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ABSTRACT

Organizational justice represents the study of fairness in organizational settings and
there is evidence of substantive relationships between an individual’s perception of
fairness in the workplace and their attitudes and behaviours. This subject has been
largely overlooked in the context of an organizational merger or acquisition, which,
considering the impact of employee resistance to change and its relationship with the
persistently low achievement rate in mergers and acquisitions, raises a call for its
potential influence to be examined. The study investigates the dynamics of perceived
fairness within the specific change mechanisms of an organizational merger, and, in
particular, considers the antecedents and outcomes of such a phenomenon. The use of a
mixed methods design encompassed four separate phases, three of which were
conducted within a recently merged university business school. In the first phase a
survey revealed that fairness was an important factor in the employee evaluation
process. Phase 2 consisted of a series of 25 staff interviews identifying and exploring
the antecedents of organizational justice. In Phase 3, a second survey was introduced to
test the significance of the key relationships to emerge from Phase 2. An NHS Trust,
formed through the merger of two previously independent Trusts, provided the setting
for Phase 4 of the study where the second survey, introduced during Phase 3, was
administered amongst 386 employees. It was established from this study that the main
antecedents of organizational justice evolved from ineffective communication
mechanisms, a distrust of authorities and the merger procedures they implemented. The
outcome of these perceived injustices was a belief that there had been a breach of
psychological contract. The effect on behavioural and attitudinal outcomes from these
perceived injustices was lower organizational citizenship behaviour, lower affective

commitment and an increase in the intention to leave the organization in the near future.
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CHAPTER 1

Introduction

1.1 Context of the Research
Fair treatment of the employee is a much debated subject in organizations, and studies
that examine both the conditions that will influence an individual’s perception of
fairness and their subsequent reactions, are well-documented (for example see Bies and
Moag, 1986; Folger, 1993; Greenberg and Wiethoff, 2001). The relationship between
increased uncertainty and perceived organizational justice (fairness) during
organizational change has been identified (Bordia, Hunt, Paulsen, Tourish and DiFonzo,
2004; van den Bos and Lind, 2002) along with concerns of the subsequent affect upon
behavioural and attitudinal outcomes. This study investigates the dynamics of perceived
fairness within the specific change mechanisms of an organizational merger and, in

particular, considers the antecedents and outcomes of such a phenomenon.

Encouraged, in part, by a desire for competitive efficiency in our increasingly globalised
societies, there has been a significant proliferation in popularity of mergers and
acquisitions as an organisational developmental growth strategy over the last 25 years.
Exponential growth of mergers and acquisitions, by both value and number of deals,
occurred during the late 1990s and, following a dip due to the early financial recession,
growth has returned to a similar resurgent pattern since 2004. As an indication, the
number of global deals increased from just fewer than 3,000 in 1983 to over 30,000 in
2007, and by value from US$84.9bn to US$3,974.5bn (Thomson One Banker, 2008).
Many motives present a compelling case for this method of integration, including:

i) access to global markets, ii) diversification, iii) the opportunity to achieve operational
efficiencies, iv) the opportunity to innovate through new capabilities and resources and
V) benefits from increasing stability of the external environment through control of a
supplier or competitor (see, for example, Hitt and Pisano, 2004; Horwitz et al., 2002;
Worley and Cummings, 2001). Achieving such strategic objectives may present the

organization with an opportunity to strengthen its resources and competences, perhaps



providing the competitive advantage pursued through this developmental growth
strategy.

Johnson and Scholes (2002) define three forms of developmental strategy for
organizations: internal development, acquisition and alliances. In comparison to other
developmental growth strategies Horwitz et al. (2002) propose “Merger and acquisition
strategies seek competitive advantages which organic growth cannot achieve” (p.2).
They cite as major advantages, the acquisition of new capabilities and resources in
addition to the potentially unrivalled opportunity for cost cutting. Furthermore, they
provide greater control than the alternative options of licensing or forming alliances
(King, Dalton, Daily and Covin, 2004). It is therefore recognised that this form of
integration has the potential to offer a number of benefits to the organization and, in
particular, when compared to alternative strategies such as organic growth or an

alliance, the ability to grow the organization with an almost immediate effect.

However, despite the considerable increase in mergers and acquisitions over the last
three decades it is also acknowledged that during this period there has been a continuing
failure to achieve pre-acquisition strategic objectives (Cartwright and Schoenberg,
2006; Hubbard, 2001). While discussion has been directed on issues such as financial
performance and resistance to change it is evident, following extensive review, that
there is still a failure for organizations to successfully integrate, and the consistency of

underachievement is endemic.

1.2 Research Problem

It becomes apparent that the consistently high rate of failure to achieve integration
objectives has been, in part, a failure to understand the complexities of successfully
managing people through the transition of change. In particular, employee resistance in
response to cultural change and the need to transform identities has developed barriers
to integration (for example see Larsson 1990; Lipponen, Olkkonen and Moilanen,
2004). A widespread claim is that over half of all mergers and acquisitions that fail to
meet their strategic objectives of integration do so because of difficulties originating
from the attempted combination of employees from the integrating organizations (Davy,
Kinicki, Kilroy and Scheck, 1988; Marks and Cutcliffe, 1988). Full integration should



result in the emergence of a new organization that assimilates the working practices and
policies of the old organizations and a transformation for employees from those
organizational identities to a new organizational identity that encompasses a shared
cultural meaning. However, barriers are often created by an employee resistance to
these changes resulting in an endeavour by authorities to drive through the necessary
integration of operational functions without the full support of employees. Identifying
and understanding the reasons why individuals resist the change to a new organization
is therefore important if they are to be encouraged to transfer their identities and

embrace the developing shared meaning of the new organizational culture.

One of the recognised levers of employee change resistance is whether they feel the
changes being undertaken in the workplace have been fairly applied (Folger and
Cropazano, 1998; Thornhill and Saunders, 2003). Organizational justice is the
psychological concept of fairness as perceived by the employee in relation to its three
dimensions consisting of: i) the distributions or outcomes (distributive justice), ii) the
procedures by which those distributions are determined (procedural justice) and iii) the
communication of the distributions (interactional justice). Support for the notion that
perceived organizational justice has been identified as influencing workplace attitudes
and behaviours (for example see Moorman, 1991; Sitkin and Bies, 1993) such as a
resistance to change, served to highlight a requirement to understand the dynamics of
this concept. Organizational culture and identity are recognised as two important
concepts that are influential in shaping employee attitudes and behaviours during the
change process of a merger or acquisition (Hubbard, 2001; van Dick, Ullrich and
Tissington, 2006), but there is a need to discover and explore the frameworks within
which the complex relationships of organizational justice are developed (Gleibs,
Mummendey and Noack, 2008; Meyer, 2001). In so doing, there is an opportunity to
understand the influence such phenomena have on employee judgements of the decision
outcomes from a merger or acquisition. On the basis that a significant number of
mergers and acquisitions fail to meet many of their initial objectives it is clear that there
are fundamental issues within the mechanisms of integration, suggesting that more
research into the underlying causes of employee resistance is necessary. It is also clear
that considering the three variables under discussion (culture, identity, justice), and
within the context of a merger or acquisition, there has been a shortfall in research and a

subsequent void of knowledge in relation to the impact of organizational justice.



1.3 Importance and Contribution of the Study

This study provides new data in an under-researched area and contributes to a debate
that has important connotations within the realms of mergers and acquisitions. A review
of the literature demonstrates that a number of scholars have highlighted there is little
empirical evidence relating to the relationship between perceived organizational justice
and the cognitive process engaged by employees during and after a merger or
acquisition. An inquiry will provide the opportunity to develop a deeper understanding
of the dynamics of organizational justice within the climate of a merger or acquisition
and consider its significance in the light of other important variables such as

organizational culture and identity.

The research set out to provide answers and improve clarity in the relationship between
organizational justice and employee outcomes from the specific change process of a
merger or acquisition. Other than a shortfall in current research, the requirement to
further develop this area of study is based on concerns that perceived fairness in the
workplace has a potential to influence employee outcomes such as job satisfaction
(Davy, Kinicki and Scheck, 1991), organizational citizenship behaviour (Kaufman,
Stamper and Tesluk, 2001; Moorman, Blakely and Niehoff, 1998; Rhoades and
Eisenberger, 2002) and employee commitment to the organization (Hubbard and
Purcell, 2001). Important attitudes and behaviours such as these provide reason to
address a failure thus far to develop understanding of the relationship between
organizational justice and an employee’s evaluation of the specific change programme
encountered during the integration.

Partly in consideration of the reasons already discussed, the research was prompted by
three specific and fundamentally decisive factors. First, it is evident that many
organizations have failed significantly to achieve their integration objectives, which
provides scope for a practical contribution in this field of study. Second, it is evident
that there are gaps in previous research relating to mergers and acquisitions, one of
those being the relationship between perceived organizational justice, employee
evaluations of the change event and subsequent outcomes. In response to this shortfall

there has been a call for future research to assist in understanding the phenomena of



perceived justice within the change process. Finally, an interest in the area derived from
practical experience provides a context for the researcher’s initial approach to the

subject of mergers and acquisitions.

1.4 Organization of the Thesis

This thesis comprises seven further chapters. Chapter 2 begins with an analysis of the
emerging patterns and trends in global mergers and acquisitions during the last three
decades, acknowledging integration methods, typologies and objectives before raising
the question of why so many are deemed to fail in meeting their initial objectives. This
being a persistent issue, consideration is given to what are the underlying factors upon
which success or failure are pivotal and, taking the view of organizations as social
systems, it is argued that a holistic approach of both hard and soft issues need to be
included in the pre-implementation plan. From this argument develops the significance
of human integration factors and a further argument is advanced considering how
strategic choice of the organization (e.g. objectives, typology and method) influences
the employee’s perception and subsequent reaction to the change. Personal attributes
that affect employee perceptions (culture, social identity, organizational justice and the
psychological contract) are then discussed, followed by the difficulties encountered by
authorities in their attempts to move people through the change and avoid the barriers of
resistance. The significance of organizational procedures and the decision-making
process are then examined along with the role of actors within that process, including
the involvement of employees and how this may form part of an effective

communication strategy with the organization.

In response to a call in chapter 2 for a better understanding of organizational justice and
its dynamics within a merger or acquisition context, in chapter 3 the focus is on the
subject of fairness and the outcomes of research conducted within similar environments
of organizational change. It is argued that an individual’s cognitive process of
perceiving justice and subsequent influence on evaluating a change event may have a
considerable impact on their capacity to accept or resist change and therefore influence
their attitudinal and behavioural outcomes. An explanation of the concept of
organizational justice is considered by initially looking at its development over time and

then examining its three dimensions. Distributive justice and its effect on the employee



Is discussed and, in particular, within the framework of its three rules, equity, equality
and need. The role of procedural justice is examined in the light of three influential
streams consisting of process control (Thibaut and Walker, 1975), procedural rules
(Leventhal, 1980) and interactional justice (Bies and Moag, 1986). The concept of
interactional justice and its development into a third dimension is then discussed. The
review then moves on to consider the dynamic relationships of organizational justice,
examining the interaction with organizational culture and identity and proposing an
argument that there are five main themes of antecedent relationships. These relationship
themes consisting of social accounts, voice, group influence, trust and affective state are
then deliberated.

The research design is set out in chapter 4 where the aims, objectives and rationale of
the study are proposed along with the strategy and structure of the research. A tabulated
version of the research question and hypotheses is presented. In chapter 5 the
methodology and data analyses are presented for the first of two organizations included
in the study, a recently merged UK business school. The research in this organization
was carried out in three phases, consisting of two surveys and a series of interviews.
The methodology and analysis for each phase are presented in turn. The primary
objective of the survey conducted in Phase 1 was to measure and compare the
importance of organizational justice against the importance of culture and identity, and
the method of analysis used was a comparison of means. The interviews conducted in
Phase 2 were designed to explore the antecedents of organizational justice, and a
detailed account of their analysis with the assistance of the thematic tool of template
analysis is provided. The objective of the survey introduced during Phase 3 was to test
the significance of relationships to emerge from Phase 2, and here regression analysis

was used to test the hypotheses.

The fourth, and final, phase of research was conducted within an NHS Trust and
involved administering the survey first introduced at the Business School in Phase 3.
The methodology and results are presented in chapter 6 for this fourth phase of the
study. Once again, the objective was to test the significance of relationships to emerge
from Phase 2, supporting the results obtained from Phase 3 and therefore improve their

external validity.



In chapter 7 the discussion of findings is presented which begins with an overview of
the results and their implications, and is followed with a comparison of the findings to
existing research. Finally, consideration is given to the implications of the research for
current theory. Conclusions and recommendations are presented in chapter 8 beginning
with a review of the study aims and objectives in light of the research findings, followed
by an account of the practical implications of the study. Limitations of the research
conducted are followed by an outline of recommendations for future research.

1.5 Summary

Over the last 25 years there has been a considerable increase in the number of mergers
and acquisitions as organizations strive to achieve their strategic objectives through the
many potential benefits offered by this form of integration. However, the barriers to
change, experienced as human resistance, are substantive. An employee’s resistance to
embrace the new culture and identity has been recognised as one of the main barriers to
change and it is these issues that lay the foundations of the current research problem. It
is important to ascertain and understand the main drivers of these barriers and the
psychological concept of perceived organizational justice has been identified as having
a major influence on employee attitudes and behaviours. Although discussed for its
impact in the evaluation of employee attitudes to alternative situations of change, the
concept of perceived fairness and its dynamics are not well known within the specific
change context of a merger or acquisition. This study will raise awareness for the
practicing manager of the significance and influence that fairness may have on their
evaluations of change and subsequent implications for the organization in its pursuit of
integration objectives. The academic contribution improves knowledge of the important
psychological concept of perceived fairness by identifying and exploring its dynamic
relationships and considering their impact on employee attitudes and behaviours during

the change processes of a merger or acquisition.



CHAPTER 2

Mergers and Acquisitions

2.1 Introduction

During the past 25 years there has been an increasing trend for organizations to develop
and grow their business through merger and acquisition. A preference for this method of
organizational development has seen it become the dominant strategic approach for
organizations that wish to gain competitive advantage in a globalised business economy
(Adler, 1997). Strategically, there are many reasons why an organization would choose
to grow in such a potentially dramatic form, encouraging and then having to adapt to
what can be described as transformational change. Not least, these include objectives
such as gaining access to global markets, achieving operational efficiencies, resource
sharing and improved innovation (Worley and Cummings, 2001) or the potentially
lucrative prospect of gaining access to previously inaccessible markets (Hitt and Pisano,
2004). Of prime consideration, and therefore driving strategy, are possible benefits to be
obtained from gaining a position of control over a customer or supplier, perhaps
eliminating competition or diversifying through integration. In comparison to other
developmental growth strategies Horwitz et al. (2002) propose “Merger and acquisition
strategies seek competitive advantages which organic growth cannot achieve” (p.2).
They cite as major advantages the acquisition of new capabilities and resources, in
addition to the potentially unrivalled opportunity for cost cutting. Furthermore, they
provide greater control than the alternative options of licensing or forming alliances.
Therefore, it is evident that this form of integration has the potential to offer a number
of benefits and the ability to grow the organization with an almost immediate effect,
particularly when compared to alternative strategies such as organic growth or alliance

through joint venture.

The discussion will now progress from the subject of why organizations merge to
investigate what patterns and emerging trends have developed in merger and acquisition

activity during the past three decades.



2.2 Emerging Patterns and Trends

2.2.1 The Growth of Mergers and Acquisitions

The popularity of mergers and acquisitions as a development strategy has increased
significantly over the past 25 years and this is highlighted in Figure 2.1. Both number of
deals and financial value respectively, show the growth pattern which corresponds with
a period of increasing economic globalisation and significant rises in foreign direct
investment. There is a substantial increase during the period 1998 to 2000 and then an
equally rapid decline during the years 2001 to 2003. This coincides with a period of
considerable economic expansion and subsequent contraction in global markets and
corporate valuations. The incline continued again in 2004 until 2008 when, due to the
world financial crisis, there was a severe decline in corporate valuations. It is noticeable

that even so, after an initial decline, the number of deals has continued in strength.

Figure 2.1. Global merger and acquisition deals.

Global Merger & Acquisition Deals by Value and Number (1983-2010)
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Note. Based on data presented by Thomson One Banker (2008; 2011)

The data in Figure 2.1 illustrate the considerable increase in volume of mergers and
acquisitions for both value and number of deals concluded. Even though these statistics
bear out the fact that strategically they are often the preferred route for growing
organizations there are further data raising awareness to under-achievement, under-

performance and stakeholder dissatisfaction.
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2.2.2 Methods, Typologies and Objectives of Integration

Table 2.1 depicts the four methods of integration and their characteristics and within the
table there is a reference to hostile and friendly acquisitions. The difference between
these two acquisition typologies is that a hostile bid is attempted without the approval of
the target organization’s Board and a direct approach is made by the potential acquirer
to the target organization’s shareholders. A friendly bid will be put to the target
shareholders by the potential acquirer with the approval of their Board. If these are
viewed in their extreme forms then the contrast between the two is stark. In a friendly
acquisition with a low-level of integration it is highly likely that the acquired
organization will retain its own identity and most of its decision-making autonomy
(Citera and Rentsch, 1993). In a hostile acquisition with a high-level of integration this
is unlikely to be the case.

Table 2.1
Forms of organizational integration
Method of Integration Characteristics
Merger Entities are usually of a similar size. Transaction will

consist of an exchange of shares with little or no
cash.

Acquisition Friendly: Deal goes to shareholder vote with board

of directors’ approval (An agreed bid).

Hostile: Deal goes to shareholder vote without board

of directors’ approval (A hostile bid).

Proxy contest Attempt to gain control of target company’s board of

directors via a shareholder vote.

Leveraged buyout A purchase of shareholder equity by a group, often
including incumbent management, and financed by

debt, venture capital, or both.

Note. Based on material presented in “Acquisition strategy and implementation,” by N.
Hubbard, 2001. Basingstoke, UK: Palgrave.
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According to Cartwright and Cooper (1992) there are four main strategic options for
merging or acquiring organizations consisting of vertical, horizontal, conglomerate and

concentric integration. These are presented in Table 2.2.

Table 2.2
Types of integration
Type of Integration Characteristics
Vertical Two organizations from successive processes within

the same industry.

Horizontal Two similar organizations in the same industry.

Conglomerate Organizations in a completely unrelated field of
business activity (e.g. footwear specialist acquiring a

toy manufacturer).

Concentric Organizations in an unfamiliar but related field. (e.g.

a brewer acquiring a snack foods manufacturer).

Note. Based on material presented in “Mergers and acquisitions: The human factor,” by
S. Cartwright & C.L. Cooper, 1992. Oxford, UK: Butterworth-Heinmann Ltd.

An example of a vertical integration would be a customer acquiring or merging with a
supplier or, indeed, the supplier acquiring the customer, but the common requirement is
that both organizations are from the same industry. A horizontal merger or acquisition is
performed by two or more organizations at the same process level and from the same
industry. This form tends to lead to the deepest level of integration, which may have
consequences for the employee as processes are often duplicated. Both conglomerate
and concentric integration generally involve organizations in less familiar fields and

therefore a lower level of integration is often experienced.

The past 50 years has witnessed a radical change in the motives and objectives of
integrating organizations. During the 1960s and early 1970s merger boom the scale and
geographical spread of integration was more constrained in comparison to the liberated
and globalised markets organizations operate in today. During this earlier period most
combinations were of a conglomerate type whereas the merger booms in the 1980s,

1990s, and of more recent times, have seen a significant number of horizontal
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integrations involving partnerships of organizations from the same field of business
(Cartwright and Cooper, 1995).

2.2.3 Common Features of Failure and Success

Johnson and Scholes (2002) discuss organizations’ motives for merging and acquiring
and these can be viewed in Table 2.3. While this list is certainly not exhaustive, it
highlights the more common reasons that motivate the need to merge or acquire and
many of these are drawn by either the need for rapid expansion of the business or the
objective of increasing efficiencies. For example, a dynamic external environment may
not allow for time to expand or increase competencies organically or for the potential
restrictions of an alliance with another organization. This is a very similar proposition
for organizations wishing to access new markets, increase market share or take
advantage of a need to rationalise resources. Often satisfying stakeholder pressure for

short-term gain may be a key objective that drives the integration.

Merger and acquisition provides the opportunity to speedily accomplish these
aspirations, and perhaps haste is of some significance to why over half of acquisitions
fail to meet the objectives of the parties involved (Hubbard, 2001). This claim was also
alluded to by Capron (1999) who stated that 50% of domestic acquisitions and 70% of
cross-border deals fail to produce intended results. In addition Marks and Mirvis (2001)
state that three out of four mergers and acquisitions fail to meet their financial and
strategic objectives; statistics that have changed little in over 30 years of merger and
acquisition (Cartwright and Schoenberg, 2006). During the early 1970s, and based on
managers’ self-reports, failure rates of 46%-50% were reported (Kitching, as cited by
Cartwright and Schoenberg, 2006), compared to studies by Rostand (1994) and
Schoenberg (2006) reporting failure rates of 44%-45%; figures that substantiate earlier
claims (Hunt, Lees, Grumbar and Vivian, 1987; Ravenscraft and Scherer, 1987). In a
study of 540 organizations, only about one third of the chief executive officers of
acquiring companies were satisfied with the results (Erez-Rein, Erez and Maital, 2004).
Johnson and Scholes (2002) add that following an acquisition, shareholder returns of
both organizations are lower than they were pre-integration in as many as 70% of cases.
Perhaps consistent with Wishard’s (1985) early estimate that two hours productivity per

employee are lost per day during the early stages of a merger.
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Motives for acquisitions and mergers

Motive

Characteristic

Adapting to a dynamic

external environment

Offers the speed with which it allows the company to
enter new product or market areas, particularly in a

rapidly changing external environment.

Access to new markets

Acquisition overcomes the creation of excess capacity

and therefore the risk of competitive reaction is reduced.

Increase market share

Industry rationalisation

Acquirer may seek competitor’s order book to gain
market share; or may seek industry rationalisation by

closing down their capacity.

Deregulation of markets

Deregulation has been a major driving force behind
merger and acquisition activity in many industries (e.g.

utility companies).

Financial motives

e.g. target company has a low price/earnings ratio; asset

stripping etc.

Acquisition of resources and

competences

e.g. R & D expertise, knowledge of production system,
business processes or market needs; International

developments (market knowledge etc.)

Cost efficiencies/

Rationalisation

e.g. target company further down experience curve and
achieved efficiencies which would be difficult to match
quickly by internal development. Rationalisation to cut

out duplication or gain scale advantages.

Expansion

Acquisitions may be a quick way to deliver growth, but
can also be destructive (e.g. ‘parent’ does not have
sufficient feel for acquired businesses and, accidentally,

destroys value (diversification)).

Stakeholder pressure

Stakeholder disparities — short- v long-term growth

strategies.

Note. Based on material presented in “Exploring corporate strategy (6™ ed.),” by G.
Johnson & K. Scholes, 2002. Harlow, UK: Prentice Hall.
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Tuch and O°‘Sullivan (2007) add, “In the short-run, acquisitions have at best an
insignificant impact on shareholder wealth .... Long-run performance analysis reveals
overwhelmingly negative returns” (p.141). They purport that the most successful
performers (or least negative) are the acquisition of hostile targets, those paid for in cash
and acquisitions of larger targets. Previous empirical studies confirm findings that
targets of hostile takeovers do not under-perform targets of friendly acquisitions (Franks
and Mayer, 1996; Kini, Kracaw and Mian, 2004). This may not be surprising if, as is
often reported, most hostile takeover targets have previously under-performed; their

capacity for improvement from a low base may be reason for this.

Successful integration may also be affected by other selection issues such as
organizational reputation, performance and timing of acquisition (Larsson, Brousseau,
Driver and Sweet, 2004). For instance, if a target for acquisition is a high-performer
they are likely to cost the acquirer more and they may also encounter greater resistance
from the workforce and management alike because they are more likely to have a high
regard for both their own and their organization’s potential. Conversely, staff from poor
performing organizations may welcome the opportunity to become part of a more
successful regime. This may be particularly pertinent where employees hold the
incumbent management responsible for the downturn and a change in leadership is
perceived as a renaissance to revitalise the organization. It is acknowledged that
takeover strategy is often motivated by a belief that the acquiring firm’s management

can manage the target’s resources better (Gaughan, 2011).

The price paid by the acquirer may reflect the problems currently being encountered by
the target organization and any turnaround may be a relatively straightforward
introduction of the acquirer’s expertise or availability of new funding. Similarly, timing
judgement of macro-economic forces can be a contributor towards success or failure to
meet target objectives. For instance, Larsson et al. (2004) assert “Evidence suggests that
corporate combinations made in late recessions have the advantages of lower prices,
less organizational integration overload, and less employee resistance compared to those
made during boom periods” (p.16). It should be noted that in such cases the likelihood
of all round support and complicity of both workforce and management is considerably
enhanced. Not all mergers and acquisitions are viewed as a threat, but in some cases as a

potential opportunity.
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A prime example of an organization deploying a successful acquisition growth strategy
is Cisco Systems who, between 1990 and 2000, realised annual earnings per share
growth of 59% and an annual average total return to investors of 73.4%. As established
by Erez-Rein et al. (2004) Cisco achieved this rapid growth “using consummate skill in
acquiring companies with the knowledge and human resources it needed” (p.21).

Therefore, it is suggested that there is scope for organizations to succeed in meeting
their objectives from this type of integration. There are also success stories, and it is
these that acquiring or merging organizations intend to aspire to. Because of the
significant problems often encountered it is too easy to dwell on the negative aspects of
mergers and acquisitions and forget that they can also add value and are capable of
creating significant opportunities for both organization and individual alike to fulfil
unmet needs (Marks and Cutcliffe, 1988). There is an opportunity to learn new
knowledge and capabilities (Barkema, Bell and Pennings, 1996; Barkema and
Vermeulen, 1998) and this is an example of how acquisitions can “revitalize acquiring

firms and thereby foster their long-term survival” (Hitt and Pisano, 2004, p.47).

The utilisation of knowledge within an organization, both tacit and explicit, can be used
as an illustration of how effective the event of new corporate partnerships can be in this
process of revitalisation. Repeated use of an organization’s knowledge base may lead
towards a tendency to become rigid and narrow (Miller, 1993), but corporate
acquisitions tend to revitalise the acquiring firm and encourage their long-term survival.
A combination of existing forms of knowledge can encourage new knowledge to evolve
(Kogut and Zander, 1992). When, over time, an alternative response is required such
rigidity means they will have little scope to adapt to new circumstances and this may
ultimately impinge on their very survival (Hannan and Freeman, 1984), a phenomenon
Levitt and March (1988) called the competency trap. Vermeulen and Barkema (2001)
continue this argument by asserting that acquisitions can “revitalize a firm and enhance
its ability to react adequately to changing circumstances” (p.458). Their argument
proposes that cultural clashes and tensions arising at implementation are at least partly,
if not fully, compensated by breaking the acquiring firm’s rigidities and enhancing their
knowledge bases. Potentially, this may not be true in an unrelated acquisition because

mechanisms are not in place to absorb the new knowledge, therefore affecting the
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acquiring firm’s ability to absorb new practices (Cohen and Levinthal, 1990; Lane and
Lubatkin, 1998).

2.3 The Holistic Approach

As the data suggest, there is a significant risk, at least in part, that the objectives of
integration may not be achieved. The impact of this failure to achieve certain objectives
will of course depend upon their strategic importance and maybe their influence on the
attainment of other organizational goals. Examples of such aspirations may include cost
savings or increased shareholder wealth, or perhaps the satisfaction and unification of
other stakeholder interests. There are many reasons why objectives may not be achieved
and these are discussed by Johnson and Scholes (2002) who refer to frequently
occurring problems, and define both economic and non-economic factors. Among the
main economic reasons identified are an excessive amount paid by the acquirer, a
failure to achieve expected added-value through synergies and a failure to successfully
integrate the business activities of the old organizations into the new. Non-economic
factors commonly identified are the failure to integrate cultures and organizational
routines and the level of employee resistance to the change. There is evidence that many
of these factors are interrelated and commonalities occur between economic factors and
non-economic factors such as, for example, employee resistance to change and the

integration of business activities. This aspect is considered in further detail.

2.3.1 An Interrelated Process

The complexity of integration is evident and it has been asserted that the failure to meet
an objective may impact the attainment of other objectives within the organization. As
Kavanagh and Ashkanasy (2006) assert, “Mergers are highly complex events with a
seemingly infinite number of factors that can lead to success or failure” (S82). They
refer to organizations as social systems and propose that a more holistic perspective is
required to understand the impact from an organization level as well as each factor’s
subsequent interrelation with each other. A view supported by Sudarsanam (2003) who
recognises the need to perceive the process of integration as a series of dynamic

interrelated events, and considers that, “We need to avoid fragmented perspectives on
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different stages of M & A which regard each stage as the sole determinant of success or
failure” (p.2).

An expansion on this theme is offered through an empirical study carried out by the
accountancy firm, and management consultants, KPMG, who surveyed 110 of the
largest cross-border deals during the late 1990s. Their findings supported the principle
that the likelihood of successful integration is significantly enhanced if both hard (e.g.
financial performance) and soft (e.g. communication, culture, team selection) issues are
considered in pre-implementation planning of a deal. Support for the proposition that
the reasons for failure are highly interrelated was one of the main issues to emerge from
the research (KPMG, 1999).

2.3.2 The Birkinshaw Model

Birkinshaw, Bresman and Hakanson (2000) add further support to the notion that
operational synergies may not be fully realised without consideration of a holistic
approach. They go further in stressing the need from the outset for due consideration of
the human aspect of integration. Their research concluded that “the impact of human
integration on acquisition success is more complex than usually suggested” and is
“critical to the overall success of the acquisition” (p.419). They propose a level of
human integration needs to be complete before attempting to undertake task integration.
If, conversely, task integration precedes attempts at human integration then “there is a
high likelihood of acquisition problems” (p.419) due to issues such as unfamiliarity of
employees and suspicions surrounding acquisition motives. Therefore, a rushed
acquisition process where task integration precedes, and is given priority over, hum