 54.3%
2005 47 54 34 63.0%
2006 40 40 21 52.5%
2007 39 46 25 54.3%
2008 22 27 17 63.0%
2009 26 16 10 62.5%
2010 34 38 24 63.2%
2011 33 27 16 59.3%
2012 42 35 16 45.7%
2013 49 43 28 65.1%
2014 39 45 29 64.4%
2015 9 57 38 66.7%

Total 1,230 1,230 669
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Table 2: Summary statistics

Panel A. Non-switchers vs. switchers. This panel reports the numbers acquirers
that switch or do not switch their financial advisors for two consecutive deals. ALLIB is
equal to 1 if not a single investment bank hired in the first deal is retained as the financial
advisor in the second deal, and 0 otherwise. HALFIB is equal to 1 if more than half of the
investment banks hired in the first deal are retained as the financial advisors in the second
deal, and 0 otherwise. ANYIB is equal to 1 if at least one investment bank hired in the
first deal is retained as the financial advisor in the second deal, and 0 otherwise. LEADIB
is equal to 1 if the first investment bank reported by SDC as the financial advisor in the
first deal is the same as the first one reported by SDC as the financial advisor in the second
deal, and 0 otherwise. Our sample includes 1, 230 firms that announced two M&As within
three years between 1984 and 2015.

Non-switchers Switchers Total
Obs. Percent Obs. Percent Obs.

ALLIB 561 45.61% 669 54.39% 1,230
HALFIB 438 35.61% 792 64.39% 1,230
ANYIB 434 35.28% 796 64.72% 1,230
LEADIB 511 41.54% 719 58.46% 1,230
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Panel B. Summary statistics of deal characteristics This panel reports the summary
statistics of deal characteristics. Our sample includes 1, 230 firms that announced two
M&As within three years between 1984 and 2015. Data are provided at the time of the first
deal and second deal. Summary statistics are presented for the total sample, non-switcher
sample, and switcher sample. The last two columns report the t-test and Wilcoxon test
results of the difference between the non-switcher and switcher sample. Detailed definitions
of all variables can be found in Appendix A. Significance at the 0.01, 0.05, and 0.10 levels
is indicated by ∗ ∗ ∗, ∗∗, and ∗, respectively.

Difference

Variable Obs. Total Non-switchers Switchers t-stat. z-stat.

First deal characteristics
Transaction value 1,230 1,052.14 1,140.64 977.92 0.56 -3.69***
Relative size 1,230 0.50 0.46 0.54 -0.69 -0.24
Related industry 1,230 0.39 0.40 0.38 0.68 0.68
Tender 1,230 0.10 0.10 0.10 -0.30 -0.30
Hostile 1,230 0.01 0.01 0.01 1.16 1.16
Toehold 1,230 0.44% 0.53% 0.37% 0.77 2.02**
Public 1,230 0.37 0.35 0.38 -0.97 -0.97
Cash 1,230 0.33 0.32 0.35 -1.10 -1.11
Competition 1,230 0.02 0.02 0.02 0.66 0.66
Fee 1,230 0.74 0.80 0.69 0.52 0.28
Completion time 1,230 84.47 86.72 82.59 0.76 -0.32
Acquirer Assets 1,230 9,177.02 6,395.28 11,509.68 -2.32** -2.48**
Acquirer Tobin’s Q 1,105 2.94 2.95 2.94 0.04 0.48
Acquirer Leverage 1,107 46.93% 47.43% 46.50% 0.65 0.31
Acquirer Cash/assets 1,230 19.84% 19.79% 19.89% -0.08 0.06
Acquirer ROA 1,230 0.03 0.03 0.03 -0.33 -0.49

Second deal characteristics
Transaction value 1,230 1,113.21 1,010.08 1,199.69 -0.79 -3.70***
Relative size 1,230 0.49 0.45 0.53 -0.64 -0.56
Related industry 1,230 0.38 0.37 0.38 -0.43 -0.43
Tender 1,230 0.11 0.09 0.13 -2.17** -2.17**
Hostile 1,230 0.01 0.02 0.01 1.81* 1.81*
Toehold 1,230 0.42% 0.72% 0.16% 2.81*** 2.85***
Public 1,230 0.39 0.36 0.41 -1.96* -1.96*
Cash 1,230 0.34 0.27 0.40 -4.66*** -4.62***
Competition 1,230 0.03 0.03 0.03 0.52 0.52
Fee 1,230 0.82 1.01 0.67 1.44 -0.30
Completion time 1,230 86.53 92.11 81.86 1.84* -0.71
Acquirer Assets 1,230 10,228.43 7,701.48 12,347.45 -2.12** -3.05***
Acquirer Tobin’s Q 1,112 2.74 2.91 2.60 1.35 1.21
Acquirer Leverage 1,113 48.51% 48.03% 48.91% -0.65 -1.05
Acquirer Cash/assets 1,229 17.91% 18.43% 17.48% 0.83 0.98
Acquirer ROA 1,230 0.02 0.03 0.02 1.31 0.53
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