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Abstract , -
Mergers and acquisitions are complex events in organizational
life tor which we have incomplete understanding, in part be-
cau.se re.searchers have tended to consider only partial expla-
nations of them. The authors addressed that problem by devel-
oping a conceptual framework that integrates theoretical
perspectives from economics, fmance, and especially strategy,
organization theory, and human resource management to offer
a broader process-oriented integrative model. The integrative
model explicitly describes how synergy realization is a function
ofthe similarity and complementarity ofthe two merging busi-
nesses (combination potential), the extent of interaction and co-
ordination during the organizational integration process, and the
lack of employee resistance to the combined entity. The ap-
proach differs from traditional methods of studying mergers and
acquisitions in three ways: (f) the success of a merger or ac-
quisition is gauged by the degree of synergy realization rather
than more removed and potentially ambiguous criteria such as
accounting or market returns; (2) the key attribute of combi-
nation potential is conceptualized not only in terms of the sim-
ilarities present across businesses, as in most studies of mergers
and acquisitions, but also in terms of the production and mar-
keting complementarities between the two businesses; and (3)
the data are derived from a case survey method that combines
the richness of in-depth case studies with the breadth and ge-
neralizability of large-sample empirical investigations.

The framework was tested empirically across a sample of 61

mergers and acquisitions. The extent to which a merger or ac-
quisition resulted in synergistic benefits was related to the stra-
tegic potential of the combination, the degree of organizational
integration after the deal was completed, and the lack of em-
ployee resi.stance to the integration of the joining firms. Fur-
thermore, the analysis revealed that (I) independent of any sim-
ilarities across joining firms, the presence of complementary
operations increased the probability of acquisition success by
boosting synergy realization, (2) organizational integration was
the single most important factor in explaining synergy realiza-
tion, even to the extent that M&As with high combination po-
tential were significantly more successful when coupled with
high organizational integration than when integration efforts
were less forceful, and (3) mergers and acquisitions that were
dependent on gains from combining similar production and
marketing operations tended to elicit more resistance from em-
ployees than M&As focused on realizing complementary bene-
fits. Overall, the tindings provide strong support for an integra-
tive theory of mergers and acquisitions.
(Mergers and Acquisitions; Synergy; Case Survey)

The 1980s were characterized by a wave of mergers and
acquisitions (M&As) that transformed industries and af-
fected the careers of millions (Golbe and White 1988,
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MadHck 1987, Magnet 1984). However, many M&As
have been unsuccessful, suggesting that they are gener-
ally not well understood in practice (Jemison and Sitkin
1986, Hitt et al. 1991, Porter 1987). Similarly, scholarly
research on M&As has grown substantially over the last
decade, but our theoretical understanding of what ac-
counts for their success and failure has been constrained
by the fragmented nature ofthe studies (Chatterjee et al.
1992, Haspeslagh and Jemison 1991, Schweiger and
Walsh 1990).

Mergers and acquisitions have been studied through
several theoretical lenses. First, the field of strategic man-
agement has studied M&As as a method of diversifica-
tion, focusing on both the motives for different types of
combinations (Ansoff et al. 1971, Salter and Weinhold
1981, Walter and Barney 1990) and the performance ef-
fects of those types (Lubatkin 1987, Seth 1990, Shelton
1988, Singh and Montgomery 1987). Second, research in
economics has emphasized such factors as economies of
scale and market power as motives for merger, and has
examined acquisition performance with mostly
accounting-based measures (Goldberg 1983, Ravenscraft
and Scherer 1987, Steiner 1975). Third, finance scholars
typically have studied acquisition performance, relying
on stock-market-based measures in doing so (Jarrell et al.
1988, Jensen and Ruback 1983, Weston and Chung
1983). Fourth, organizational research has focused pri-
marily on the post-combination integration process
(Haspeslagh and Jemison 1991, Pablo 1994), highlighting
both culture clash (Buono et al. 1985, Nahavandi and
Malekzadeh 1988) and confiict resolution (Alarik and
Edstrom 1983, Blake and Mouton 1985, Mirvis 1985).
Finally, research on M&As in the human resource man-
agement (HRM) literature has emphasized psychological
issues (Astrachan 1990, Levinson 1970, Marks 1982), the
importance of effective communication {Schweiger and
DeNisi 1991, Sinetar 1981). and how M&As affect ca-
reers (Hambrick and Cannella 1993, Hirsch 1987, Walsh
1989). Although the streams of research are not mutually
exclusive, they have been only marginally informed by
one another.

The fragmentation has resulted in several barriers to
the development of more integrative research on M&As.
First, there is ongoing controversy between researchers
using an economics perspective who report poor overall
M&A performance and those in finance who have often
shown the opposite (Caves 1989, Goldberg 1983, Jensen
and Ruback 1983).

Second, as Lubatkin (1983) has noted, there also is a
dysfunctional gap between often untested contingency
frameworks in strategy and industrial organization and
empirical work in finance that tends to disregard strategic

differences across M&As. Even though more recent stud-
ies have begun to bridge the gap between the strategy and
finance perspectives (Comment and Jarrell 1995.
Lubatkin 1987, Shelton 1988, Singh and Montgomery
1987), they still produce conflicting results (Seth 1990).
One reason for the mixed results relates to a third problem
with the nonintegrative nature of M&A research: strate-
gic, economic, and financial M&A research tends to dis-
regard the organizational and HRM issues that are a cen-
tral part of the acquisition integration process and may
play a large role in determining the success or failure of
M&As (Chatterjee et al. 1992, Datta 1991). Furthermore,
much research from an organizational or HRM perspec-
tive does not integrate important notions drawn from the
strategy and finance literatures (Schweiger and Walsh
1990). M&As are clearly multifaceted phenomena that
are poorly understood through incomplete and partial ap-
plication of theories from separate fields.

Interestingly, the fragmented literature on M&As may
actually invite a theoretical synthesis. The strategic mo-
tives for a particular merger or acquisition can be viewed
as potential benefits that are realized through organiza-
tional integration and HRM, all of which affect a com-
bination's performance. Hence, the research problem of
how combination potential is realized through the orga-
nizational integration of M&As provides a foundation for
bridging across research areas. The few attempts along
those lines indicate the potential value of integrative ap-
proaches, and include research linking strategic and or-
ganizational perspectives (Haspeslagh and Jemison
1991), especially through multiple case studies of inte-
gration processes (Buono and Bowditch 1989, Hitt et al.
1993, Hunt 1990, Jemison 1988). However, though con-
tributions from that work are substantial, the studies have
had limited scope and have not attempted to test relation-
ships empirically across a broad sample of M&As.

The purpose of our study was twofold: (I) to develop
and test a model that synthesizes theoretical perspectives
on the strategic combination, organizational integration,
HRM, and financial performance components of M&As
and (2) to examine the mechanisms through which sev-
eral critical characteristics of an acquisition affect its per-
formance. We reasoned that synergy realization is a con-
ceptually advantageous measure of M&A performance
and that synergy realization depends on the combina-
tion's potential, the degree of integration achieved, and
the lack of employee resistance. Furthermore, we devel-
oped hypotheses on the interrelationships among those
factors, and on how they mediate the performance effects
of such key characteristics of M&As as management style
similarity, cross-border combination, and relative com-
pany size. We tested the ideas through ihe case survey
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method (Bullock and Tubbs 1987, Larsson 1993, Yin and
Heald 1975). Case surveys represent a methodological
attempt to transcend Ihe difficult tradeoff between rich
case studies that lack generalizability and broader large-
sample studies that use more coarse-grained measures
(Jatich et al. 1980). The combination of idiographic and
nomothetic research is particularly well-suited to the
study of complex organizational activities such as M&A
processes because it can capture a broad range of rela-
tively detailed phenomena without the severe limits on
the number of observations that are inherent in case study
methods (cf. Lee 1991, Luthans and Davis 1982).

Our study makes several contributions: (I) it empiri-
cally examined in a relatively large sample, for perhaps
the first time, a model based on the integration of the
major theoretical approaches to understanding mergers
and acquisitions; (2) M&A performance was conceptu-
alized in terms of synergy realization, a construct that
tries to capture the multifaceted nature of M&As; (3) the
integrative model was applied to investigate whether in-
terrelationships among strategic, organizational, and hu-
man resource factors create problems that hinder M&A
success; (4) the model was used to shed new light on how
strategic similarity and complementarity, management
style similarity, cross-border combination, and relative
company size affect acquisition perfomiance, and (5) use
of the case survey method—combining in-depth case
study richness with large sample breadth—allowed both
conceptual synthesis and examination of synergy reali-
zation as the dependent variable.

An Integrative Merger and Acquisition
Model
The different foci of the strategic, economic, financial,
organizational, and HRM fields have fragmented M&A
research into largely separate treatments of the combi-
nation, integration, employee, and performance issues, as
illustrated in Figure I. Researchers have begun to syn-
thesize some of those issues by relating organizational
integration with either strategic combination (Haspeslagh
and Jemison I99I), employee reactions (Buono and
Bowditch 1989), or financial performance (Chatterjee et
al. 1992). Taking a broad process perspective, however,
we believe it is possible to integrate the combination, in-
tegration, employee, and performance issues into a com-
prehensive model that views M&A perfonnance (concep-
tualized as synergy realization) as a function of
combination potential, organizational integration, and
employee resistance, ln the following sections we de-
velop both the theoretical rationale for these ideas and
specific hypotheses to test the model.

Merger and Acquisition Performance
Are mergers and acquisitions related to firm perfor-
mance? That question has been studied for more than 50
years, and we still find no consensus in the research lit-
erature. A series of research reviews of M&As have
shown that corporate combinations are often unsuccessful
(Goldberg 1983,Hogarty 1970, Lubatkin 1983). but .some
scholars have argued that the "scientific evidence indi-
cates that activities in the market for corporate control
almost uniformly increase efficiency and shareholders'
wealth" (Jensen 1984, p. 120). Much ofthe controversy
stems from dependence on accounting-based measures of
acquisition performance in economics in the first instance
and event studies of stock returns in finance in the second,
methods that are subject to significant error (Bradley and
Jarrell 1988. Jensen 1988, Ravenscraft and Scherer 1987,
Shleifer and Summers 1988).

Studies based on those two types of measures of M&A
performance also pay little attention to such potentially
important influences on M&A success as organizational
integration of, and employee reactions to, the merger or
acquisition (Schweiger and Walsh 1990). As a result, the
economics and finance literatures implicitly treat M&As
as though post-acquisition processes were undifferen-
tiated and hence unimportant.' However, much of the
value from a merger or acquisition may be created during
the acquisition integration process (Haspeslagh and
Jemison 1991. Pablo 1994). In addition, only a few stud-
ies in economics and finance have considered acquisition
relatedness (e.g.. Morck et al. 1990), a factor of central
importance in the strategy literature (Chatterjee 1986,
Lubatkin 1987, Seth 1990, Shelton 1988, Singh and
Montgomery 1987). Indeed, in a recent mela-analysis of
41 event studies, Datta et al. (1992) recommended that
researchers model such strategic factors as combination
type or relatedness to gain a better understanding of why
some M&As do better than others. Hence, in contrast to
many researchers working from an economics or finance
perspective, we are less concerned with whether M&As
are profitable than with the antecedents of M&A perfor-
mance as reflected in strategic, organizational, and HRM
considerations (cf. Caves 1989).

Given the problems associated with accounting-based
and event study measures of M&A performance, and the
importance of incorporating strategic, organizational, and
HRM perspectives, we conceptualize M&A performance
in tenns of synergy realization. We define it as the actual
net benefits (reduced cost per unit, increased income, etc.)
created by the interaction of two firms involved in a
merger or acquisition. Because of its focus on the con-
sequences of bidder and target interaction, synergy real-
ization is conceptually well-suited for an integrative study
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Figure 1 A Literature Overview and Integrative Model of Mergers and Acquisitions

M&A Issue

M&A Field Combination Integration Employee Reactions Performance

Sifalegy

Economics

Finance

Motives (e.g., Ansoff et al.
1971,Trautwein 1990,
Walter and Barney
1990)

Relatedness (e.g.. Salter
and Weinhold 1981,
Lubatkin 1983)

Motives (e.g.. Sleiner
1975, Scheren 980,
Goldberg 1983)

Organizational integration
(e.g., Searby 1969.
Yunker1983,
Shrivastava 1986. Pablo
1994)

Effect of Relatedness
(e.g., Singh and
Montgomery 1987,
Lubatkin 1987, Shelton
1988, Seth 1990, Datta
etal. 1992)

Accounting-based
Measures {e.g.,
Ravenscraft and

Scherer 1987)
Stock Market-based

Measures (e.g.. Jensen
and Ruback 1983, Jarrel
etal, 1988)

Organization Organizational Integration Cultural Clashes (e,g,,
Theory (e.g., Searby 1969, Sales and Mirvis 1984,

Nahavandi and
Maiekzadeh 1988)

Conflict Resolution (e.g.,
Blake and Mouton 1985,
Mirvis 1985)

Human Resource Communication (e.g.,
Management Sinetar 1981, Schweiger

and DeNisi 1991)
Career Implications (e.g.,

Hirsch 1987, Walsh
1989, Hambrick and
Cannella 1993)

Integrative Mode! fjcombination potential, organizational integration, employee resistancel = synergy realization

of the effects of strategic, organizational, and HRM fac-
tors in M&As. Viewing M&A performance in terms of
synergy realization avoids the problem of event studies
capturing only anticipated performance because the em-
phasis is on benefits that are actually realized after the
deal is completed. In addition, it avoids the problem of
accounting-based measures that are unable to distinguish
between performance attributable to the combination and
"ordinary" performance that would have accrued to the
bidder and target if they had remained independent, be-
cause synergy realization focuses solely on the value-
creating activities of the merged firms (Jemison 1988).
Hence, synergy realization may afford a more accurate
conceptualization of value creation in M&As than either
anticipatory stock market reactions or general accounting
performance.

Though conceptually advantageous, the synergy reali-
zation measure is less "objective" and precise than stock-
market and accounting-based measures of M&A perfor-
mance. Because it typically requires the longitudinal
collection of rich, idiographic case studies, we relied on
the case survey method. The following sections elaborate
on our basic model as we develop specific hypotheses on
how synergy realization is affected by strategic (combi-
nation potential), organizational (organizational integra-
tion), and HRM (employee resistance) factors. (See Fig-
ure 2.)

Combination Potential
Theories of M&As that emphasize value creation tend to
highlight the importance of efficiency gains derived from
various synergy sources (e.g., Chatterjee 1986, Lubatkin
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Figure 2 An Integrative Merger and Acquisition Model'

M&A Issue

Combination

M&A Field

Integration Employee Performance
Relations

Strategy

Economics

Finance

Orgpnization theory

Human resource management

'Numbers In parentheses refer to hypotheses.

Comb]
pote

ment

•nation
-ntial

(4)*

A

+

(1)

(2)

Organizational
integration

+ ^
( 6 ) '

^

(3) -

Enployee
resistance

Synergy
realization

1983). including (1) operational synergies in production,
miirketing, R&D. and administration achieved through
economies of scale (Bain 1959. Lloyd 1976), vertical
economies (Chandler 1977. Harrigan 1984, Williamson
1975). and economies of scope (Seth 1990), (2) collusive
synergies from market and purchasing power (Caves and
Porter 1977. Chatterjee 1986, Scherer 1980). (3) mana-
gerial synergies from applying complementary compe-
tencies or replacing incompetent managers (Davis and
Stout 1992. Lorsch and Allen 1973). and (4) iinancial
synergies from risk diversification and coinsurance
(Lubatkin 1983. Seth 1990). The various sources of syn-
ergy define a combination's potential, which in turn is
expected to affect the extent to which synergies will be
realized in an acquisition. That expectation reflects the
nolion Ihat M&As with very low combination potential

are not likely to realize many significant efficiencies,
whereas high-potenlial combinations provide greater op-
portunity for synergy realization.

The combination potential of M&As is usually con-
ceptualized in terms of their degree of relatedness (Dattn
1991, Kusewitt 1985, Singh and Montgomery 1987). as
gauged by the industry affiliations (SIC codes) of bidder
and target (e.g.. Morck et al. 1990). However, traditional
conceptualizations of relatedness between joining firms
focus on the similarity of their operations (e.g.. Shelton
1988. Singh and Montgomery 1987. Montgomery and
Hariharan 1991). with strategic differences often viewed
as less valuable than similarities or even as dysfunctional
(Shanley and Correa 1992). As a result, traditional
conceptualizations of relatedness do not fully capture
complementary synergy sources that may be present
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throughout the value chain. Such synergistic complemen-
tarities—different products, market access, or knowhow
that fit with and enhance one another—^have been found
to be key success factors in qualitative studies of M&As
(Hitt et al. 1993). Hence, synergies can be achieved
through both "economies of sameness" (from accumulat-
ing similar operations) and "economies of fitness" (from
combining different, but complementary, operations). We
therefore conceptualize the combination potential of
M&As in terms of both the strategic similarity and the
strategic complementarity of operations of the joining
firms. As Figure 2 suggests, combination potential is in-
tended to capture parsimoniously the performance effect
of strategic antecedents of M&As.

HYPOTHESIS 1. The greater the combination poten-
tial, the greater the synergy realization.

Organizational Integration
Organizational and HRM researchers have pointed out
that strategic combination potentials are not automatically
realized, and that the extent of synergy realization de-
pends on how the new organization is managed after the
M&A deal is closed (Datta 1991, Hunt 1990, Schweiger
et al. 1987). Organizational integration, defined as the
degree of interaction and coordination between the two
firms involved in a merger or acquisition, is commonly
cited as an important consideration in the M&A process
(Buono and Bowditch 1989. Pablo 1994, Shrivastava
1986, Yunker 1983). Indeed, numerous typologies of or-
ganizational integration processes have been suggested in
the literature, each distinguishing between high and low
degrees of integration (e.g., Haspeslagh and Jemison

1991. Hunt 1990, Napier 1989). The degree of integration
has also been used as a moderator of the organizational
fit/M&A performance relationship by Datta (1991), who
found it to be nonsignificant in his study.

We propose that the degree of integration has a direct
effect on M&A performance, as indicated in Figure 2.
Although some writers have argued that organizational
integration should proceed judiciously (Chatterjee et a!.
1992, Levinson 1970), evidence suggests that consider-
able interaction and coordination are necessary to exploit
the strategic interdependencies that may be present be-
tween two firms engaged in a merger or acquisition
(Haspeslagh and Jemison 1991, Pablo 1994, Shrivastava
1986). Organizational integration can be divided concep-
tually into (1) the degree of interaction between the join-
ing firms through, for instance, restructuring and material
flows and (2) the extent of coordinative effort to improve
the quality of that interaction through special integrators,
transition teams, preplanning, and so forth. Both the

quantity and quality of organizational integration be-
tween joining firms should have a positive effect on syn-
ergy realization becau.se little, or poorly-executed, inter-
action and coordination are unlikely to produce
substantial joint benefits.

HYPOTHESIS 2. The greater the organizational inte-
gration, the greater the synergy realization.

Employee Resistance j
Much of the extensive HRM literature on M&As pertains
to individual and collective employee reactions (e.g.,
Hayes 1979, Larsson et ai. 1996, Marks 1982, Schweiger
et al. 1987, Schweiger and Walsh 1990). individual em-
ployee reactions have been conceptualized primarily from
psychological (Levinson 1970. Marks and Mirvis 1986)
and career (Hirsch 1987. Walsh 1989) perspectives,
whereas collective reactions have been viewed from a
cultural perspective (Buono et al. 1985, Nahavandi and
Malekzadeh 1988). In either case, previous research has
generally shown that acquired company employees react
unfavorably to M&As, a result often cited to explain why
many M&As are not successful (e.g.. Blake and Mouton
1985, Hambrick and Cannella 1993, Walter 1985). Un-
fortunately, with few exceptions (Chatterjee el al. 1992,
Datta 1991), the notion that negative employee reactions
help account for unsuccessful M&As has historically
been based on evidence that is more anecdotal than em-
pirical (e.g., Arnold 1984, Searby 1969).

Why are employee reactions to M&As so negative?
First, research from a psychological perspective has iden-
tified such problems as "we versus they" antagonism,
condescending attitudes, distrust, tension, and hostility
(Astrachan 1990, Blake and Mouton 1985. Levinson
1970). Relatedly, Marks and Mirvis (1986, p. 41) describe
the "merger syndrome," whereby employees of the ac-
quired firm "mourn a corporate death," and deal with
worst-case rumors, various stress reactions, and con-
stricted communication. Second, M&As can severely af-
fect career plans of employees by forcing layoffs, relo-
cation, and the loss of individual influence (Greenwood
et al. 1994, Hirsch 1987, Walsh 1989). For example, in a
study of a multi-billion dollar merger. Gaertner (1986)
found that career mobility, career patterns, and career de-
velopment activities were all adversely affected in sub-
stantial ways. Finally, culture clashes are not uncommon
during the integration process as two organizations, each
with established routines, attempt to reach some type of
accommodation (Chatterjee et al. 1992). Typically, it is
the acquired firm that finds its cultural traditions most
challenged. The resulting confiict has been described in
terms of the disturbance of human rights (Walter 1985),
cultural retrenchment (Altendorf 1986), countercultures
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{Buono and Bowditch 1989), and cultural rejection (Sales
and Mirvis 1984).

Hence, we find considerable support for the idea that
employee resistance, defined as the individual and col-
lective opposition of employees to the combination and
subsequent integration of the joining firms, is associated
negatively with M&A performance. The opposition can
be both active (e.g., by voice, voluntiiry exits, and sabo-
tage) and passive (e.g., absenteeism, disobedience, and
shirking), and is expected to undennine significantly the
actual realization of synergies during the integration pro-
cess.

HYPOTHESIS 3. The greater the employee resistance,
the less the synergy realization.

Interrelationships Among Antecedents of M&A
Performance
We have argued that combination potential, organiza-
tional integration, and employee resistance are all impor-
tant antecedents to M&A performance in general, and
synergy realization in particular. Taken individually,
none of those factors is new to the literature. Taken to-
gether, however, they afford a synthesis of the present
state of research on strategic, organizational, and HRM
influences on M&As. In addition, a fundamental contri-
bution of the integrative framework we develop is its abil-
ity to represent the interrelationships among the three fac-
tors simultaneously. Hence, it not only opens up the
possibility of understanding how those primary antece-
dents of M&A success are interrelated, but also facilitates
examination of how other critical aspects of M&As affect
acquisition performance.

We begin by considering three types of interrelation-
ships among combination potential, organizational inte-
gration, and employee resistance, as depicted in Figure 2.
Firms involved in M&As with great synergy potential are
more likely to interact and coordinate their actions than
those with low combination potential (e.g.. Buono and
Bowdilch 1989, Shrivastava 1986). To a large extent, that
expectation is driven by the greater need for high-
potential M&As to integrate organizational activities ef-
fectively to achieve synergies (Haspeslagh and Jemison
1991). Hence, combination potential is likely to increase
the degree of organizational integration in M&As.

HYHrrHESis 4. The greater the comhination poten-
tial, the greater the organizational integration.

In addition, employee resistance may be influenced by
both combination potential and organizational integra-
tion. When the potential synergies to be achieved are sig-
nificant, we might expect employees to react more nega-
tively. Incentives to cooperate during the integration

process are almost certainly affected by employee per-
ceptions about their future role in the new organization
(Greenwood et al. 1994). However, because many of the
benefits and efficiencies that arise from M&As are due to
such activities as removal of overlapping positions and
consolidation of structural hierarchies (Buono and
Bowditch 1989. Porter 1987). employee resistance may
be most severe when combination potential is great. Cor-
respondingly, Walter (1985) suggests that M&As with
fewer potential synergies tend to experience less cultural
conflict.

HYPOTHESIS 5. The greater the combination poten-
tial, the greater the employee resistance.

As noted, the degree of integration between joining
firms may not only help realize synergies, but also em-
bolden employees to resist the changes more actively.
Such employee resistance is propelled by a broad set of
actions that often take place as organizations interact and
coordinate operations, such as restructuring plants, con-
solidating functions, adjusting administrative procedures,
and preparing transition teams (Napier 1989. Shanley and
Correa 1992). Each of these activities increases uncer-
tainty and stress among employees who must wonder
about the stability of their departments and jobs (Marks
and Mirvis 1986). and repre.sents significant change in its
own right. With the potential disruption of individual ca-
reers, work groups, and organizational culture comes re-
sistance to change (Blake and Mouton 1985, Lawrence
1969. March 1981. Schein 1985), and the likelihood that
organizational integration after M&As will be met with
employee resistance and noncooperation.

HYPOTHESIS 6. The greater the organizational inte-
gration, the greater the employee resistance.

Although combination potential, organizational inte-
gration, and employee resistance are key determinants of
how successful an acquisition will be. managers may
have difficulty attending to all three at once. Acquiring
firms that emphasize combination potential and organi-
zational integration may risk .significant employee resis-
tance that could disrupt the acquisition, whereas firms that
emphasize placating employees may be conceding much
of the "upside" associated with greater potential and in-
tegration. Hence, the conflicting requirements associated
with those key acquisition performance antecedents high-
light a potentially important tradeoff facing managers that
has not been examined empirically to date. Our integra-
tive framework facilitates such an examination ofthe po-
tential tradeoffs managers face in balancing strategic, or-
ganizational, and human resource considerations in
M&As.
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We are also interested in examining how such critical
M&A factors as management style similarity, cross-
border combination, and relative company size affect ac-
quisition performance. Each of those factors was selected
for study because the literature suggests its importance in
explaining acquisition success. However, in each case,
the precise manner in which M&A performance is en-
hanced is not at all clear. Because our model formally
considers combination potential, organizational integra-
tion, and employee resistance, we can investigate the
means by which management style similarity, cross-
border combination, and relative company size affect syn-
ergy realization.

Management Style Similarity
Management style similarity—defined as fhe degree to
which managers in combining organizations emphasize
risk-taking, authority, and structure—may affect synergy
realization in two different ways. First, when manage-
ment styles are similar across organizations, the level of
cooperation is often enhanced and perceptions of the de-
gree of change taking place may be cushioned (Diven
1984. Marks 1982, Buono and Bowditch 1989, Walter
1985). Hence, the extent of employee resistance to an
acquisition may be attenuated. Second, cooperation can
increase the likelihood that synergies will be realized be-
cause the interaction and coordination necessary for
M&A success can proceed with less contentiousness than
might otherwise occur (Chatterjee et al. 1992, Datta
1991). Although both arguments have been made in the
literature, no direct investigation of their relative efficacy
has been reported.

HYPOTHESIS 7a. The greater the management style
similarity, the greater the organizational integration.

HYPOTHESIS 7b. The greater the management style
similarity, the less the employee resistance.

Cross-border Combination
Synergy realization may be affected by whether the join-
ing firms are located in the same country. However, re-
search has not been able to indicate precisely how cross-
border combination affects M&A performance. Our
integrative model enables us to investigate three alter-
natives. First, from an organizational perspective, cross-
border mergers can impede the interaction and coordi-
nation needed to realize synergies because of geographic
distance as well as legal, financial, and other country dif-
ferences (Lindgren 1982, Marks and Mirvis 1993). Sec-
ond, from a HRM perspective, cross-cultural differences
at the societal level can exacerbate culture clashes that
promote employee resistance (Caiori et al. 1994, Kogut
and Singh 1988). Finally, and in contrast to the first two

arguments, a strategic perspective suggests that cross-
border mergers may speed new market access and pro-
mote globalization synergies (Forsgren 1989, Olie 1990).
Hence, cross-border M&As can enhance combination po-
tential in ways that are not available domestically. In all,
the effect of cross-border combination on acquisition per-
formance is somewhat controversial, with different per-
spectives suggesting other, sometimes conflicting, expla-
nations. The following hypotheses summarize our
discussion.

HYPOTHESIS 8a. Cross-border M&As are positively
associated with combination potential.

HYPOTHESIS 8b. Cross-border M&As are negatively
associated with organizational integration.

HYPOTHESIS 8C. Cross-border M&As are positively
associated with employee resistance.

Relative Size
The relative size of a target firm and a bidder (or a junior
partner and a senior partner in a merger) may be an im-
portant consideration in explaining synergy realization
for two reasons. First, when the bidder is much larger than
the target, the combination potential will necessarily be
limited by size constraints (Kusewitt 1985, Seth 1990).
Without the necessary critical mass, relatively small ac-
quisitions are less likely than larger M&As to offer the
full range of combination potential. Second, smaller
M&As may not receive sufficient managerial attention to
tum potential synergies into realized ones (Diven 1984,
Ravenscraft and Scherer 1987). Consistent with that
logic. Kitching (1967) found that in a sample of 69 ac-
quisitions, the sales of the acquired firm constituted less
than 2% ofthe acquirer's sales in 84% ofthe transactions
classified as failures. More recent research has confirmed
those findings (Hunt 1990), suggesting that organiza-
tional integration and the relative size of target to bidder
will be positively associated. Again, our integrative
model enables us to investigate the relative importance of
the two arguments.

HYPOTHESIS 9a. The greater the relative size of tar-
get to bidder, the greater the combination potential.

HYPOTHESIS 9b. The greater the relative size of tar-
get to bidder, the greater the organizational integration.

Methods
We used the case survey method to test our model. Case
surveys constitute a relatively inexpensive and powerful
method of identifying and testing pattems across studies
(Lucas 1974, Larsson 1993), particularly when the area
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in question is dominated by case studies (Yin and Heald
1975), the organization is the unit of analysis, the re-
searcher is interested in incorporating a broad range of
conditions (Jauch et al. 1980), and experimental design
is not critical (Bullock and Tubbs 1987). The basic pro-
cedure is to (1) select a sample of case studies relevant
to the chosen research question. (2) develop a coding
scheme for systematic conversion of qualitative case de-
scriptions into quantified variables, (3) use multiple raters
to code the cases, measuring interrater reliability, and (4)
statistically analyze the coded data.

Several strengths of the case survey method have been
identified in the methodological articles cited above.
First, case surveys tap the rich, complex data reported in
most case studies. The method can thereby overcome the
typical lack of processual and contextual depth in ques-
tionnaire surveys. Second, the case survey method pools
relevant cases into larger samples to overcome the major
drawbacks of single case studies, their inability to ex-
amine cross-sectional pattems and to generalize to larger
populations. Third, the use of coding schemes and cases
allows replication and the measurement of reliability.
Fourth, researchers using case surveys can actively con-
trol for and analyze how studies change over time by
including the time period of the case as a variable, instead
of discarding "dated" studies and thereby missing oppor-
tunities to identify leaming over time among the studied
population. Finally, case surveys help bridge the gap be-
tween quantitative and qualitative research (Jick 1979),
nomothetic and idiographic research (Luthans and Davis
1982), and positivistic and humanistic/interpretive re-
search (Lee 1991). Mintzberg et al. (1976), Miller and
Friesen (1977. 1980), Osborn et al. (1981), and Bullock
and Lawler (1985) have demonstrated the usefulness of
the method for investigating complex organizational pro-
cesses.

Given the specific and sensitive nature of issues related
to synergies and especially employee resistance, we
deemed the case survey to be more suitable than a ques-
tionnaire, which tends to yield relatively low response
rates for complicated or sensitive questions (Ansoff et al.
1971, Datta 1991). and is subject to biases from ex post
rationalization (Miller and Friesen 1977) and common
method variance (Podsakoff and Organ 1986). In addi-
tion, relying solely on archival data was not feasible be-
cause ofthe difficulty of capturing the integration process
that was central to our study through secondary sources.
The complex processual and contextual nature of M&A
integration requires more intensive research methods
(Hunt 1990). Hence, the case survey method, as a

medium-grained methodology (Harrigan 1983), is par-
ticularly well-suited for such a study because it "com-
bin[es] the generalizability of coarse-grained methodol-
ogies (cross-sectional analysis using large data bases)
with the detail of fine-grained methodologies (individual
case studies)" (Datta 1991, p. 294).

Sample
More than 500 references to M&As in the United States
and Europe were identified from bibliographies, case cat-
alogues, reference lists, computer searches, and direct in-
quiry of colleagues. Through further exploration of titles,
keywords, and abstracts, as well as prior knowledge. 112
empirical case studies on integration processes were col-
lected from research joumals and books, dissertations,
conference proceedings and papers, teaching cases, busi-
ness publications, and unpublished papers. By casting
such a wide net for potential cases, we avoided premature
exclusion of studies based on arbitrary a priori judgments
about their methodological rigor, publication status, or
age (Bullock and Tubbs 1987). Hence, the case survey
method enabled us to test for possible systematic differ-
ences among sources to make informed judgments on
which cases to include or exclude. Even cases based on
Fortune articles (Miller and Friesen 1977, 1980; Osborn
etal. 1981) and student reports (Mintzberg etal. 1976)—
sources that would not generally be considered rigor-
ous—have been used successfully.

A detailed screening ofthe cases to assess the relevance
and completeness of the actual case descriptions yielded
a final sample of 61 cases. To be included, a case study
had to (1) describe a specific merger or acquisition. (2)
contain at least two pages of description on both strategic
and organizational issues, and HRM issues, and (3) in-
clude a description of at least one year of the integration
process. The final case sample consisted of a wide set of
domestic and cross-border M&As of varied sizes and
types completed during a period of more than 30 years in
most major industries and in more than 10 home coun-
tries. Selected case studies were associated primarily with
the fields of organization, economics, strategy, and HRM,
and had an average length of 50 pages. Appendix A is a
descriptive listing of the case sample.

We tested for possible sampling biases in two ways.
Systematic differences among case sources and designs
were assessed by using several methodological control
variables as described in the next subsection. The repre-
sentativeness ofthe sample was tested by comparing the
M&As we studied with the population of M&As. A series
of Mests comparing the case survey sample with several
larger samples of M&As in the United States and Europe
(e.g., U.S. Federal Trade Commission 1978, Montgomery
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and Wilson 1986, Ryden 1972) along such dimensions as
acquisition type, relative size, and the incidence of sub-
sequent selloffs indicated no significant differences be-
tween the sample and the population from which it was
drawn. Hence, our sample appears to be representative of
the population of M&As, enhancing extemal generaliz-
ability.

Measures
The original coding scheme was built primarily on 5-
point scales (plus an "insufficient information" altemative
for each item) to capture as much infomiation as possible,
with interrater reliability serving as a quality constraint.
Items that could not be coded reliably at a 5-point level
of detail were collapsed to fewer points until acceptable
reliability was obtained (Larsson 1993). In that way, we
tried to maximize the amount of information captured
through coding. (Alternatively, we could have used less
detailed scales originally to maximize initial reliability.
However, such an approach would have artificially re-
duced the amount of information captured by the coding
instrument, yielding more coarse-grained measures than
necessary.) The original coding scheme included 84
items; however, only items actually used in the study are
described in Appendix B.

A total of 16 raters were involved in the coding process.
Twelve had actually written the cases they coded, two
other raters were experienced M&A researchers, and two
were senior doctoral students. All but two were blind to
the research hypotheses. In general, each case was coded
by three different raters; 14 cases were coded by only two
raters for language reasons.

The 12 case authors coded their own cases, 33 in total.
In addition, another author provided extra infonnation
that contributed to the coding of several variables in 10
other cases that author had written. Author participation
was highly valued because it provided (1) extra infor-
mation not included in the case reports (Bullock and
Tubbs 1987), and (2) secondary validation ofthe codings
as case authors were the primary researchers who had
first-hand knowledge of the actual cases (Lucas 1974).
For example, additionai information provided by case au-
thors facilitated the replacement of almost all instances
of "insufficient information" with substantive codings in
the 33 cases they coded. It also enabled us to test for
possible differences between author-validated codings
and the nonvalidated codings of the other cases (as de-
scribed below). In all. the participation of case authors in
the coding process and the inclusion of three different
raters for most cases were expected to enhance substan-
tially the validity and reliability of the data.

Dependent Variable. We used a total of 11 items to

capture the extent of synergy realization from a merger
or acquisition, including realized benefits from purchas-
ing, production, marketing, market power, administra-
tion, vertical economies, new market access, cross-
selling, transfer of current know-how, creation of new
know-how, and other substantial synergy sources that
may be described in a case. Those items capture the major
types of synergy associated with M&As (e.g., Chatterjee
1986, Lubatkin 1983, Porter 1985, Seth 1990). Each of
the items was coded on a scale as low (0). moderate (1),
or high (2), and then they were summed to create an over-
all measure of synergy realization (Cronbach a = 0.68).
The synergy realization variable included some items,
such as consolidation of cotnpetitor and consolidation of
supplier or customer, that would not be expected to cov-
ary. As a result, reliability estimates such as Cronbach's
alpha may actually be quite conservative. In general,
however, alpha greater than 0.60 is considered good in
research on organizations (Eisenhardt 1988. Finkelstein
1992, Van de Ven and Ferry 1980).

As an example, consider the acquisition of the paint
company Nordsjo by Casco, Sweden's leading adhesive
maker. Synergy realization was estimated to be as high
as 20% of the joint earnings of the two companies over
five years, gains arising from "increased purchasing
power . . . . increased market power . . . , and the greater
expansion base created by complementary competencies
and combination opportunities" (Larsson 1990, p. 170).
Synergy realization was coded as high in that case for 6
of" 11 items and as moderate for one item, resulting in one
ofthe highest total scores in the sample (13).

Independent Variables. Combination potential was
measured as the sum of four items: similarity of market-
ing operations (e.g., geographic markets, customer
groups, and industries); similarity of production opera-
tions (e.g., types of input, process, and product); comple-
mentarity of marketing operations (e.g., possible transfer
of marketing capabilities to new markets or new prod-
ucts); and complementarity of production operations
(e.g., possible vertical economies by transferring produc-
tion capabilities) (Cronbach a = 0.66). Because combi-
nation potential captures both similarities and comple-
mentarities between organizations involved in a merger
or acquisition, the reliability estimate reported may be
understated.

The importance of complementarities for combination
potential is evident when one considers the acquisition of
Italian appliance maker Zanussi by Electrolux. According
to the case narrative. " 'there were not many overlaps; we
were strong where Zanussi was weak, and vice versa'.
There were significant complementarities in products,
markets, and opportunities for vertical integration"
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(Ghoshal and Haspeslagh 1990, p. 7). Marketing and pro-
duction complementarities were coded as high and very
high, respectively, whereas marketing and production
similarities were coded as high and moderate, respec-
tively. In all. the Eiectrolux-Zanussi case had one ofthe
highest combination potentials in the sample (16).

Organizational integration was computed as the sum of
(I) the extent of operational interaction and (2) the em-
ployment of coordinating mechanisms and structures dur-
ing the post-combination integration period (Cronbach a
= 0.78). To illustrate, when Lykes made a conglomerate
acquisition of Youngstown Sheet & Tube in 1969, or-
ganizational integration was minimal (coded as very low
on hoth items). However, the subsequent horizontal ac-
quisition of Lykes/Youngstown by LTV (parent of J&L
Steel, the seventh largest U.S. steel producer at the time),
resulted in " . . . a drive to improve Youngstown's opera-
tions and maximize integration economies.
Youngstown's corporate headquarters and ancillary of-
fices were closed, and the two firms' sales forces were
combined . . . " (Ravenscraft and Scherer 1987, p. 278).
In the latter case, both organizational integration items
were coded very high.

Employee resistance was measured as the active and
passive opposition of acquired company employees to the
acquisition. To assess whether employee resistance var-
ied over time, we measured resistance separately for the
first and second halves of the integration process de-
scribed in each case. The resulting measure of employee
resistance was computed by taking the mean score across
those stages (Cronbach a = 0.60).~ The importance of a
time dimension to the employee resistance measure is
evident in the following example: "In DC, the strong pref-
erence to remain independent and preserve the culture,
when coupled with a militant strategy and a 'we-they'
orientation toward GrandCo, all served to polarize cross-
cultural relations and promote conflict." Subsequently,
"the relationship between DC and GrandCo improved
over the years" (Sales and Mirvis 1984. pp. 110, 131). As
a result, employee resistance was coded as high in the
first half of the studied integration period, but as only
moderate during the second half.

Management style similarity was measured by com-
paring the degrees of formality and participation across
merging organizations. For example, in "Bank A, the
CEO style was reported . . . as being participative and . . .
egalitarian. In sharp contrast, the CEO of Bank B was
seen as . . . 'elitist' [and] authoritarian. . . . Management
style and tone in Bank B was reported by employees to
be "management by crises,' while in Bank A, actions and
decisions were perceived by its members to be more

planned.. . . With respect to the relative orientation to-
ward people vs. task, in Bank A there seemed to be a
much stronger emphasis on the 'human side' of business
than in Bank B" (Buono et al. 1985, pp. 485-487) (coded
as very low management style similarity).

The final two measures were straightforward. Cross-
border mergers were coded as one (I) if the bidder and
target were headquartered in different countries and as
zero (0) otherwise. Relative company size was coded sim-
ply as the ratio of target to bidder size.

Control Variables. Case surveys enable researchers
to examine relevant characteristics of the cases them-
selve.s to assess iheir impact, if any. on the theoretical
constructs of interest. Hence, we could assess empirically
whether any of the cases studied should be excluded from
the analysis because of some potential bias related to how
and when they were conducted. We examined five control
variables to investigate whether design differences across
cases unduly affected results; (I) the extent of data col-
lection in the case (case data collection). (2) whether the
case author adopted the perspective of the acquiring finn.
the acquired firm, or a mix of both (case perspective), (3)
publication status of the case (case publication). (4) the
average calendar year of the integration period described
in the case (case calendar year), and (5) the length of the
integration period described in the case (case period
length).

Reliability and Validity of the Data
Despite their many important advantages, case surveys
may be subject to potential common methods problems
because of their reliance on subjective coding for all vari-
ables in a study. We therefore conducted several alter-
native tests of reliability and validity, described in Ap-
pendix C.

In ail. our tests of reliability and validity appear to pro-
vide strong support for the measures used in the study.
We were able to compare case survey measures with rat-
ings by individuals actually involved in the merger or
acquisition, objective data collected from public and pri-
vate sources, event study returns based on stock market
data, and internal accounting data made available by in-
formants, Hnding significant associations in each test. Al-
though each of the tests was of somewhat limited scope,
the consistent pattem of results across different data
sources and methods helped establish the validity and
credibility of our case survey method.

Data Analysis
We used structural equation modeling (LISREL 7) to in-
vestigate the proposed relationships among synergy re-
alization, antecedents to synergy realization, and control
variables. That technique combines path analysis with
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multiple regression (Joreskog and Sorbom 1989) to pro-
vide both an overall assessment of the fit of a hypothe-
sized model to the data and tests of individual hypotheses.
LISREL is particularly vî ell suited to testing the complex
set of simultaneous equations characteristic of our hy-
potheses (Saris and Stronkhorst 1984).

Several models were estimated. The first, designed to
provide a baseline model of the basic framework in Fig-
ure 2, inciuded the core antecedents of synergy realiza-
tion, the interactions among those antecedents, and the
control variables. The second model was a parsimonious
base model created by dropping the control variables that
were not significant in model L The next three models
had added paths testing H7, H8, and H9. Finally, model
6 included the paths necessary to test simultaneously all
of the hypotheses in the study. It was the most compre-
hensive model tested, and for purposes of exposition is
illustrated in Figure 3.

Results
Table 1 reports the means, standard deviations, and
Pearson correlation coefficients for all variables of inter-
est in the study. Most correlations among independent
variables are not of sufficient magnitude to wan-ant con-
cem. Indeed, after an r-to-z transformation (Cohen and
Cohen 1983). the average correlation between exogenous
variables is only 0.23. The correlation greatest in mag-
nitude is that between combination potential and orga-
nizational integration, a result that is not at all surprising
given H4. Overall, the combination of simultaneous equa-
tion modeling with the various tests of reliability and va-
lidity provide added confidence in the data used in our
study.

Several of the correlations in Table 1 provide prelim-
inary support for some of the hypotheses. Synergy reali-
zation is positively associated with both combination po-
tential and organizational integration, which are
themselves significantly correlated. However, correla-
tions with employee resistance are all nonsignificant. In
addition, management style similarity is negatively cor-
related with employee resistance and relative size is pos-
itively associated with both combination potential and or-
ganizational integration, findings that are consistent with
hypotheses. Finally, case data collection is positively cor-
related with all four constructs in the integrative M&A
model developed in the study, probably reflecting the fact
that case authors tended to gather more data when there
were more data of interest to gather. Importantly, a great
attribute of the case survey method is its ability to control
for such characteristics of case study design, affording
clear tests of hypotheses.

Table 2 reports results from the LISREL analysis. We
examined several fit indices to assess the appropriateness
of the models tested. For example, for model 1 the chi-
square statistic with 10 degrees of freedom is 12.08 {p =
0.280) and the goodness of fit index is 0.937, suggesting
a reasonably good fit of model to data. A similar pattern
is evident for models 2 through 6. In addition, we com-
puted the noncentralized normed fit index (NCNFI) for
each model as: NCNFI - [iF„ - df,,) - (F, - dfM^.,
- df,,)\, where F,, is the chi-square for the null model.
df,, is the degrees of freedom for the null model, F, is the
chi-square for the target model, and df, is the degrees of
freedom for the target model. The NCNFI is particularly
recommended for small-sample studies such as ours be-
cause it "removes the bias that can occur in the ordinary
normed fit index for small samples (McDonald and Marsh
1990)" (Bagozzi et al. 1991, p. 437). As Table 2 indicates,
the NCNFIs are greater than the rule of thumb of 0.90 in
each model (Bentlerand Bonnett 1980), indicating an ac-
ceptable fit. Finally, according to the squared multiple
correlation (SMC) criterion (Hunt and Morgan 1994.
Tharenou et al. 1994), the estimated models also appear
to explain a significant degree of the variance in synergy
realization: the SMC ranges from 0.65 to 0.67 in each
model.

The parameter estimates for each model are also re-
ported in Table 2. Consistent with our expectations, the
results from model 1 indicate that the first three hypoth-
eses predicting direct effects of combination potential
(LISREL parameter = 0.463, p < 0.001), organizational
integration (LISREL parameter = 0.415. p < 0.001), and
employee resistance (LISREL parameter = -0.394, p
< 0.001) on synergy realization are all supported. H4.
predicting a positive association between combination
potential and organizational integration, also is supported
(LISREL parameter = 0.614, p < 0.001). However, H5
and H6 on employee resistance are rejected. Neither com-
bination potential nor organizational integration is signifi-
cantly associated with employee resistance. The pattern
of results found for HI through H6 holds in all models
tested.

H7a and H7b examine the extent to which management
style similarity increased organizational integration and
decreased employee resistance. Model 3 in Table 2 in-
dicates that management style similarity is related nega-
tively and significantly to employee resistance, providing
support for H7b, but not H7a.

H8a, H8b, and H8c posit the effects of cross-border
M&As on combination potential, organizational integra-
tion, and employee resistance, respectively. Results are
mixed. Model 4 shows an unexpectedly negative and
marginally significant relationship between cross-border
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Figure 3 Model ot M&A Periormance
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Table 2 Results of LISREL Analysis

Hypothesis Description ot Path

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

Hypothesized LISREL LISREL LISREL LISREL LISREL LISREL
Direction Parameter Parameter Parameter Parameter Parameter Parameter

1

2

3

4

5

6

7a

7b

8a

8b

8c

9a

9b

Controls

Chi-square
d.f.
p

Combination potential ->
Synergy realization

Organizational integration ->
Synergy realization

Employee resistance -*
Synergy realization

Combination potential - *
Organizational integration

Combination potential ->
Employee resistance

Organizationai integration ->
Employee resistance

Management style similarity ->
Organizational integration

Management style similarity -»
Employee resistance

Cross-border combinations ->
Combination potential

Cross-border combinations ->
Organizational integration

Cross-border combinations ->
Employee resistance

Relative size -*
Combination potential

Relative size -*
Organizational integration

Case data collective ->
Synergy realization

Case perspective ->
Synergy realization

Case publication -»
Synergy realization

Case calendar year -*
Synergy reaiization

Case period length -*
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+
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+
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-0 .368*"

0.614""

0.254

-0.019

0.158^
0.63
2
0.729
0.996
1.000

0.441"*

0.459*"

-0 .368*"

0.625"*
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5
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0.076

0.156

-0.247*
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M&As and employee resistance, but model 6 does not.
Cross-border M&As are not significantly associated with
combination potentiul in model 4. but the relationship is
ptisitive and signiticant—as hypothesized—in model 6.
Overall, those results provide some support for H8a, and
do not support H8b and H8c.

Finally, H9a and H9b were tested by adding paths from
relative size to both combination potential and organi-
zational integration. As models 5 and 6 indicate, the for-
mer path is signiticant, thereby supporting H9a but not

The LISREL analysis also indicated that only one con-
trol variable, case period length, was significantly asso-
ciated with synergy realization when the full model was
tested. By definition, such methodological controls are
viewed as artifacts of the case survey method. For ex-
ample, less synergy realization is likely to be evident in
a case when the studied integration period is curtailed.
The fact that tests of hypotheses were conducted after
controlling for such design artifacts provides greater con-
fidence in the results.

Discussion and Conclusions
Our results provide considerable support for an integra-
tive perspective on mergers and acquisitions. The adop-
tion of the synergy realization construct to assess M&A
performance represents a departure from previous work,
and the results we report should be evaluated accordingly.
Measuring M&A success in terms of synergy realization
is an attempt to bring the dependent variable of interest
closer to the phenomenon under investigation. As dis-
cussed previously, traditional measures of M&A perfor-
mance in accounting and economics are problematic, es-
pecially when a study is examining many of the internal
dynamics that occur after an acquisition is completed.
Although it is not without difficulties, notably the sub-
jective nature of the operationalization, we believe syn-
ergy realization more directly captures what goes on in
an acquisition than measures of financial perfomiance.
Further, to the extent that combination potential, organi-
zational integration, and employee resistance are the key
antecedents to M&A success, researchers must adopt de-
pendent measures that have the potential to reflect their
effects.

All three of the major antecedents to M&A success
were related significantly to synergy realization. Our re-
sults on combination potential are particularly interesting
in light of how we defined that idea. In contrast to vir-
tually all previous studies on acquisition relatedness,
which highlight the extent to which two merging firms
are similar, we argue that strategic differences can create

opportunities for synergistic completnentarities by com-
bining different operations that enhance the competitive
position of the resulting entity. Assessing combination
potential in terms of both similarities and complementar-
ities is considerably more direct than relying on SIC
codes or classification schemes that cannot differentiate
among potential sources of value creation (Dess et al.
1995). The strongly positive and significant relationship
between combination potential and synergy realization
we report provides some support for that perspective.

In a post-hoc inquiry, we redid the LISREL analysis
after replacing combination potential first with similarity
{of marketing and of production operations) and then with
complementarity (also of marketing and production
operations) to see how robust our results would be when
combination potential is broken down to its components.
In both cases we found a positive and significant associ-
ation with synergy realization, with most other results
staying essentially the same (but see the following dis-
cussion of employee resistance for an exception). Hence,
for possibly the first time in a relatively large sample, we
established that the potential benefits from sharing re-
sources across organizations increases the success of an
acquisition in terms of the specific synergies actually re-
alized.

The findings on complementarity may be even more
interesting. Independently of any similarities between
joining firms, the presence of complementary operations
increases the probability of acquisition success by boost-
ing synergy realization. That post-hoc finding further sup-
ports our contention that "economies of fitness" arising
from complementary operations-—and not just "econo-
mies of sameness" arising from similar operations—are
important components of what makes acquisitions work.
The fact that explicit consideration of complementarities
has been missing in previous empirical research on
M&As may be one reason for the mixed results of the
work on acquisition "relatedness" (e.g., Blackburn et al.
1990, Chatterjee 1986, Elgers and Clark 1980, Lubatkin
1987, Matsusaka 1993, Seth 1990, Singh and
Montgomery 1987). Clearly, it represents an opportunity
for future work.

For practitioners, this finding serves to highlight a po-
tential driving force that tends not to be highlighted. In
several cases in our sample of M&As, success can be
attributed as much to economies of fitness as to econo-
mies of sameness. Consider again the case of Electrolux\s
acquisition of Zanussi. Combination potential was driven
by significant production and marketing complementari-
ties, and overall synergy realization was among the high-
est in the sample. As is evident in that case, there may be
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benefits to focusing on complementarities in M&A situ-
ations. For both practitioners and researchers, the findings
pertaining to complementarities warrant careful consid-
eration.

The acquisition integration process is often cited as an
essential element in making M&As work (e.g.,
Haspeslagh and Jemison 1991). However, few studies
have statistically examined organizational infiuences on
M&A success in both a relatively large-scale sample of
acquisitions and in conjunction with other antecedents.
Of all the determinants of synergy realization we studied,
organizational integration was the strongest predictor. We
found that the greater the degree of interaction and co-
ordination between combining firms, the greater the de-
gree of synergy realization. That finding is consistent with
those of many writers on M&As (e.g., Pablo 1994,

Shrivastava 1986), and suggests thaf it may not be enough
for a merger or acquisition to have potential synergies to
exploit; structural and processual changes must be un-
dertaken that allow those synergies to be realized.

Interestingly, the strong association between combi-
nation potential and organization integration in our sam-
ple seems to indicate that acquisition integration was al-
most a natural consequence of high potential
combinations. On closer examination, however, a some-
what different picture emerges. Of the 30 cases (of 61) in
which combination potential scores were at or above the
median, 18 (60%) also scored above the median in or-
ganizational integration, but 12 did not. So, in 40% ofthe
cases where combination potential was high, organiza-
tional integration was actually low. That such a sizable
number of M&As had those dual characteristics is very
much in line with the view of writers who argue that firms
tend to underemphasize the importance ofthe integration
process to M&A success (e.g., Arnold 1984, Haspeslagh
and Jemison 1991, Lubatkin 1983, Shrivastava 1986).
Further, the lack of attention to integration issues has se-
rious repercussions for synergy realization. A comparison
of the high potential/high integration subgroup with the
high potential/low integration subgroup reveals that syn-
ergy reaiization was significantly higher in the former set
than in the latter (/ = 4.80; p < 0.001). In fact, average
synergy realization scores were more than four points
higher (synergy realization ranged from 0 to 13) when
high organizational integration accompanied high com-
bination potential than when potential was high and in-
tegration was low. Thus, our results provide strong sup-
port for the importance of organizational integration as a
means of synergy realization when combination potential
is high.

One final point on the role of organizational integration
is worth highlighting. Why would firms not expend the

effort on integration when combination potential is high?
Our data do not speak directly to that issue, but some
inferences are possible. Certainly, managers in some ac-
quiring firms may not realize how important acquisition
integration is for M&A success (Diven 1984, Kitching
1967), and problems in pre-acquisition deal-making are
well-known (Jemison and Sitkin 1986). However, the
mere presence of significant synergistic potential in an
acquisition may necessitate nontrivial efforts to realize it,
and perhaps the greater the combination potential, the
more compelling the need for integration. High potential
acquisitions are most challenging because they require
effective interaction and coordination to realize their po-
tential. When an acquisition affords fewer potential syn-
ergies, the problem of realizing them is reduced because
cooperation is less important and coordination costs are

less severe. As Lubatkin and O'Neil (1987, p. 668) have
argued, "administrative business risk" is greater when
there is significant combination potential. Hence, al-
though combination potential is an important driving
force for M&A success in general, acquisition integration
is particularly important for realizing synergies when
such potential is high. That may also bc another reason
why "related" acquisitions do not always do better than
"unrelated" acquisitions (Elgers and Clark 1980,
Lubatkin 1987): realizing synergies entails considerably
higher interaction and coordination costs in related ac-
quisitions than it does in unrelated transactions.

The third major antecedent to M&A success, employee
resistance, was negatively associated with synergy reali-
zation. We argued that M&As often have a severe effect
on employees in acquired firms, to the extent they may
experience significant stress, career disruptions, and cul-
ture clashes in the months and perhaps years following
the merger or acquisition. Those consequences of M&As
in turn engender resentment, hostility, and dissatisfaction,
increasing employee tumover in the process. Our study
shows just how problematic such employee resistance is,
and the difficulty of realizing synergies from acquisition.s
under such circumstances. For example, although com-
bination potential was very high and integration moderate
in the acquisition of Getty Oil by Texaco in 1984, severe
employee resistance greatly reduced the extent to which
synergies actually were realized in that deal (Altendorf
1986).

The LISREL analysis of how combination potential
and organizational integration affect employee resistance
is also telling. The LISREL parameters for both factors
are nonsignificant, implying that employee resistance
tends to be a generalized phenomenon in most M&As.
Although such a conclusion cannot be refuted on the basis
of our post-hoc analysis splitting combination potential
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into strategic similarity and strategic complementarity,
we raise one caveat. That is, although both strategic sim-
ilarity and strategic complementarity are positively but
not significantly related to employee resistance—as is the
case for combination potential—the magnitude of the
path coefficients is worth noting. The pattern that emerges
indicates that similarity tends to be a stronger predictor
of employee resistance than complementarity (by a factor
of 2 to 10 times in models 1 through 6). In addition,
employee resistance is correlated at 0.24 {p < 0.10) with
similarity, but only at 0.14 (not significant) with comple-
mentarity. Hence, though certainly not definitive, those
supplementary findings suggest that employee resistance
is engendered more by strategic similarities between
merging firms than by differences. Such a relationship
makes sense when one considers that firms often seek to
realize synergies from overlaps in production and mar-
keting by downsizing (Larsson 1990). In contrast, com-
bining complementary operations is likely to be seen as
much less threatening to employees (Walter 1985). To
the extent those suppositions are correct, they provide
further support for the idea that complementary acquisi-
tions can be an effective approach to realizing synergies.
Managers—and researchers investigating M&As—may
benefit by broadening their view of what combination po-
tential is all about. Complementarities—or economies of
fitness, as we call them here—may well be an underap-
preciated source of value creation in M&As, acting both
to boost synergy realization and to ease employee resis-
tance.

Beyond confimiing the value of the integrative frame-
work illustrated in Figure 2. our study provides evidence
that highlights the mechanisms through which manage-
ment style similarity, cross-border combination, and rela-
tive company size affect acquisition performance. Al-
though each of those factors has been linked with
acquisition performance in the past, previous work has
not attetnpted to, nor been able to, clarify the mechanisms
through which such relationships may hold. Including
paths in the LISREL model between those M&A char-
acteristics and the core antecedents of synergy reaiization
enabled us to go beyond these previous strictures to in-
dicate why management style similarity, cross-border
combination, and relative company size appear to affect
acquisition performance.

We found that management style similarity reduced
employee resistance, even though it had little effect on
organizational integration. That finding is important for
it empirically establishes that management style similar-
ity may have its greatest effect on eventual synergy re-
alization through its attenuation of cultural differences
between tnerging organizations, rather than by facilitating

interaction and coordination among different manage-
ment groups. That employees apparently pay so much
attention to such managerial differences across organi-
zations is not that surprising given the importance of sym-
bols and rituals in organizations and the role of an orga-
nization's leaders therein {Salancik and Meindl 1984).

We also found that combination potential was higher
when the target was larger in relation to the bidder com-
pany, but that organizational integration was unaffected
by acquisition size, a result that tends to support a "critical
mass" argument {Kusewitt 1985) for synergy realization
more than it does a "managerial attention" logic
(Ravenscraft and Scherer 1987). The critical mass argu-
ment holds that the target must be of sufficient size in
relation to the bidder for it to generate substantial com-
bination potential, whereas the managerial attention ar-
gument suggests that, with enough attention and energy
directed toward integrating the acquisition, synergies—
regardless of their size—can be realized. Hence, our re-
sults provide new insight to previous research on the ef-
fects of relative size on acquisition performance (e.g.,
Kitching 1967), suggesting that bigger acquisitions do
better because they offer greater synergy potential, not
because managers pay more attention to the integration
process when targets are large.

That finding has important implications. It suggests
that relative size is a key factor to consider when selecting
potential targets because of its relationship to combina-
tion potential. Advocates of the managerial attention ar-
gument—who may believe they can make small acqui-
sitions and be successful if they spend enough time on
integration—run the risk of understating the importance
of combination potential in M&As. ln fact, when we ex-
amined the 31 cases in which combination potential was
below the median, organizational integration (whether
high, 11 times, or low, 20 times) seemed to make only a
marginal difference for synergy realization (r = L46, p
< 0.10). That observation is in contrast to the highly sig-
nificant difference made by integration when combination
potential was high, as noted above {/ ~ 4.80;/? < O.OOI).
Hence, as important as organizational integration is in
M&As, its greatest effect on M&A success occurs when
combination potential is high. Although not unimportant
when combination potential is low, the potential value-
added of an integration effort is somewhat muted when
acquisitions have little synergy potential. Thus, what
emerges from those findings is the notion that M&As
work best when both combination potential and organi-
zational integration are high, and that deals involving
only one of those characteristics may fall somewhat short.

Finally, cross-border M&As (marginally) reduced em-
ployee resistance, an unexpected finding that may provide
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some insight to how the human side of merger can be
better understood and managed. Perhaps employee resis-
tance is affected not so much by the overall degree of
combination potential and organizational integration as
the nature of those factors in different situations. For ex-
ample, combination potential may be more complemen-
tary—and hence less threatening—in cross-border com-
binations than in domestic M&As with overlapping
operations. Certainly the positive sign between cross-
border M&As and combination potential in model 6 is
consistent with such logic. Another possibility is that the
cultural differences that can derail effective integration in
domestic M&As are more carefully attended to in cross-
border combinations because of managers' heightened
sensitivity to such an apparently important consideration
when combining firms in different countries. As a result,
though certainly not without significant challenge, cross-
border M&As may actually not represent the daunting
hazard they are sometimes made out to be in the popular
press (e.g.. Business Week 1995).

Conclusions
In all, our findings provide considerable support for our
integrative model of M&As and have relatively clear im-
plications for future research. Perhaps most importantly,
they indicate that researchers should consider strategic,
organizational, and HRM explanations for M&A success
simultaneously. Each of the main antecedents to M&A
performance is independently and significantly related to
synergy realization. Hence, the integrative model we
tested appears to have some potential and, more gener-
ally, suggests the value of theoretical synthesis to im-
prove understanding of complex phenomena such as
M&As. Further, by examining interrelationships among
the antecedents to synergy realization, and how such key
characteristics of M&As as management style similarity,
cross-border combination, and relative size affect M&A
perfomiance, the integrative approach we adopted affords
important insights. Future work on larger samples can
move our efforts forward by (1) examining in greater de-
tail the interactive effects of the three antecedents to syn-
ergy realization, (2) comparing both accounting and stock
returns with synergy realization in a more comprehensive

way, and (3) testing more detailed models of M&A per-
formance. The latter might include examination of the
antecedents to different types of synergy realization, or
investigation of different aspects of, say, employee resis-
tance. Such analyses represent important future research
opportunities.

In addition to highlighting the importance of synthesis,
our study demonstrates that the case survey method has
the potential to provide insights to difficult questions. In
particular, the integrative model we tested requires rela-
tively rich and extensive data to investigate effectively.
Such data are not readily available from secondary
.sources, and whether traditional (questionnaire-based)
survey data can generally match the degree of richness
characteristic of case survey data is not clear. In a similar
vein, our adoption of a complex, multidimensional con-
struct such as synergy realization as the dependent vari-
able calls for the type of rich and extensive data that the
case survey method can produce. Thus, our choice of
method is closely tied to the nature of the model inves-
tigated. Given the complex nature of the phenomena typ-
ically studied by strategy researchers, we believe the case
survey method may be particularly appropriate for them
(cf. Miller and Friesen 1977, 1980). By allowing both a
synthesis and an empirical examination of fundamental
relationships affecting M&As in our study, the case sur-
vey approach enabled us to move beyond a reliance on
anecdotal evidence to a broader, yet more analytical,
treatment of the phenomenon that helps to address the
concerns of practitioners and researchers alike.
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Appendix A. Case Survey Sample

Home HQ Country

Case Title Primary Reference

Lindgren 1982
Lindgren 1982
Gaertner 1986

Ravenscraft and Scherer 1987"
Lindgren 1982
Lindgren 1982
Lindgren 1982
Buono etai. 1985"
Ravenscraft and Scherer 1987"

Ravenscraft and Scherer 1987"
Ravenscraft and Scherer 1987''
Klintman and Modeil 1992
Idland and Petersson 1991''
Larsson 1990
Lindgren 1982
Lindgren 1982
Lindgren 1982
Lindgren 1982

Larsson 1990

Ravenscraft and Scherer 1987
Ravenscraft and Scherer 1987
Lindgren 1982
Graves 1981
Marjasola 1989
Goshal and Haspeslagh 1990"
Dahlgren and Witt 1988
Alarik and Edstrom 1983"
Sales and Mirvis 1984"
Johannisson 1981
Ravenscraft and Scherer 1987''
Ravenscraft and Scherer 1987
Johannisson 1981
Alarik and EdstrOm 1983"
Schwarz and Sathe 1982
Ravenscrad and Scherer 1987''

Ravenscraft and Scherer 1987"
McNichols 1983
Gilmore and Austin 1972''
Nystrftmand UtterstrOm 1983"
NystrOm and UtterstrOm 1983"
NystrOm and UtterstrOm 1983"
Johannisson 1981
Ravenscraft and Scherer 1987
Ravenscraft and Scherer 1987
Sonnenfeld and Dowd 1982
Larsson eta). 1994"
Larsson etal. 1994"
Larsson etal. 1994"
Hope 1976

of Pages

17
17
19
23
17
17
17

65
22

20
20

65
119
44
17
17
17
17

34
18
17
17

25
17
84
264
133
47
104
20
20
105
133
19
22

20
20
112
94
94
94
92
20
18
14
49
19
53
17

Status

Doc. diss.
Doc. diss.
Conf. pap.

Res. book
Doc. diss.
Doc. diss.
Doc. diss.
Res, article
Res. book

Res. book
Res. book

Unpublished
Unpublished
Doc. diss.
Doc. diss.
Doc. diss.
Doc. diss.
Doc. diss.

Doc. diss.
Res. book
Res. book

Doc. diss.
Res. article
Unpublished
Teaching

Doc. diss.
Doc. diss.
Res. article
Doc. diss.
Res. book
Res. book
Doc. diss.
Doc. diss.
Teaching
Res. book

Res. book
Teaching
Teaching

Doc. diss.
Doc. diss.
Doc. diss.
Doc. diss.
Res. book
Res. book
Teaching
Unpublished
Unpublished
Unpublished
Res. article

Acquiring

Sweden
Sweden
US
US
Sweden
Sweden
Sweden

US
US

US
US

Svi/eden
Svi'eden
Sweden
Sweden
Sweden
Sweden
Sweden

Sweden

US
US
Sweden
GB

Finland
Sweden
Sweden
Sweden
US
Sweden
US
Can
Sweden
Sweden
US
US

US
US

US
Sweden
Sweden
Sweden
Sweden

US
US

us
Svt/eden
Sweden
Sweden
GB

Firm Acquired Firm

Foreign
Foreign
US
US
Foreign

Foreign
Foreign

US
US

us
us
Sweden
Sweden
Sweden
Foreign
Foreign
Foreign
Foreign

Sweden
US
US
Foreign
GB
Finland
Italy
Sweden
Svt/eden
US
Sweden
US
US
Svi'eden
Sweden
US
US

us
us
us
Sweden
Sweden
Sweden
Sweden
US
US
us
Netherlands
Switzerland
Germany
GB

Year

1975-1980
1975-1980
1980
1968
1975-1980
1975-1980
1975

1981
1977

1972
1979

1985
1988
1982
1975-1980
1975-1980
1975-1980
1975-1980

1983
1959
1973
1975-1980
1974

1985
1984
1981
1976
1978
1976
1976
1974
1975
1976
1975
1978
1969
1968

1964
1971
1970
1967
1974
1966
1960
1981
1988
1987
1986
1968

A - 1 "

A-B Consumer Goods^
AMF"Harley Davidson

B-4»

Bank A-Bank B*
Beatrice Foods-Harman International

Bendix-Boise Home System
Bendix-Caradco

Bilsped-Scansped
Boverket (Bostadstyrelsen-Planverket)
BRIO-Alga

C-B"

Casco-NordsjO
Chromalloy Am. Corp.-Sintercast
Consolidated Foods-Robert Bruce

Drake-Cecil

Eiectrolux-Zanussi
Ericsson Info System
Futeco Textile^
GrandCo-DC^
Granges-SAPA
Gulf&Western-Marquette Cement
Int. Nickel of Canada-ESB
Kronanverken
Leisure Groups
LEM-Prime Motors"
LTV Corp-Lykes Corp
Lykes-Youngstown Sheet&Tube
Marcor (Monlgomery Ward-Container)

McCord-Davidson^
Milk cooperative Aria
Milk cooperative NNP
Miik cooperative VSrmland
Navigator-Swedese
Pennwalt Chemical-S.S, White
Philip Morris-ASR
Roth borou gh-Transcom"
SKF-ATB
SKF-Jacob
SKF-Prototyp
Slater-Walker-Crittall-Hope
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Stansaab-Datasaab
Svensk Apparatur-Varme&Tryck^

Texaco-Getty
Texas Instr-Metals & Controls
Textile Corporation (3 firms)
Textron-Talon
Transway/Sero--lntertrans°
Trucking A-B"
United Tech-Mostek
US Industries-Great Lakes Screw
W.R. Grace--Letisse
WM Data--Edebe

^Fictitious name.
''Additional referenoes were used {available from authors by request).

Dahlgren and Witt 1988
Allen and Lorsoh 1974
Altendorf 1986^
Anonymous HBS case 1960
Dechampsetal. 1983
Ravenscraft and Scherer 1987
Blake and Moulon 1985
Larsson 1990
Anderson etal. 1982
Ravenscraft and Scherer 1987
Ravenscraft and Scherer 1987''
Klintman and Modell 1992

165
26
214
22
17
21
16
6
11

18
24
205

Doc. diss.
Teaching
Doc, diss.
Teaching
Teaching
Res. book
Res. article
Doc. diss.
Res. article
Res, book
Res. book
Unpublished

Sweden
Sweden

US
US
US

US
US
Sweden
US
US
US
Sweden

Sweden
Sweden

US
US

us
us
QB
Sweden

US
US
US
Sweden

1978
1962
1984
1959
1967
1968
1981
1982
1979
1967
1969
1989

Appendix B. M&A Case Survey Coding

Dependent Variable
Synergy Realization. Equal lo the sum of the following 11 items <aJl

3-point scales from low = 0 lo high — 2):

Estimate the degree lo which the merger or acquisition realized the

following benefits:
• Consolidated purchases of inpul to reduce purchase price/cost per

unit (e.g., like through volume rebates);

• Consolidated production lo reduce production cost per unit (e.g.,

like utilization of excess capacity);

• Consolidated marketing to reduce marketing cost per unit (e.g.,

like integrated salesforce with fewer employees);

• Consolidation of competitor to increase market power by reducing

competition, thereby being able to command higher prices (without

losing corresponding volume);

• Consolidated administration to reduce administrative overhead

per unit (e.g.. like elimination of duplicated head offices);

• Consolidation of possible supplier or customer to reduce trans-
action costs per unit (e.g., like elimination of intermediate storage,

marketing, and purchasing);

• Access to new geographic niarket(s) through the other firm's es-

tablished local sales organization to increase joint sales;
• Cross-selling of complementary products to joint customers to

increase joint sales;

• Transfer of current know-how (including R&D) from one tirm to

the other for the latter firm to manage its operations more effectively;

• Creation of new know-how from the interaction between the join-
ing firms that one firm can use to manage its operations more effec-

tively;

• Other explicit sources of synergy in the case study that are of
significance to the estimation of the total amount of synergy realization

made up of these synergy sources (e.g., hke financial).

Independent Variables
Combination Potential. Equal to the sum of the following four items
(all 5-poinl scales from very low = 1 lo very high = 5):

• Marketing Similarity. Estimate the similarity of marketing opera-
tions between the joining firms based pr imely on their geographic
markets, customer groups, and main industries.

• Production Similarity. Estimate the similarity of production
operations between Ihe joining firms based primarily on their input,
process, and product types.

• Marketing Complementarity. Estimate the complementarity of

marketing operations belween the joining firms in terms of ihe extent

to which their different marketing capabilities tit each olhcr and can

thereby be transferred between the different markets and products ot

ihe two firms.

• Production Complementarity. Estimate the complementarity of

production operations between the joining firms in terms of ihe extent
to which their different production capabilities fil each other and can

thereby be transferred between them, such as vertical economies be-

lween firms with long-linked technologies.

Organizational Integration. Equal to the sum of the following two

items (both 5-point scales from very low = 1 to very high = 5):

• Firm Interaction. Estimate the degree of operational interaction

between the joining firms during the integration period In relation lo

the total amount of activity in the acquired firm (e.g.. like the creation
of everyday material. Information, and cash flows between Ihe firms

and/or restructuring resulting in more permanent transfer of products,

facilities, personnel and other resources between the firms);
• Coordinative Effort. Estimate the degree of ctwrdinative effort

expended to enhance synergy realization by adjusting the operational

inleraclion between the joining firms. This can be inferred from ihe
atnount of utilization of coordination mechanisms across the joining
firms, such as special iniegrators, transition teams, management infor-

mation systems, integration plans, senior management involvement,
and temporary personnel exchange/rotation.

Employee Resistance. Equal to the mean of the following two items
(both 5-point scales from very tow = I to very high = 5);

• Employee Resistance First Half Estimate average acquired em-

ployee resistance [defined as the active and passive opposition lo ihe
integration process with the acquiring firm, such as vocal opposition
(voice), symbolic opposilion (anii-acquirer posters), voluntary exits,

absenteeism, passivity, and sabotage] during the first half of the studied

integration period;
• Employee Resistance Second Half Estimate average acquired em-

ployee resistance (see above) during the second half of the sludicd
integration period.

Management Style Similarity. Estimate the degree of management
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style similarity between the joining finns at the beginning of the inte-

gration phase. Management style is here viewed in terms of degrees
(low versus high) of formality, employee participation, and any other

dimensions emphasized by the case author. (5-f)oint scale from very
low = 1 1(1 very high = 5).

Cross-border Combination. Was the nationality/home country of
the joining firms the same or different? (2-point scale with same home

ct)untry = 0 and different home countries = 1.)

Relative Size. Estimate relative size defined as the ratio of annual

sales of acquired firm to the annual sales of acquiring firm in the year
of (or prior to) the legal combination (if sales are not available, use

tolal assets; if they are also not available, use lotal number of employ-
ees). [5-point scale from very low (<10%) = 1 to very high (>67%)

= 5.1

Control Variables
Case Data Collection. How extensive was the data collection? [3-point
scale from low (1-7 interviews and <30 document pages) = 1 to high

(>20 interviews and >I(X) dtxrument pages) = 3.)

Case Perspective. Estimate the dominant perspective of the case

study in terms of whose viewpoint is mostly used. (3-point scale from

acquiring firm's = I to acquired firm's = 3.)

Case Publication. What is the research publication status of the

ca.se study? [5-poini scale from very low (unpublished working paper,

etc.) = 1 to very high (research journal) = 5.]

Case Calendar Year. Estimate the average integration year studied

detined as (calendar year of legal combination + calendar year of the

end of the studied period) divided by 2. [5-point scale from 1964 or

earlier = I to lQKOorlaler = 5.|

Case Period Length. Estimate the length of time of the studied (i.e.,

described) integration period jtypically from the legal combination

(prior background description to be included) to the end of the descrip-

tion or complete divestment.] (4-point scale from 1 or 2 years = i to

> 4 years = 4.)

In addition to those 27 items, 9 otber items were used for purposes

of" sample description and representativeness and for testing the validity

of ihe data. They included whether the rater was the case author, the

number of ca.se study sources and pages, the field of research most
closely associated with the case material, whether the names of merg-
ing firms were disguised, FTC combination types, the primary industry

of the acquired firm, overall M&A performance, and the degree of

subsequent selloff.

The complete coding scheme with the full set of instructions, scale

anchors, etc. is available upon request.

Appendix C.
the Data

Tests of Reliability and Validity of

Interrater Reliability

Mosi case studies were coded by three different raters to increase the
reliability of the resulting data. We computed interrater reliability after

(1) dropping the 48 ilems in the original coding scheme that were not
used in the study (interrater reliability scores computed for the full
ctxiing scheme did not differ materially from those reported here) and

(2) excluding ratings by case authors because they were based on more

data than were available to other raters. (Additional information that
was not contained in a case, hut that case authors may have internal-
ized, would not be available to other coders. Therefore, inclusion of

author coders in computing interTater reliability may actually under-

stale the extent of agreement among coders, and inaccurately evaluate
the extent of disagreement created by the coding system itself.) Inter-

rater reliability, measured as average pairwise perceni agreement of
codings across raters (Larsson 1993). was 68.8%. Thai measure of in-

terrater reliability was preferred to others (e.g.. percentage absolute
agreement among raters) because it is a more precise assessment of
agreement between coders and it is independent iif the number of raters.

The level of interrater reliability was considered satisfactory in com-
parison with the benchmark of 65% recommended in the literature (Yin

and Heald 1975. Jauch et al. 1980). and the reliabilily reported in other
complex case surveys (Yin and Yates 1974. Miller and Friesen 1977,

Yin el al. 1977).

To eliminate coding differences among raters and arrive at the final
set of codings to be used in the analysis, we followed a limited version

of Bullock and Tubbs" (1987) consensus approach- In that procedure,
raters meet to resolve coding discrepancies by reexamining case studies

and jointly determining appropriate ratings where they disagree. Fur-
ther, at that stage we were able to rely on additional information pro-

vided by ca.se authors thai would not have been available lo the other

raters, which boosted the validity and completeness of the final set of

codings. The consensus approach we used was superior to alternative

decision rules (e.g.. majority, average, or expert) because in effect it
enabled raters to reexamine ihe codings for items Ihat were not in

agreement, thus facililating detection of any coding errors and inclusion

of valuable additional information from case authors. For example, the

majority approach rules out the unique information that author raters

provide, whereas relying on averages dilutes author information while

allowing individual coding mistakes to affect the final codings,

Secondary Validation

The validity of the final coding was tested in several ways. To assess

whether reliance on cases coded only by nonauthors (secondary data)

introduced any systematic bias relative to cases coded by aulhors (pri-

mary data), we examined correlations belween a binary variable for

"author" participation and the variables in the study. If no systematic

differences were found, the secondary data from nonauthor-coded cases
could be seen as being as representative of the primary Jala as the

author-coded cases. We found that only 2 (of 12) correlations with

author were significant: (I) cross-border M&As and (2) case period
length. Consequently, the codings do not appear to be subject to con-
siderable differences in interpretation among case authors and other

coders, suggesting ihal ihe significant correlations may be random.
Hence, the final case codings used in our tests of hypotheses appear to

represent systematically the primary data of the case sample.

Convergent Validity

We conducted four tests of convergent validity. First, because we had
direct access to 14 individuals who were principals in six of the cases,
we followed Miller (1993) and Miller and Friesen (1977. 1980) and

collected additional primary data to help validate the case survey cod-
ing. We asked tbose informants (including one chairman of the board,

two CEOs, three administrative VPs. and two personnel VPs) to esti-
mate the degree of synergy realization, combination potential, orga-

nizational integration, and employee resistance, as well as the overall
acquisition performance (the coding instrument also included an item
whereby the raters evaluated the overall success of the M&A combi-

nation; "overall acquisition performance"), in the merger or acquisition

O R G A N I Z A T I O N S C I E N C E A ' O I . 10, No. 1, January-Febnjary 1999 21



RIKARD LARSSON AND SYDNEY FINKELSTEIN Perspectives on Mergers and Acquisitions

in which they were a participant. We then computed partial correlations

between case survey data and the average of informants' estimates for
each of those variables, controlling for tbe specific merger or acquisi-

tion. The partial correlation coefficient was 0.69 (n = 30; p < 0.01),
providing additional support for the validity of the case stirvey codings
used.

Second, we tried to obtain objective measures for the independent
variables to help validate the case survey codings. However, the lack

of data on such M&A processual factors as organizational integration
and employee resistance was an important motivation for adopting the

case survey method. We did obtain objective data on combination po-
tential for a subsample of M&As. Using the FTC's Large Merger Series
for acquisitions before 1980 and data compiled by Securities Data Cor-

poration for acquisitions after 1980. we computed a measure of reiat-
edness (to assess combination potential) for the 18 mergers or acqui-

sitions that were included in those listings and for which data on SIC
classification were available. Counting acquisitions in which both the

bidder and target companies shared a common 4-digit SIC code as
related (Morck et al. 1990), we found that combination pt^lential and

relatedness were positively and significantly correlated (Spearman rank

correlation = 0.60;p < 0.01). Alternative measures of relatedness that

attempted to differentiate between primary and secondary businesses,

and 2-digit. 3-digit. and 4-digit matches, yielded a similar result. In

light of our previous discussion of how combination potential captures

both similarities and complementarities—which SlC-based measures
of relatedness do not—the magnitude of the correlation is especially

noteworthy and strongly supports the case survey measure of combi-

nation potential. In addition. FTC data on combination type (the FTC

classifies acquisitions into horizontal, vertical, product extension, mar-

ket extension, and conglomerate types) and relative size were identical

to similar measures also coded in the case survey 20 of 24 times (83%).

Third, for M&As in which (1) the identity of the two organizations

involved in the merger or acquisition was known (20 of 61 M&As in

the sample were anonymous). (2) a precise announcement date could

be established, and (3) data were available on tapes prepared by the

Center for Research in Securities Pricing (CRSP). we computed the

abnormal stock returns to the acquiring firm and compared them with

the case survey measure of synergy realization. Abnormal stock returns

were computed by the formula:

/? - « + b{Rm) -t- e.

where Rm is the market return and a and b are market parameters

estimated from 300 days lo 50 days before the acquisition date. Al-
though we used a window of five days before and after the announce-
ment date to compute actual relums (Brown and Warner 1985), find-

ings did not change appreciably when slightly narrower or broader
windows were used.

Although computing M&A performance by the event study method
is the dominant approach in the finance literature (Brown and Warner

1985), it may not necessarily be highly related to synergy realization.
a construct that is based on tbe actual integration period for assessing

M&A success. However, to the extent that those measures are corre-
lated, they provide additional support for the validity of the dependent

variable in our study. We computed abnormal stock returns for the 13
acquiring firms that met our criteria, and found that the measure was
positively correlated (using Spearman rank correlations) with synergy

realization (r = 0.51, ;J < O.IO). Further, overall acquisition perfor-

mance as estimated by the raters also was positively correlated with
abnormal stock returns for the 13 acquiring firms (r = 0.56; p < 0.05).

whereas the correlation between synergy realization and overall ac-
quisition performance was 0.69 (p < 0.01).

Fourth, given the importance of synergy realization in our study, we

conducted one final test of the convergent validity of that construct for
a limited subsample of firms for which we were able to obtain internal

(unaudited) accounting measures of firm performance. Using the pri-
mary data obtained from internal company documents, we compared

the change in return on sales (ROS) (by computing the percentage
change in average ROS in the three years after the merger or acquisition

over the average ROS across both merging firms in the three years
before the deal) to our measure of synergy realization. We could obtain
the internal accounting data for only five M&As, yielding a Spearman

rank correlation of 0.89 (p < 0,05). We emphasize ihat ihe data were
proprietary to each firm, and indicated ils internal assessmeni of ac-

counting profits. The informants providing the information lo us noted
that the internal figures were viewed as superior to the more aggregated

data reported in financial statements, lending additional support to tbe

use of the data.

Endnotes
'Although research in finance and economics does not examine the

post-acquisition integration process, certain inferences are possible. For

example, in a study of large acquisitions and divestitures in the 1970s

and 1980s. Kaplan and Weisbach (1992) found thai unrelated divisions

were more likely to be divested after acquisition than related divisions.

and that such divestitures created more value. Hence, perhaps related
acquisitions were more likely to be integrated successfully than unre-

lated acquisitions in their sample. Allematively. perhaps related divi-

sions, which may have been more closely integrated than unrelated

divisions, made divestment more difficult irrespective of performance.

Such inferences are somewhat speculative becau.se the acquisition in-

tegration process was not studied.

^ln five cases, only one of the two indicators of employee resistance
could be coded. To avoid bias, we redid all of our analyses after adding

a dummy variable to indicate when a single item was used to measure

employee resistance. Results were essentially the same as ihose re-
ported here. In addition, because the length of the integration periixl

differed among cases, potentially affecting our measure of employee

resistance, we controlled for length of integration period as described
in the text.
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