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Executive Summary

Mergers and Acquisitions (M&A) are integral to the global strategies of
corporations’ zeal to grow inorganically, develop resource and capabilities and
means of foreign market entry. However, a fairly large number of M&A fail or
are able to achieve suboptimal results. Besides, studies on M&A have been
conducted in disciplinary silos studied largely from financial or strategic
perspective which has failed to account for cause of failures, if it occurs. This
has accentuated the need to shift the focus to more qualitative aspects,
especially the human aspect that drives the social-cultural adjustment progress
and the largely under researched variables of Socio-Cultural dimensions
involved in the M&A. Analysis of these aspect yields significant benefit in
terms of integration, communication, leadership, change management and
overall outcome of M&A. This research has attempted to address this research
enigma by addressing theoretical perspective which have been largely ignored

or not studied by correct methodology.

The current research stream is also a paradigm shift in M&A as it proposes
various post mergers integrations mechanism like integration mechanism,
perceived organization justice and cultural fit to be positively related to
employees’ psychological outcomes. An empirical investigation has been
carried out to study the impact of various organization integration initiatives as
correlates and predictive of employees’ psychological outcome of satisfaction,
adoption, affective commitment and achievement, all of which have a collective
bearing on M&A outcome. The study established linkages that employees’
psychological outcome and organizational integration initiative studied in

unison are related and can be predicated to a certain level of confidence.

The study is divided into two major parts, empirical study of forty-eight M&A
case worldwide by content analysis and select five M&A cases on which case
study analysis has been done. Hence, a mix method approach is used applying
statistical tools on qualitative data. This mix of qualitative and quantitative data
has allowed rich insight into integration phase of M&A and is a pioneer design

in M&A methodology. Based on the findings of research work a model has
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been hypothesized for study of psychological outcomes the employees
experience firsthand during integration phase. For case study analysis five
cases, out of which four are cross border acquisition are examined on soft
issues of M&A and inference drawn for each case on HR parameters of study
by means of content analysis for outcome of M&A .Value creation in M&A can
only be achieved only if employees of merging entities work synergistically are
committed, merge culturally to merger a unified entity and work to achieve

motive of the merger.

The study is hence significant for all stakeholders in M&A field be it
Corporate, HR Managers, Investment Bankers’, Consultants, Scholars and
Academicians; all having an incentive in ensuring M&A achieve its desired
objectives. For organization opting for inorganic growth, the study has implicit
implications to move towards a more ‘human relation model’ of functioning to
create a high performing work organization as major factors for failure in M&A
are the intangible people issues. M&A are a tumultuous time for employees,
management, and stakeholders alike, but with appropriate communication plan
and focus on human aspects of mergers, companies will have a positive impact
on employees’ attitudes, emotions, and behaviours’, which will maximize the
probability of management controlling the volatile situation and achieve the
cherished goal of smooth integration for creating wealth or synergy for merged

entities.
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Chapter 1 Research Work Introduction

Mergers and Acquisitions (M&A) are integral to the global strategies of
corporation’s zeal to grow inorganically. However, a fairly large number of M&A
fail or are able to achieve suboptimal results. M&A is a vastly researched topic
given its importance in corporate world from strategic management, economics,
finance, organizational behaviour and process perspective. However, there is a
need to integrate theoretical synthesis of various perspectives on M&A to
overcome pitfalls of studies in disciplinary silos. The research studies that have
been largely conducted on analyzing the financial or strategic perspective(s) of
M&A to evaluate their success have failed to explain the cause of failures, if it
happens. This has accentuated the need to shift the focus to more qualitative
aspects, especially the human aspect that drives the social-cultural adjustment
progress and the largely under researched variables of Socio-Cultural aspects
involved in the M&A. Analysis of these aspect yields significant benefit in terms
of integration, organizational justice, cultural fit, communication, leadership,

change management and overall outcome of M&A.

Mergers and Acquisitions (M&A) have become an engine of growth for
corporations and have acquired a significant role in the global economic system.
The studies on M&A have explored various aspects of restructuring that include,
valuation, impact on macroeconomic variables, influences on financial markets etc.
However, it has been observed that very little or no attention was paid to Socio-
Cultural factors involved in an M&A. But in today’s dynamic business
environment the situation has changed. The high importance of cultural
dimensions in any M&A has now been proved in various studies lately. The key
idea in any M&A transaction is to create value through a potentially synergetic
activity. The understanding of the motives of various stakeholders is instrumental
in the analysis of the potential creation of value through post-merger integration.

This study of Socio-Cultural dimensions is a paradigm shift in M&A research
stream as it proposes organizational integration initiatives like integration
mechanism, perceived organizational justice and cultural fit to be positively related
to employees’ psychological outcomes of affective commitment, adoption,

satisfaction and achievement in post-M&A integration phase. The current



empirical investigation is hence an attempt to study the correlates and predictors of
employees’ psychological outcome which have a direct bearing on M&A outcome,

thereby implying that human behavioural constructs affect M&A’s outcome.
1.1 The study’s problem

Mergers & Acquisitions (M&A) are an integral part of corporate strategies which
companies use as means of inorganic growth. Multinational enterprises (MNE)
prefer M&A route for cross border entries and it accounts for 66% of all forms of
foreign entry affording distinctive advantage vis-a-vis Greenfield entry and Joint
Venture (Ellis & Lamont 2004). Resource and Capability are also considered as a
source of competitive advantage, if firm does not have it, then to acquire through
M&A. A large number of fortune 500 companies exist as a result of multiple

corporate combinations (Harding & Rovit, 2004).

Even though being highly valued & prominent strategy for growth, M&A don’t
have a very high success rate and have been observed to not create wealth or
synergy for merged entity. Despite the strategic gains of M&A like increase in
market share, business unit integration, market extension, product extension,
transfer of knowledge, their success is not assured (Mitleton-Kelly 2006; Das &
Kapil, 2012). Researchers (Bragg, 2001; Carelton& Lineburry, 2004) suggest that
more than half of all M&A fail due to insufficient pre and post M&A integration
strategies. While other researches (Thach & Nyman, 2001; Marks & Mirvis, 2010;
Garrison, 2019) indicate that barely 25-35% of M&A achieve their desired goals
and can be considered as successful. Study by KPMG reported that only 17% of
cross border acquisition created shareholder value, while 53% destroyed it
(Economist, 1999). Hence M&A fail to achieve the desired goals or synergies for
which the deal was intended for. It has been whispered that success is marred
largely by poor handling of human aspects and cultural issues in the due diligence

and integration process.

M&A is a vastly researched topic given the volume of money involved in the
market for corporate control. However, there is a need to integrate theoretical
underpinning of various perspectives on M&A. As various studies have concerned
with financial and strategic aspects and failed to account for relatively high failure

rate. Review of existing literature reveals that only 5 % of research studies have



been carried out for human resource perspective. This study is thus an attempt to
evaluate the impact of Socio-Cultural aspects on overall outcome of M&A to
overcome the research void. M&A involves both hard and soft success factors,
both of which are essential to study for the overall outcome of M&A. Needless to
emphasize that financial and strategic success in acquisition have crumbled due to
costly mistakes being made by ignoring the so vital human and cultural
dimensions. The study focuses on balanced combination of organizational
behaviour and process perspectives to study the effectiveness of organization in
relation to M&A as researches point to human issues as primary causes of failure
in most of M&A.. While studies on financial and strategic perspective dominate the
literature of M&A, limited studies have been done on behavioural constructs that
affect the outcome of M&A.

1.2 Study Justification

M&A as source of inorganic growth is quite popular in organizations and as a
strategic option utilized by mangers but with limited success. Nearly 7 out of 10
M&A fail to obtain their desired objective of synergy, growth, market expansion,
wealth creation etc. Majority of M&A are hostile takeover marked by merger
syndrome and time of uncertainty, and possible downsizing for employees of
merging entities. Every employee reacts towards M&A in their own way leading to
stress and anxiety about their future. Many eventually withdraw as a coping
mechanism leading to lack of commitment and increased turnover negating any

perceived synergistic benefits of the deal.

Hence the primary motivation for research is to study root causes for overall
success or failure of M&A and how success rate can be dramatically improved by
means of study of Socio-Cultural dimension of integration at play. For a
developing country like India in post liberalization era, M&A’s have opened new
opportunities as well as challenges for Indian corporate as they collaborate and
compete with global MNC’s at global level. It is imperative for companies to gear
up to the challenges by becoming conglomerates themselves by global
acquisitions. The cultural forces at play in such M&A are detrimental to its overall
performance and a challenging field of research. The study is hence an attempt to
fill the vacuum of existing literature gap of M&A by study of post-merger

integration initiatives on employees’ psychological outcome affecting the result of

3



M&A. The study examines psychological constructs of satisfaction, adoption,
affective commitment and achievement in relation to organizational integration
initiatives, perceived organizational justice and cultural fit during post-merger

integration. The study is divided into three major parts: -

a. Empirical study of select M&A cases of both India and World by converting
Socio-Cultural variables into measurable scale and applying statistical tools for
derivation of results. Hence an objective empirical analysis is carried out on
subjective factors like Socio-Cultural variables to study impact of organization
integration initiatives on employees’ psychological outcome.

b. Development of conceptual model and framework based on the finding of
results of empirical analysis as above.

c. Study of Socio-Cultural initiatives in select five M&A cases for various
interplay of cross border, national/ organizational culture differences or
interplay of both. Four out of these five cases have been selected in which at
least one company involved is an Indian Company to study M&A in Indian
landscape.

The study employs a dual approach: content analysis on selects M&A cases (48)
for last thirty years up to 2018 and case study analysis on HR parameters of select
5 M&A cases of select organization on which detailed research is carried out in
chapter five and six respectively . This mix of qualitative as well as quantitative
data allows getting rich insight into integration phase of M&A. Even subjective
parameters are objectively quantified improving validity & reliability of study
while minimizing errors of external factors. It also studies task integration and
human integration in conjunction to overall effect on M&A. The interplay of these

variables has hardly been studied & will form basis of future research/studies.

Given the scarcity of scholarly research conducted on integration initiatives and
key HR/Socio-Cultural practices in context of M&A in India, the study attempts to
provide significant impetus for investigating the important roles of HR/Strategic
practices in achieving successful corporate merger in Indian context. The study has

key implications for research: -

e Implication for organization & managers opting for M&A as an inorganic
growth strategy



e Implication for future research in the areas of Human Resource Management,
Organizational Behaviour and Strategic Management.

e Study of M&A on Socio-Cultural parameters based on mixed method design.

e Study of Human Resource issues objectively by conversion of subjective
parameters to scale and application of statistical tools for valid and reliable
results.

e Study of Financial and Strategic control parameters in conjunction with HR
parameters.

This study has proposed a hypothetical model for studying the psychological

outcomes that employees experience first-hand during post M&A integration

phase. Even though M&A has been studied by various disciplines like finance,
strategy, organizational behaviour, human resource but there is little agreement on
how to measure acquisition performance among these disciplines (Stahl & Voigt,

2008). While M&A are increasing in scope and volume worldwide, the success

rate is very low failing to achieve the motives of shareholder value, return on

investment and profitability. The major reasons for failure are the human issues
which have been largely ignored. Integration related issues of employee’s
psychological outcomes during merger implementation are important because
value creation can only occur after employees of merging entities work
synergistically, merge culturally to form a unified entity and work to achieve

motive of the merger.

The study has significance for stakeholders in the field of M&A like Corporate,
HR Managers, Consultants, Investors and Scholars all of whom have interest in
ensuring M&A achieve their desired objectives. The study also contributes to
model framework build upon the results of quantifying the Socio-Cultural
parameters into measurable scale on which tools and analysis has been carried out
objectively to derive results. The study has implicit implications for organizations
looking for inorganic growth to move beyond the ‘gain model” of working towards
a more ‘human relation model’ of functioning to create a high performing work

organization.

The study proposes that organizational integration initiatives, organizational justice
and cultural fit are directly related to employees’ psychological outcome of

satisfaction, adoption and affective commitment evidenced in achievement of
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M&A. The study is a case study investigation to find predictors of employees’
psychological outcome during M&A in which role of control and mediating
variables are also examined. The study hence sets to examine a complex interplay
of integration mechanism, cultural integration, and organizational justice in
relation to effect on satisfaction, adoption, affective commitment and achievement

by employees.

1.3 Literature Review: Gap Analysis

Literature review of HR aspects of M&A has revealed certain patterns in
methodology adopted, themes, sub theme and Continent wise variation. Meta-
Analysis of 257 research papers on Socio-Cultural aspects in M&A for the time
period of 1988 to 2020 was done for issues or key points emerging out of this
research. Results revealed that while in majority of cases the methodology used is
case analysis. However, the empirical studies have been growing and have become
popular in research stream lately. The theme of Culture, HR issues and Value
Creation are the most dominant sub-theme identified in research papers. There is
vast difference with regard to continents as well with Europe; America & Asia top
three in terms of published paper. Asia has picked up dramatically in last two
decades of 21° century and India has a huge potential for M&A studies on Socio-
Cultural aspects. These inferences of the meta-analysis acted as a guiding
framework in finalization of dependent, independent & control parameters for our
research work. The methodology used was a mixed approach of qualitative as well
as quantitative of empirical studies of select M&A as well as select case studies on
M&A.

Socio-Cultural differences in M&A can create obstacles as well as also be a source
of value creation and learning to achieve integration benefits. Socio-Cultural
differences between merging firms may have an adverse impact on its post-merger
economic profits. Capitalizing on the proposed gains from M&A requires
extensive analysis to break the rigidities arising in knowledge transferring,
resource sharing and reaping the advantages of potentially valuable capabilities
and the ubiquity embedded in different cultural or institutional environment.

However, M&A is a complex process in the life of every corporation for which we

have only incomplete knowledge. A probable reason for this aspect could be that



researchers have considered only a partial explanation of them. M&A, which are a
multifaceted phenomenon, have largely been studied in disciplinary silos instead of
using multi-disciplinary approach. Thus, it might pose a problem for M&A
researchers to follow which perspective to gain maximum integration success
during M&A. Intensive research is required to be carried out to address this
problem by addressing the theoretical perspectives which have been largely

ignored or not studied by the correct methodology.

There is a need to understand determinants of performance and consequences of
M&A as the failure rate are extremely high. Critical human, Socio-Cultural and
strategic issues are largely ignored which may have a direct bearing on overall
performance and M&A outcome. What impacts performance in M&A remains
largely enigmatic. There is also an urgent need for proper estimation of synergies
and valid measures for performance evaluation of M&A which may be even in
terms of HR parameters. Short term stock price or financial indicators moderated
by external factors, fails to measure success of M&A accurately. Majority of the
studies are from financial, strategic or organizational behaviour viewpoint(s) while
only 5% of the studies focus on the human aspect of M&A. This is largely

unexplored territory for researchers’ and scholars to explore.

Recent studies have pointed out that both hard (financial) as well as soft (non-
financial) key success factors of M&A need to be given equal importance in
research. Integration is critical for the success of M&A requiring extensive
research. There is need for mixed method approach for balanced evaluation of
M&A. People and organizational implication of each M&A type are unique and
critical for overall the outcome of M&A. Thus, the current research is an attempt to
fill up the gap by focusing on the Socio-Cultural dimensions of integration in

M&A and the resultant effect on outcome of the deal.
1.4 Decoding Socio-Cultural Dimensions

Socio-Cultural factors summate the common traditions, preferences, habits,
patterns and beliefs present in an organizational group. The Socio-Cultural factors
exhibit a significant influence on the organizational culture. Notion of
“organizational culture” introduced in relation to M&A’s in 1980s, has been

expressed as “a set of norms and values that are widely shared and strongly held



throughout the organization” (O’Reilly & Chatmanl1996). The differences that
persist in the organization culture poses significant barrier to the cultural
integration process requires to be addressed in the early stages of the merger
process (Cartwright & Cooper 1996). Quantum of integration is largely influenced
by the cultural compatibility of merging organizations (David & Singh 1994;
Javidan & House 2002).

Though cultural aspects are explored in forming steps of M&A, there is a little
evidence to establish that an M&A proposal are discarded due to the cultural
incompatibility (Dixon, 2005). In cultural exploration of M&A, the factors like
cultural fitting (Catwright & Cooper, 1996; Schweiger & Goulet, 2000), similarity
of management styles (Larsson & Finkelstein 1999), surrounding social climate
(Hambrick & Cannella, 1993; Hunt, 1990), learning and knowledge transfers,
acculturation dynamics (Nahavandi & Malekzadeh, 1988) and the dominance
position of merging entities (Haspeslagh & Jemison, 1991; Hitt et al., 2001) have
been emphasized.

In the studies of Bjorkman et al. (2007), Foroghi et al. (2013), Brasoveanu et al.
(2014), lamandi and Munteanu (2014) and Dobre et al. (2015), the impact of
cultural differences on M&A outcomes have been explored. These differences
include audit quality, potential absorptive capacity, level of complementariness etc.
In cross border acquisitions, the organizational and national cultural differences are
shown to result in knowledge transfer (Vaara et al., 2012) and the manner in which
the social issue is dealt in a country can influence the investors’ decision (Ciobanu,
2014). There is large need for studies that analyse the impact of national cultural
factors on M&A’s (Larsson & Risberg, 1998; Stahl & Voigt, 2008).

The Hofstede (1980) and Kogut and Singh (1988) work on “cultural distance”
reveals that there are large difficulties, cost and risks associated with the cultural
differences persisting in the organizational segments. Cultural distance affects the
working philosophy, learning and the longevity of global strategic alliances
(Parkhe, 1991). Cultural compatibility as proposed by Cartwright and Coopers’
(1996) that merging of entities where powers are balances results in third culture
which may be adaptive to the entities and if this is not the case and then serious
problems of integration may arise (Sales & Mirvis, 1984; Nahavandi &
Malekzadeh, 1988; Olie, 1990; Elsass & Veiga, 1994; Javidan & House, 2002).
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The situations where there are no or lesser perceived national cultural differences,
the probability of success of cross border M&A is higher for outbound mergers
(Bleeke et al., 1993; KPMG, 1999).

The degree of relatedness determines the degree of integration and change (Datta
& Grant, 1990; Chatterjee et al., 1992; Lubatkin et al., 1999; Singh & Zollo,
2004). In case of low interdependencies between the acquiring and the target
firms’ businesses, degree of integration due to the cultural differences does not

create a significant impact on M&A outcomes.

The size of the firm may play an important role in the exercise of power in M&A
(Datta & Grant, 1990; Pablo, 1994; Larsson & Finkelstein, 1999) and acts as
important moderator of integration. In situation of cultural differences, the
imposition of control may result in a devastating impact on the members of target
firm. It can be inferred that the cultural influence has brought attention to the

importance of the “softer side” of M&A and its impact on its performance.
1.5 The Study’s objective

The significance of this research lies in paradigm shift in conceptual framework of
examining M&A on Socio-Cultural issues, a major gap in the existing
literature/studies. It also attempts to synthesize to a significant extent the three
equally relevant schools of Strategic management, Human resource management

and Organizational behaviour in M&A context.

The research motivation is also to probe deeply some key strategic issues related to
need and objective of M&A including:

e To investigate the impact of various Socio-Cultural dimensions on post M&A
performance.

e To investigate factors that influences in the success or failure of M&A
strategies in Indian context.

e To create an effective Socio-Cultural framework for optimizing the espoused

efficiency in M&A:s.



In this study the researcher attempts to (a) Identify and examine role of cultural
determinant at play in M&A, (b) Conduct a detailed analysis of integration phase
of M&A & its influence on overall outcome of M&A, and (c) analyse the Socio-
Cultural factors critical for success or failure of M&A and the lessons for the

future.
1.6 Methodology
1.6.1 Information Sources

The study has primarily used the cases of mergers and acquisitions derived from
the published reports of various consulting companies nationally and
internationally, articles published in journals, audited financial statements,
magazines, published reports, intranet data and newspapers. The content analysis
has been supplemented by interviews and discussions with experts and the officials
of the selected M&A Company. Case studies by writers and business schools
(Appendix 1) were used for selection of M&A cases for carrying out objective

empirical analysis of cases.
1.6.2 Study Period

The period of study has been for M&A for a period of thirty years up to 2018 so
that a proper analysis on integration mechanism may be evaluated. The cut-off
year 2018 has been taken for M&A to have taken place as a period at least 3 years
is needed for evaluation of post-merger integration phase of have completed . As
proposed by scholars like Zollo and Meier (2008), Ellis et al. (2009), and Megilio
and Risberg (2011), three to five years is an average time period for integration
process to be executed and a appropriate time to measure M&A performance.
Hence, the outcome of any M&A can be properly gauged after a lapse of few years

(3 years or more) since the deal has been executed.

1.6.3 Research Methodology

A mixed research design with a deductive approach was used for the study.
Deduction approach involves moving from general statement to specific constructs
by a pattern based on theoretical or logical framework to empirical observations to

test if expected patterns do occur or not. The research constructs are shortlisted and
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interlinked into relationship based on extensive literature review of current

theories/ framework of researchers. The study is divided into 3 parts:

1. The first part (qualitative) of the study shall explore the important integration
initiatives and Socio-Cultural factors playing an important role in overall
success of M&A based on content analysis of select M&A in recent time on
which statistical tools & models have been applied for obtaining data and
results.

2. Development of conceptual model and framework based on the finding of
results as in Para 1 above.

3. Case study method has been used to study the parameters in select organization
which have opted for M&A. Case research is warranted in those situations that
require exploration of decision process instead of empirical generalization
(Yin, 1984).

The case study method has been used to empirically test the research parameters in
organization that have opted for M&A. It has been used to provide valuable insight
in concept or hypotheses to which it is best suited due to constraints of the other
methods. The organizational case study has been selected to answer the research
questions and to develop research hypotheses. The study has used a variety of
qualitative techniques to achieve the objectives of the study. The study has
followed the Case Study Analysis method for expanding the research objectives.

Case Study Research (CSR) is qualitative research method to better understand a
complex issue or object and can add value to findings of any existing research. The
core emphasis in CSR is on detailed contextual analysis of a limited number of
events or conditions and their relationships’ method has been a popular method
used by researchers in variety of fields. CSR is even more suited to the need of
social scientists to utilize this method for examination of contemporary real-life
situation while also providing for the application of ideas as well as extension of
methods. The case study research method is an inquiry that investigates a
contemporary phenomenon within its real-life context; when the boundaries
between phenomenon and context are not clearly evident; and in which multiple

sources of evidence are used (Yin, 1984).

Case studies may however have certain complexity like those related to data from

multiple sources, sub cases within a study and producing exhaustive data for
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analysis. But despite this limitation, the case study method helps to build upon
theory, to apply solutions to situations, to explore, or to describe an object or
phenomenon because Socio-Cultural parameters have overriding bearing on human

behaviour by researchers.

Hence case study method is highly suited and beneficial for applicability to real-
life, contemporary, human situations and its easy accessibility by means of written
reports. Case study results relate directly to the common readers’ everyday
experience and facilitate an understanding of complex real-life situations (Soy,
1997). Case studies present specific real-life examples, enhance knowledge and
provide key company information. Content analysis has been carried out to derive
the results of the study. By means of qualitative content analysis, a large amount of
text is converted into a highly organized and concise summary of key results
(Erlingsson & Brysiewiczb, 2017). Hence even though CSR may be softer

research technique but is harder to do.

For the purpose of analyzing the cultural aspects of mergers and acquisitions, five
cases have been selected for various types like cross border vs. national and select
cases of failure or success with underlining factors for outcome of M&A. These
five cases are examined in detail for Socio-Cultural aspects of the deal as major
reason for overall outcome of the M&A out of which 4 involves at least one Indian
company. These cases are selected by means of theoretical sampling with the goal
to choose cases that are likely to replicate or extend emergent theory for which
ideally 4 to 10 cases are the ideal number. Cases are selected as they are
particularly suitable for illuminating and extending relationship and logic among
constraints (Eisenhardt & Garbner, 2007).

1.6.4 Analytical Techniques

The literature review of existing model and framework helped in identification of
the following research variables
Explanatory Variables: The independent & dependent parameters and their

constituents variables identified for proposed research work are enumerated

below:-
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Independent Parameters& their variables

1. Task integration- Collaboration, Knowledge sharing, Resource sharing,
Decentralization

2. Human Integration-ldentity, Value Recognition, Interaction, Confidence

3. Organizational justice- Stagnation, Separation, Other HR issues

4. Communication- Frequency, Quality, Reliability

5. Culture compatibility- Leadership parity, Shock, Dominance, Thinking

Dependent Parameters& their variables

1. Satisfaction- Employee continuing in acquired enterprise, Satisfaction

2. Adoption — Cultural outcome

3. Affective commitment- Sense of belonging, Emotional attachment

4. Achievement — Shareholders perspective, Employees’ perspective, Evidence

of motive accomplishment, Sharcholder’s value, &M&A re-transacted

Control Variables

1. Size (deal size in billion US $)

2. Country - Acquirer

3. Country - Acquired

4. Motive(Competition and Market Expansion, Growth , Hubris , & Others)

Remark: The parameters and description of dependent and independent
parameters are indicated in details in the Research methodology section.

The essence of the study is to examine the various Socio-Cultural dimensions in
merger and acquisitions. Based on the literature review, the HR outcomes as
independent variables in M&A have been broadly classified into five key
indicators, (a) Task Integration, (b) Human Integration, (c) Organizational Justice,
(d) Communication, and (e) Cultural Compatibility in the first layer. Integration
and Cultural Fit are the latent variables identified in second layer. The HR
outcomes classified as dependent variables are measured in terms of (a) Affective
Commitment, (b) Adoption, (c) Satisfaction, and (d) Achievement. To account for
size, respective countries of M&A firms and motives for M&A, the control

variables chosen are (a) Size, (b) Country — Acquirer, (c) Country — Acquired, and
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(d) Motive. The theories and framework of the researchers with respect to all the

above variable of study which have been shortlisted for empirical analysis are

broadly summarized hereunder: -

Table 1.1 Theory/Framework of parameters of study

Parameter
(Independent )

Variables

Theories/Framework of researchers

Task Integration

Collaborations,
Job Rotation,

Resource, Sharing &

Decentralization

Birkinshaw et al. (2000): Cause of
employee satisfaction and a shared
identity.

Haspeslagh and Jeminson (1991):
Collaborations of people to realize
potential benefits.

Complementarities of capabilities to be
given prominent role after integration
learning and incorporating learning
into acquired organization

Shrivastav (1986):

At different levels integration of
procedures and physical assets. Cross
transfer of skilled experts

Marks and Mirvis (1984): Cross
transfer of skilled expert

Weber and Traba (2010) Resource
sharing between merging entities

Human
Integration

Identity,

Value recognition,
Interaction,
Confidence

Birkinshaw et al. (2000)

Creation of shared value and positive
attitude towards integration. Cultural
integration and mutual respect.

Bjorkman et al. (2007)

Shared values, norms, behaviour assist
in developing trust.

Shrivastav (1986)

At different level, cultural integration

14




merging culture and managerial
viewpoint

Organizational
Justice

Stagnation,
Segregation,

Other

HR Issue Problem

Moorman’s (1991)

Measure of Procedure and
Interactional Justice.

Ambrose and Cropanzano (2003)
Single factor Model.
Colquitt (2001)

Proposed a four-factor model, where
interactional justice is grouped into
informational justice and interpersonal
justice (4 Factor Model)

Vroom (1964)

Expectancy theory reward related to
performance and is deserved  and
wanted by the recipient.

Fairness heuristic theory
Vanden Bos et al. (2001)

Functional and cognitive approach to
dynamics of Justice.

Cropanzano et al. (2001)

Three  major  perspectives  on
perception of justice predictors of
work-related criteria:-

(i) Instrument approach emphasizing
gain or loss

(i)  An interpersonal  approach
emphasizing the nature of relationship
among individual and organization.

(iii) Moral principal approach which
emphasize commitment to ethical
standard
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Communication

Frequency, Quality &
Reliability

Neher (1997)

Model context, shape and form,
messages, methods and modalities of
communication.

Balle (2008)

Model channels of communication and
message and context of
communication clear, consistent and
continuous communication,

Clampitt et al. (2000) Communication
strategy continuum, types “Spray &
pray, tell and sell, underscore &
explore, identify & reply, withhold &
uphold”.

Schweiger &Denisi (1991)

Impact of a realistic communications
on employees undergoing merger,
Realistic ~communication  reduced
dysfunctional outcome of merger.
Coping effects of realistic
communication to help employees in
reducing  negative  impact  on
organizational effectiveness.

Cultural
Compatibility

Leadership parity,
shock,  Dominance,
thinking

Berry (1984)
4 Models of acculturation
Kogut &Singh (1998)

Aggregate measure of Hofstede
cultural dimension

Elass & Veiga (1994)

Process of making adjustment between
merging employees, desire of sub
group to work together.

Schweiger &Goulet (2005)

Cultural understanding and reconciling
culturally different through a deep

16




level cultural loamy process.
Dauber (2012)

Distinct acculturation strategies can
have vanity impact on post M & A
outcome. Total of 16 facets of
acculturation on organizational area &
acculturation strategies (4*4). Better
understanding on M&A failure.

Mark & Mirvis (2011)

Acculturation in  M&A includes
“cultural pluralism, cultural
integration, cultural assimilation and
cultural transformation”.

Parameter
(Dependent )

Variables

Theories/Framework of researchers

SATISFACTION

Employee turnover of
acquired  employees,
Satisfaction-
Qualitative
assessment of
statements

Price & Muller (1981)

Satisfied and committed employees are
less likely to leave as they value
certain conditions of work which are
available at workplace.

Meyer & Allen (1991) Herscovitch
&Meyer (2002)

Employees with strong affective
commitment have shown less turnover
and remain in the organization

ADOPTION

Evidence of change
culture of acquired’s
employees

Weber & Traba (2010 & 2012)

Cultural ~ compatibility  influences
satisfaction and adoption among
employees

Dauber (2011 & 2012)

Culture integration as critical & most
important parameter for outcome of
M&A

Datta & Puia (1995) & Chatterjee et
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al. (1992)

Pre-M&A organizational cultural fit,
the relatedness of trade-off to be
merged companies, cultural distance,
and prior acquisition learning
experience have bearing on outcome of
M&A

AFFECTIVE
COMMITMENT

Sense of
Belongingness
Emotional attachment

Meyer et al. (1993, 1098 & 2002)

Affective commitment is likely to be
strengthened by work experience.

Employees who believed in the value
and importance of change .i.e., Merger
identified with the organization and
become more involved in it

Bijlisma-Frankema
Appelbaum et al (2000)

(2001) &

Strong relationship between
organizational commitment and the
performance of M&A

Birkinshaw et al. (2000)

Relationship exists between task &
human integration with affective
commitment of employees reflected in
their intention to either stay or leave
the  organization, which effects
productivity & ultimately performance
of the organization

ACHIEVEMENT

Evidence of fairly
priced (shareholders
perspective),
Evidence of fairly
priced (employee
perspective),

Evidence of motive
accomplishment,
Shareholder value,
M&A Re- transacted

Seth, Song & Pettit (2002)

Motive is critical for understanding
M&A outcome

Luo & Tung (2007) & Zhu et al.
(2011)

Foreign firms acquire target firm
featuring big size & financial
performance that is associated with
less competitive industries in host
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countries
Porter (1985)

Integration of multiple business
entities by M&A into an amalgamated
unit for achieving synergy and gaining
competitive advantage

Carpenter & Sanders (2007)

M&A as a competitive strategy for
motives like need for synergy creation.
Need to focus clearly defining synergy
instead of self-interest and hubris

There are number of factors which impact successful integration during M&A but
the current study is based on existing researcher’s models attempt to address three
important parameters of integration, organizational justice and cultural fit in
shaping the psychological outcome of employees. As depicted in Table above,
these are human and task integration mechanism, communication, cultural
compatibility and organizational justice. Organizational justice is a result of
organizational policies and it has a direct impact on employees’ commitment and
satisfaction (Melkonian et al., 2011). In addition to these two dependent factors,
two other factors of adoption and achievement have been studied. There is dearth
of study on these factors and the study makes a modest attempt to address that
gap.

The integration model of human and task integration have been modelled on those
of earlier researchers (Haspeslagh & Jemison, 1991; Birkinshaw et al., 2000;
Weber & Tarba, 2010). Though the research studies task and human integration
separately but a latent variable of integration has been introduced to understand the
interplay of these two variables. In a similar vein, a latent variable of cultural fit
has been introduced to study the interplay between communication (Schweiger &
Denisi, 1991; Weber & Traba, 2011) and cultural compatibility in lines with the
integrated model proposed by Weber and Traba (2011). Post-merger environment
is characterized by “Merger Syndrome” among employees of merging firm marked
by confusion and rumours. Lack of Communication has been described by

Mitleton-Kelly (2006) as an integration issue for failed M&A. Hence continuous
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open ended two way communication is essential for successful integration as it
reverses dysfunctional trends, reduces anxiety, increases motivation and
satisfaction.

The study has also introduced into the study a framework of certain control
variables which were identified after extensive literature review for their likely
influence on outcome of M&A. The variables finally shortlisted are Size (Financial
parameter), Country of Acquired & Acquirer (Organizational behaviour
Parameter) and Motive (Strategic parameter). Statistical tests were carried out on
each control parameter for their impact on both dependent as well as independent
parameters.

Hence based on various theories of acculturation, justice theory, social cognition
theory, change management theory, affective event theory, motivational theory,
communication strategy and cultural fit, this study proposes a hypothetical
framework for study of psychological outcomes that employee of merged
organization experience during M&A integration process. M&A are studied in a
host of disciplines be it finance, economy, strategic management, organizational
behaviour and human resource management but till date there is hardly any
agreement on how to measure acquisition performance among various disciplines
leading to wrong interpretations of results.

Research also points out that M&A failure occur because excessive emphasis is
placed on strategic and financial goals of the deal (Stahl & Mendenhall, 2005)
while lack of emphasis is paid on post-integration management (Schweiger &
Lippert, 2005) and also for undervaluing psychological, cultural and people issues
(Davyet al., 1989). Hence the major contributing factor in failure of M&A are the
intangible ‘people issues’ which pose challenge to researchers for measuring and
quantifying accurately. Therefore, a newly amalgamated organization must handle
human problems and challenges to ensure success of M&A (Marks & Mirvis,
1985; Buono & Bowditch, 1989).

The study adopts a Mix Method research design wherein both quantitative and
qualitative data were utilised to study the proposed relationship to overcome the
challenges posed in study of psychological attitudes of merged employees. In
select M&A cases, content analysis was done to quantify the data on selected
parameters of study. Analysis of HR outcomes of M&A utilizing Structural

Equation Modeling (SEM- PLS) was carried out after doing boot strapping. The
20



results were then checked for reliability and validity of data. Chi square test has
also been used for deriving results of independent vs. dependent variables and also
for dependent vs. control variables of study. Significance of p is done at three
levels 1%, 5% and 10 %. A detailed analysis of HR outcome of M&A using SEM
has been carried out. Further reliability and validity test have been carried out on
all variables by Construct Reliability and Validity Table. In Construct Reliability
both convergent & discriminant validity has been carried out to generalize the
measures. Finally, the realized structural model is formulated based on results of
SEM-PLS method followed by hypothesis testing on results. The results are
summarized and results compared with existing studies for validation.

These results are followed by second part of the research where five selected case
studies on M&A are analyzed on select HR parameters. The soft issue related to
merger are evaluated and inferences drawn in terms of these parameters. The case
outcome is summarized in terms of independent HR parameters of study. The
overall results and finding of the research are summarized along with
recommendation for future research and limitation of the existing research.

Hence, it may be summarized that by scuttle combination of qualitative and
quantitative method the study attempts to make an empirical contribution towards
a better understanding of potential outcomes at employees’ level of a managed
integration mechanism and propound an intra organizational integration initiatives
for achieving the desired goals of an M&A. Therefore, the interplay of complex
relationship of integration mechanism and employee’s psychological outcome
during M&A is focus of study. The current research is a paradigm shift in M&A to
study its outcome on behavioural aspects of merging employees’, particularly on
their attitude of satisfaction, adoption, affective commitment and achievement. The
integration mechanism which enlists human, task and cultural integration mediated

by communication initiatives as important drivers of integration accomplishment.

1.7 Thesis Structure

The current study is capsulated into seven chapters. The first chapter of the study
is summarized view of the research detailing therein the problem of study,
rationale of study, gap analysis of literature review for research formulation;
objective of the study, methodology used and technique of analysis. As a starting

point, parameters of study, its corresponding variables and the theories /
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framework of existing researches are finalized after research work. The chapter
concludes by indicating the plan of the study.

The second chapter is a prologue on M&A, builds on the historical evolution of
M&A and various concepts like definition, role of regulators, motive, types, and
perspectives of mergers. Based on their findings and summary, this research
attempts to address this problem by addressing theoretical perspectives which have
been largely ignored or not studied by the correct methodology. An  attempt is
made to integrate different theories of M&A to explain the two school of process
and behavioural perspective of M&A by drawing inferences from related
researches. Finally, key statistics on M&A in India and at Global level have been
incorporated.

The third chapter gives a comprehensive review of literature on M&A dealing with
all Socio-Cultural issues of research. This includes the inter relationship of
different parameters/variables; independent, dependent, control and latent of study.
This presents how organizational integration initiatives- integration, cultures fit
and organizational justice help build employees’ attitude and emotion which are
manifested in HR outcome of measurable dependent variables. Based on gaps
identified in existing literature review, research questions are formulated and the
same are developed into hypotheses to test relationship among different variables.
Besides, implications of meta-analysis of 257 research papers on Socio-Cultural
aspects of M&A in terms of methodology adopted and select subtheme were
utilized for research work.

The fourth chapter of this research presents a detailed plan of the research
methodology adopted in this study. A mixed method research design has been used
where quantitative data were obtained from selected case study by using content
analysis technique. Three techniques of chi-square, mediation analysis and SEM-
PLS are utilized on data for testing the hypotheses. Based on these, a perceived
model, research construct and relationship of all variable is formulated. Finally,
indicators, assumptions and limitations of study are broadly defined.

Chapter five is result analysis of Socio-Cultural dimensions of M&A wherein
descriptive analysis of variables of study is done by using statistical tools. Results
derived describe the nature of sample with mean, range variance kurtosis etc.
Results of HR outcome are derived using SEM-PLS by boot strapping and its

reliability and validity are ascertained. Based on the results, a structural model is
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realized and its predictive relevance and effect size is tested. Hypotheses testing
are carried out on the results. Finally, comparison of results of hypotheses testing
is done with earlier studies and inferences are drawn.

Chapter six is on selected case study analysis in which specific HR issues of the
selected cases are examined. Total five cases out of which four are cross border
acquisition are examined on soft issues of M&A and inference drawn for each case
on these parameters by means of content analysis. At the end summary of all cases
on HR parameters is carried out and outcome of M&A evaluated with reference to
role of cross cultural management.

Chapter seven is summary of finding and conclusion of the study. The implications
of study for researchers and various fields of management are outlined. A
conceptual framework of M&A by deriving results based on mixed method
approach has been developed. The limitation of the study and recommendation for

future research concludes the research.
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Chapter 2: Mergers & Acquisitions: Prologue

Mergers & Acquisitions (M&A) have evolved as strategies of inorganic growth
and for foreign market entry for varied objectives to acquire latest technology,
intellectual property or for geographical expansion (Ahuja & Katila, 2001;
Cassiman et al., 2006 Wang et al., 2009).For Multinational Enterprises (MNES),
M&A route for cross border intervention and market expansion is more lucrative
than Greenfield entry and Joint Ventures (Ellis & Lamont, 2004). M&A are not
only crucial to achieve growth in the era of intense globalization but these are also
instrumental to inorganic growth and development of business firm as means of
foreign market entry. The importance of M&A at global level can be gauged by the
fact that since the start of 21% century, about 850,000 transactions have been
announced valuing US $ 61 trillion till date.

M&A are executed to generate resources and capabilities to the enterprises to
enhance their competitive advantage. It is argued that M&A are not only crucial to
achieve growth in the era of intense globalization but these are also instrumental in
expansion of business enterprise robustly by evolving through successive stages of
growth and development (Schweiger et al., 1993; Vermelan & Barkema, 2001).
Examination of macro and micro view of the M&A reveals that, there is a plethora
of dimensions of M&A engaging the attention of companies, analysts, researchers,
policymakers and other stakeholders. These include the flow of funds, market
activity, Socio-Cultural aspects, regulation and various policy issues. In this
chapter, the historical evolution of M&A, definitional framework, its type, and role
of regulators, perspectives, motives and statistics on M&A are presented to provide

the backdrop to the study.
2.1 Historic Evolution of M&A

Though the M&A have been to some to portray the development in market for
corporate control or for others for synergistic growth since long, the evolution of
M&A stylized as “M&A Wave ” is characterised by distinct motives, characteristic
and outcomes, as can be seen in some distinct period according to available
literature (McNamara et al., 2008; Kolev et al., 2012). The 20" century has been
marked by clustering of M&A activities which can be categorized as a wave
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occurring in burst interspersed with periods of relative inactivity (Sudarsanam,
2003). The tenure as well start of a particular wave remains fluid but its end is
usually characterised by specific events like war, recession or pandemic. The

various waves are summarized as under: -

Wave #1: 1893-1904

The first merger wave started after period of economic expansion in 1890’s and
was characterized by concurrent consolidation of manufacturers within one
industry like steel, oil, manufacturing and mining (Sudarsanam, 2003). This wave
of M&A which was dominant in manufacturing sector came to be known as the
“great merger movement” in the United State business landscape by 1897. The
wave was marked by combinations of rivals’ firms by means of horizontal
mergers, economic growth and absence of antitrust laws (Stigler, 1950; Martynova
& Renneboog, 2008) .In US and Europe consolidation of industrial production as
per scholars like (Gregoriou & Renneboog,2007; Kolev et al., 2012) resulted in the
following:-
I. Formation of intended monopolies through horizontal integration within
industries.
ii. Created giant companies which exerted monopolistic market power.
iili. Companies with secure capacities of mass production and abundant supply of
goods.
The first major merger was carried out between U.S. Steel and Carnegie Steel with
700 plus small steel firms by J.P. Morgan. In order to establish monopolies and
market dominance, companies resorted to formation of trusts. The American Oil
& Gas Company, Standard Oil Company of New Jersey founded in 1870 became a
trust in 1899 named as “New Jersey Holding Company”. In United States the first
antitrust law, the Sherman Act, in 1890 was enacted by Congress to ban
monopolistic business practices and to prohibit trusts. In India, merger coincide
with history, East India Company had merged in 1708 with its competitor to
restore monopoly of Indian Trade. The first wave ended when equity market
crashed in 1903-05.

Wave #2: 1910s-1929

The second merger wave began in second decade of 20" century but was relatively

smaller in volume than earlier wave. The wave started at the critical time of
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economic recovery post World War One and as a market response to antitrust trust
legislation aimed at breaking monopolies. While the monopolistic industries
responded by creating oligopolies, i.e. diversification by combination of two or
more industry (Kolev et al., 2012) involving acquisition of smaller collaborating
firms for objectives like economies of scale, increased competitiveness and
increased firm size (Stigler,1950). Hence horizontal deals were the norm in
industry but small companies for their survival started expanding through vertical
integration. By this companies intended to achieve economies of scale for
competition against monopolistic powers. In United States two important antitrust
laws namely Federal Trade Commission and the Clayton Act were enacted meant
to proscribe unlawful mergers and business practices like dominant market
position abuse though oligopoly structures like General Foods & IBM existed.
The stock market crash of 1929 brought the second merger wave to a premature
end and the coming years following the wave were the dark years the ‘Great

Depression’ of the world (Temin, 1976).
Wave #3: 1955-1975

The third wave started in late 50°s only occurred in both United States and Europe
largely as a response to prevent anticompetitive M&A. The industry adopted by
diversifying leading to change in market structure and creation of conglomerates,
marked by unrelated diversification through takeovers of smaller private and
public firms in a friendly manner (Shleifer & Vishny, 1991). Du Pont, General
Electric are some prominent conglomerates having diversified business in multiple
sectors. However, the merger in United States was subject to stringent Antitrust
Laws. The Clayton and Sherman Acts were reinforced by Celler-Kafauver Act of
1950 made horizontal merger more problematic. The third merger wave started
slowing by the late 1970’s and collapsed completely by early 1980’s due to
economic recession triggered by oil crisis (Martynova & Renneboog, 2008). In
India, the monopolies and restrictive trade practice (MRTPC) Act of 1969 was
introduced with the prime objective of monopoly control, prevention of trade
practices which are monopolistic and restrictive in nature and to prevent

concentration of economic power for Select Corporation.
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Wave #4: 1984-1989

The fourth merger wave of 80s occurred in United States, Europe and Asia ((Kolev
et al., 2012) was triggered by administrative changes in antitrust laws allowing
horizontal mergers, financial reforms like financial service sector was deregulated,
new financial instruments were created supplemented by technological
advancement in IT sector(Schleifer & Vishny, 1991; Kolev et al., 2012). This
wave was marked by divesting of unrelated business, eliminating conglomerate
inefficiencies, bids which were usually hostile takeover, going private transaction
such as leverage buyout, management buyout and junk bonds (Ravenscraft, 1987;
Bhagat et al., 1990; Kolev et al., 2012). Besides in comparison to previous wave,
the target size was significantly larger and debt and cash financing was major
source instead of equity. Morck et al. (1990) observed a bid for target firm in
1980’s in related industry was positively correlated with stock market return for
the shareholders of the bidding firm while the returns were negative for unrelated
targets bidding. Unrelated diversification which was a popular approach in third
wave merger was no longer responded to positively by the markets. Slowdown in
the market in late 80s and stock market crash brought an end to the wave.

Wave #5: 1993-2000

The fifth wave started in the 90s and at global level with deals in United States,
Europe and Asia. Due to globalization of product and services and economic
prosperity, there was a significant increase in number of cross-border acquisitions
in the 1990s. The value of deals was five times more than fourth wave.
Multinational organization for growth and global diversification adopted inorganic
growth by carrying out cross border merger and acquisitions (Gregoriou &
Renneboog, 2007). The fifth wave has been characterized by the phenomenon
termed “Cross Border Merger & Acquisition” due to globalisation, economic
boom, stock market development, FDI flows, advancement in telecommunication
& opening up of economies of countries (Kang& Johaansson, 2000; Gugler et al.,
2003; Huang et al., 2008; Reddy, 2015). Mega deals of value US$ 5 billion and
above were carried out on large scale. Some major deals involved Vodafone &
Mannesmann, Pfizer & Warner-Lambart, British Petroleum & Amoco and Exxon
& Mobil. The onset of 5" wave was largely due to technological innovations in
the field of information technology and due to company’s re-emphasis on their

core competences to gain competitive advantage (Sudarsanam, 2003).
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International M&A was carried out with the motive of tax system benefits,
deregulation, and privatization and for R&D. Mergers were largely equity
financed and friendly in nature (Andrade et al., 2001; Kolev et al., 2012). The
wave came to an end due to economic factors at the beginning of 21% century due

to bursting of dotcom bubble leading to crash of global stock markets.
Wave #6: 2003-2008

The sixth wave started in 1% decade of 21% century with deals in United States,
Europe and Asia as a response to dotcom bubble, it was characterised by
globalization, increasing use of private equity and shareholder activism (Wright,
2006). New entrants from China, India and Middle East companies came into fray
and in these economies the government was selling stakes in public sector
undertakings. Asian players started emerging in M&A fray on a global level.
Shareholders became actively involved to handle agency problems by exercising
more control and power over the actions and behaviour of a corporation by means
of their ownership rights over the management. Leveraged Buy-outs (LBOs) also
became prevalent due to large number of private equity deals. Example: American
Online acquisition of Time Warner. The sixth wave ended due to recession in US
economy caused by the subprime mortgage housing sector crisis by the end of
2007.

Wave #7: 2011-2019

The seventh wave started in 2" decade of 21 century due to raising interest rate in
US in comparison to the world and special focus on M&A activity in Brazil,
Russia, India, China & South Africa (BRICS) countries. Ever since BRICS
countries have emerged as an economic block due to cooperation between
members, M&A activities and its commensurate FDI inflows are getting
concentrated in these countries/continents. This wave is characterised by acquiring
firm from emerging markets as the driving force behind M&A activities with
unique motives like access to technology, resources, patents etc or competing
better at domestic or international level using unconventional but effective
integration approaches (Kale & Singh, 2012; Liou, Chao, & Yang,2016; Liou,
Chao, & Ellstrand, 2017) . Emerging markets like India, Brazil and China have
benefitted from this M&A boom due to substantive progress made in economic

growth, deregulation of economy, institutional law reforms development in
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infrastructure & communication (Chari et al.,, 2010). CBA, industrial
consolidation, disruptive innovation, stock or combination of stock and cash as
financing, hostile takeovers, leveraged buy-outs, and a concentric merger
characterizes this wave. The wave came to an end in 2019 with the onset of
COVID-19 pandemic.

Wave# 8:2020 onwards

With the end of 7" wave of merger, the global economy is witnessing Covid-19
pandemic aftermath which have far reaching and long-lasting effects. Since 2019,
M&A activities have accelerated as organization worldwide decides on how to
address disruption of business, economic distress and transformative opportunities
to build scale & scope of business. Hence, the drivers for M&A activities will be
the Covid-19 pandemic, economic recovery, industry consolidation, strategic
acquisition, technology initiative and the regulating environment. The M&A trends
will include divestitures, cross-sector deals, technology driven deals, deals driven
by geopolitical changes & special purpose acquisition companies & mega deals.
Countries like China and India will be at the forefront of Global manufacturing

activities and economic recovery.

The walk over the M&A waves for last 130 years traces historical evolution of
M&A activity and the manner in which corporate strategies change over time.
Periods of economic boom and buoyant stock market from 1890’s to 1930 caused
the first three waves all of which came to an end for economic reasons only like
crash of stock market (Sudarsanam, 2003). While stringent enforcement of anti-
trust laws and technological innovations leading to the redeployment of assets
were responsible for causing fourth and fifth wave respectively (Jovanovic &
Rousseau, 2002).The sixth wave was characterized by lowering of interest rates
helped in rising of private equity funds making levered acquisitions cheap and
booming stock market, making available capital and overall environment
conducive for M&A’s (Cordeiro, 2014). In seventh wave, telecommunications and
cable industry consolidated the creation of oligopolies and CBA characterized this
wave (Hill et al., 2016).

Each M&A wave are marked by pattern of soaring economic growth, innovation in

technology, buoyant stock market and overcoming economic recession
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(Sudarnsanam, 2003). To counter a particular problem, the focus of corporation
also kept changing in each wave. Table 2.1 summarizes merger wave’s chart

across the last 130 years.
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Table 2.1 — Summary of Waves and related aspects

Waves> Wave # 1 Wave # 2 Wave # 3 Wave # 4 Wave # 5 Wave #6 Wave #7 Wave #8
Period 1893-1904 1910s-1929 1955-1975 1984-1989 1993-2000 2003-2008 2011-2019 2020—onwards
Mode of Cash Equity Equity Cash / Debt Equity Cash Stock or Stock
payment combination of
stock& cash
M&A creation of creation of Diversification / ‘bust-up’ Globalization Globalization Cross Border Cross Border
outcome monopolies oligopolies conglomerate takeovers; mergers mergers
building LBO
Predominant | Friendly Friendly Friendly Hostile Friendly Friendly Hostile in Accelerated due to
nature of foreign country | transformative
M&A opportunities
No of deals 1800 8000 51500 25000 98000 90000 320000 155000
completed
Beginning of | Economic Economic Strengthening Deregulation Strong Abundant Rise in interest | COVID-19
wave expansion; new recovery; laws on anti- of financial economic liquidity, low rate of US vis- pandemic
laws on better competitive sector; growth; financing rates & | a-vis world, economic
incorporations; enforcement M&A's; Economic | Economic Deregulation rich cash balances, | BRICS recovery, industry
technological of antitrust recovery after recovery. and Technology countries consolidation,
innovation. laws. WW 2. privatization. innovation due to | growth technology
Y2K crisis potential initiative
End of wave | Stock market The Great Market crash due | Stock market Burst of the Subprime COVID-19 Not applicable
crash; First World | Depression. to oil crisis. crash. dot.com bubble; | mortgage crisis pandemic
War. 9/11 terrorist
attack

Source: Compilation from various sources
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2.2 Role of Regulators in M&A

The history of M&A waves has demonstrated that Government regulation
determines the nature and flow of M&A activities. The regulator is a watchdog for
any country with respect to M&A activities and their role in facilitating CBA
capital flow is essential. Government hence tries to evolve a mechanism where
regulator is guaranteed autonomy in decision but work with an overall objective to
increase FDI inflows while protecting interest of local companies. With fast
changing market dynamic and increase in CBA in the sixth merger wave and due
to economic slowdown post Covid-19 pandemic, countries especially emerging
markets have been reforming their competition and taxation laws to align them
with market forces shaping direction and FDI inflows. A favourable yet equitable
tax and regulatory mechanism will be necessary to attract investors. The manner of
its implementation with an unbiased approach will make it efficient as well as
effective for all stakeholders. A comprehensive review of select countries on

important parameters is made below in Table 2.2.

Table 2.2: Regulatory Framework Comparison Worldwide

Income Tax Remarks

Country

rate (in %)

Governing Act
/Sections

Regulating
Agency

USA Securities Act of 1933 | Securities & | IRC exempts US
Internal Revenue code | Exchange corporation in some special
of 1934(IRC) Commission | cases for taxation of M&A
Internal Revenue code | Revenue Sherman Act for anti-
of 1986 Authorities | competitions
Sherman Act(1890) Clayton Act is for
Clayton Act(1914) preventing dominant market
Federal Trade position abuse
Commission Act of
1914

Singapore | 22 Income tax Act Revenue Tax heaven for corporate
(Chapter 34) Authorities | for CBA with India due to
Economic CLEA.
Expansion(Relief from
Income Tax) Act(
Chapter 86)
Comprehensive
Economic Cooperation
agreement (CLEA)
with India

UK 45 Finance Act 2009 Revenue Reporting of large
Corporation Tax Act Authorities | transaction of foreign body
2009 corporate

EU 41.7 Articles 85 & 86 of Revenue Article 85 is modelled on
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treaty of European Sherman Act in USA

Union prohibits agreement &
concerted practices
affecting trade between EU
members with objective of
restriction, prevention and
distortion of Competition
Article 86 is akin to Clayton
Act meant to prevent abuse
of dominant Market

position.

India 35 Section 230 to 240 of Revenue Defines & allows cross
Act of 2013 of Department | border mergers
Companies Act SEBI M&A made smooth,
FEMA Act, 1999(2018) | CCI efficient & fast tracked
SEBI Laws (1992) FEMA regulation issued to
Foreign Exchange address grey areas in
Management relation to CBA

Regulations, 2000
Section 5, 6, 20-23, 29,
30 & 32 of CCI Act
2002

SEBI regulation of
2011 and listing
regulation of 2015

Source: Author Compilation from various sources

From above comparison India appears to have modelled its regulatory framework
for M&A largely with those of developed countries mentioned above with the
larger objective of creating a regulatory environment conducive for CBA while
ensuring level playing field for all companies, foreign as well as host companies.
Regulations are designed for ensuring  fair and equitable competition while
protecting interest of the consumer. Various studies & findings of research of
scholars like (Peng, 2003; Chari et al., 2010; Hur et al., 2011; Alguacil et al.,
2011) have emphasized the role of Government regulation on nature, type and
quantum of cross border acquisition and its resultant Foreign Direct

Investment(FDI) inflows.

Even though these regulations have been used as reference in India what is lacking
is the manner in which they are administered and the efficacy and neutrality of the
system by the functionaries entrusted to implement it on ground. The level &
quality of regulatory mechanism of a host country may also gauged by the number
of numbers of abandoned or delayed deals. Study by Popli and Kumar (2015)
observed high percentage of abandoned deals in emerging BRICS economies like

33




China (35%), India (27%) Russia (21%), Brazil (20%) and South Africa (19%) are
due to government policies, political party interference & regulatory mechanism,
however the success rate of deals in India (67%) is higher than China (47%) as
reported by Sun et al. (2012). Recently many international deals have been either
delayed or abandoned due to strict merger guidelines, political intervention &
mercurial bureaucratic decision making (Wan & Wong, 2009; Reddy et al., 2016-
b) with level of political intervention high in case developed economies target a
firm which is either controlled by or politically linked firms in emerging countries
like China or India as per Reddy et al. (2016). Role of regulator is hence an
important factor determining the nature, flow and type of M&A activities in a host

country.
2.3 Definitional Framework

Merger & Acquisition (M&A) are the formal business transaction like “mergers,
acquisitions, consolidations, tender offers, purchase of assets and management
acquisitions” involving the purchase of one company by another, yet M&A remain
intriguing paradoxes of recent times (Langford & Brown,2004). M&A has been
defined by various researchers as under:

According to researchers (Gaugham, 2002; Chunlai Chen & Findlay, 2003;
Jagersma, 2005),

“Merger is the combination of two or more companies in creation of a new entity

or formation of a holding company”

“Acquisition is the purchase of shares or assets on another company to achieve a

managerial influence, not necessarily by mutual agreement”

Thus, a merger can be summed as a “combination of assets of two previously
separate firms into a single new legal entity, while an acquisition or takeover
involves the transfer of control of assets from one company to another” (Ghauri &
Buckley, 2003). The terms "mergers" and "acquisitions" are frequently used
interchangeably, albeit in reality their connotation is different. Acquisition is
basically a friendly or hostile act but merger is friendly act whereby only one
company remains and the other goes into liquidation. Merger is more often used
symbolically by management to disguise an acquisition more of a combination of

equals to alleviate takeover phobia manifested in “Merger Syndrome”. Contrast to
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this, in amalgamation both companies go into liquidation and new company is

formed to acquire the business of the two.

According to Ramaiya (1977), “A merger can also be defined as an amalgamation
if all assets and liabilities of one company are transferred to the transferee
company in consideration of payment in the form of equity shares of the transferee

company or debentures or cash or a mix of the above modes of payment.”

“An acquisition, on the other hand, is aimed at gaining a controlling interest in the
share capital of acquired company. It can be enforced through an agreement with
the persons holding a majority interest in the company's management or through
purchasing shares in the open market or purchasing new shares by private treaty

or by making a take-over offer to the general body of shareholders.”

Ghauri and Buckley (2003) have summed up a merger as a “Combination of assets
of two previously separate firms into a single new legal entity, while an acquisition
or takeover involves the transfer of control of assets from one company to
another”. Kansal and Chandani (2014), from a cultural perspective, have defined
M&A as “the unification of two or more organisations with different values and
cultures and forces them into one cohesive unit”. Merger and Acquisitions are
legally different transactions (Cartwright and Cooper 1994); however,
terminologies are used interchangeably, and the focus of M&A studies from a
definitional perspective is poor (Shimizu et al., 2004). It is common for the merger
to be used by a parent company in an attempt to reduce the pains of the company
being acquired. Hence, many mergers are actually acquisitions, with an estimate of
only 3% of M&A being actual mergers (Teerikangas & Very, 2006). Thus, even
though M&A is commonly standing for both merger & acquisitions but in reality,
even in a merger, the management control is vested more in one firm than the other
(Dass, 2008).

From a research perspective, the use of universal and rather unclear term of
“M&A” used interchangeably may be reasons for confusing results and false
conclusions in M&A research (Haleblian et al., 2009). As M&A refers to portfolio
of transaction types so scholars emphasize on type of M&A transaction explicitly
in research (Angwin,2012) and organisational context of merging firm being
studied (Rouzies et al., 2018).
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2.4  Motivation for Mergers and Acquisitions

Mergers and acquisitions (M&As) are an alternative to the internal growth of
companies since they enable firms to enter new and foreign markets, give the
organization a first mover advantage, bring economies of scale and scope while
acquiring necessary know-how and knowledge transfer. M&A deals are very
complex, and so are their motives and strategies. M&A may be carried out for
various rationales though the primary one is to improve financial performance by
achieving synergy. Researchers have formulated theatrical framework for various
motives of M&A (Trautwein, 1990; Bower, 2001; Haleblian et al., 2009) all these
are related to motives of finance, strategy and managerial hubris (Napier, 1989;
Faulkner et al. 2012). Cartwright and Cooper (1996) have listed some motives like
increased efficiency, economies of scale & scope, higher purchasing power, and
market penetration for increasing profitability. Besides the motive for merger by
companies from developing country may be vastly different reasons than that for a
company from developed country. Still some salient motives for M&A may be

summarised as under: -

Value creation

Mergers are usually undertaken with the motto of wealth creation for shareholders.
The consolidation of firms is expected to yield synergies (combined value greater
than individual values of the firms) for the merging entities. For an M&A to be
considered successful in achieving its desired goals, two types of synergies are

expected namely-

Revenue Synergies- Factors such as product diversification, market expansion,
product cross selling and R&D activities which may contribute in revenue
generation for the company (Eccles et al., 1999) or knowledge or resource sharing
(Capron, 1999).

Cost Synergies- Synergies which help to cut down cost structure of the company
by events such as economies of scale across all divisions, access to new

technology, patents & raw materials or even elimination of certain cost.

To achieve cost and revenue synergy a necessary pre-condition is that integration

of merging entities to a certain degree is essential (Haspeslagh & Jemison, 1991).
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Rapid Growth

Mergers and Acquisitions (M&As) are an alternative to the internal growth of
companies since they enable firms to enter new and foreign markets, give the
organization a first mover advantage, less risky than internal growth, bring
economies of scale and scope while acquiring necessary know-how and knowledge
transfer. Acquirers may also acquire firm from adjacent converging industry with
the intention to expand inorganically by making direct entry in a new emerging
industry (Bower, 2001).

Increased Market Power

M&A are one fastest way of increasing market power due to proportionate increase
in market share of the merged entity. Analyzing this in terms of Porter’s five forces
model, the bargaining power of firm vis-a-vis buyers and suppliers is increased,
competition in the industry is reduced and so is the threat of new entrant. Hence
the firm limits competition and earns windfall gain due to its superior market
dominant position (Seth, 1990b; Trautwein, 1990; Haleblianet al., 2009). In
extreme cases it may result into monopoly, “collusive synergies” (Chatterjee,
1986) or restrictive powers of the company. Hence the need to regulate the merger
for any restrictive trade practices, anti-competitive laws, dominant market position
abuse and hostile takeovers, laws are essential to be implemented by regulator in a

fair & transparent manner.

Acquisition of Resources & Capabilities

Companies often resort to merger route for acquisition of scare resource or
capabilities that are either not available with them or cannot be developed
internally. Some key examples include access to scare raw material, access to
monopoly sectors in foreign countries, access to new technology, patents &
copyrights. By M&A, companies are able to acquire resource and capabilities in
the fastest and the most cost-effective way to leverage them into competitive

advantage in the market.

Diversification
Mergers especially conglomerate merger are undertaken by firms for risk reduction
and to reduce variability of its earnings by diversifying business operation into new

markets, new products, balancing investment, resource sharing across business,
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business expansion and channelization of excess cash flow as proposed by scholars
(Hoskisson & Hitt, 1990; Shaver, 2006; Barkema & Schijven, 2008; Laamanen &
Keil, 2008; Heimeriks et al., 2009; Chatterjee, 2009). The diversification is hence
meant to achieve uniformity in sales and growth, positive growth development,

favorable competition shift and changes in technology.

Managerial Incentive

Mergers may also be motivated by personal goals and ambition of top management
even to the extreme end of hubris. These managers cognitive limitations have been
advocated by scholars like managerial hubris (Roll, 1986) or self-serving agendas
(Rhoades, 1983; Berkovitch &Narayanan, 1993). Hence managers’ starts building
company more for size than its performance, a process called empire building is
ushered. In addition, as the size of the company increases so does the
compensation and power of the manager. Since bigger companies can afford to pay
higher salaries, bonuses and ESOPs to managers, so there is a build in incentive for
having a huge company. But managerial opportunism may tempt managers for
promotion of suboptimal M&A for motives related to empire-building (Trautwein,
1990; Sudarsanam, 2012).

Taxation Issues

Taxation issues are one pivotal factor determining cross border merger and
acquisition (CBA) and favorable tax laws of a host country may attract foreign
capital via various modes of foreign investment including CBA by extending tax
benefits like tax deferrals, relaxed norms or means of special tax privileges through
Tax treaties. Efforts are made to invariably formulate a tax policy/ regime which is
beneficial to all stakeholders to maximize their respective gains out of a CBA.
CBA are central to the globalization process and countries need tax laws to better
accommodate M&A to attract foreign funds interested in investment abroad. CBA
tend to offer companies an effective, fast and inexpensive manner for entry into
foreign market as an inorganic growth strategy (Kaplan, 1989; Scholes & Wolfsen,
1990; Collins et al., 1995; Blonigen & Davies, 2004; Di Giovanni, 2005; Herger et
al., 2016).

Countries hence tailor their tax laws like allowing deferral on tax to woo investor
to pump capital into their economy. But the moment transaction crosses border,

countries tend to be less enthusiastic to provide additional tax benefits to the
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concerned parties as relief of current taxation will be tantamount to exemption, a
complete loss to tax the transaction for their gain. Hence tax implications on cross
border deals are akin to a zero-sum game in which a balance has been maintained
for benefit all stakeholders’ parties, each trying to maximize its gain. Reforms in
government regulation & taxation are a dynamic process which acts as a catalyst to
the process of type, direction, flow & volume of CBA activities in a host country
(Dharampala & Hines, 2009; Reddy et al, 2015 &2016; Dikova et al., 2016; Chari
& Acikgos, 2016).

Unlocking Hidden Value

A loss-making company’s fortune can be revived by its takeover by a professional
company who by its managerial skills and management techniques may bring
about a turnaround of the struggling company. The company in distress is
purchased at a price way below market price and it gives the management to
unlock the hidden values of the company both in human as well as task
management. Acquirers hence may seek to gain windfall profit by purchase of
undervalued targets (Barney, 1986) or takeover an underperforming company with
the goal of complete reorganization and to sell it profitably in future (Trautwein,
1990) just as is case for major private equity firms (Kaplan& Stromberg, 2009).
These companies work under the presumption that they implement strategies better
than either by their previous owners (Cumming et al., 2007; Cuny & Talmor,
2007) or the competitors (Barney, 1986).

International Goals

Cross-Border Merger & Acquisitions (CBA) is an integral part of MNE’s strategy
for foreign market entry for inorganic growth for various objectives including
market/ product expansion, capital outflow, transfer of technology, taxation
planning etc. CBA is a term coined and central to the fifth wave of M&A wave
worldwide, is an intrinsic business activity governed by host of rules, regulation
and laws of the countries involved in the transaction. CBA may be both inward &
outward depending upon resultant company is either is a host country or foreign
and is dependent on various factors like institutional & regulatory environment,
political environment, taxation structure, accounting standards, geographical and

cultural environment of host destination country (Porter, 1980; Kang & Johansson,
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2000; Alba et al., 2009; Zhang et al. 2011; Hennart & Slangen, 2015; Hitt et al.,
2016).

Thus, there could be multiple reasons or motive for an M&A each having different
set of circumstances and factor at play. Misplaced motives, synergy trap and
unspecified motives may be responsible for overall outcome of M&A. Given the
large amount of revenue, resource and capabilities involved in M&A, it could be
catastrophic for the company in a hyper competitive market (Hur et al., 2011;
Huizingia et al, 2012; Reddy et al., 2014, 2015, & 2016).

25 M&A Types

There are four commonly referred to types of business combinations based on
profile of an offer in M&A called as: conglomerate merger, horizontal merger,
circular and vertical merger, each of which has its own characteristics, motives,
and challenges (Teerikangas et al., 2012). Each merger type is dependent on
factors like the economic function, rationale of the business transaction and
relationship between the merging entities. However, all share the same aim to
generate value out of the transaction for the company. The prominent M&A types

are detailed as under:-
Horizontal merger

Horizontal merger consists of multiple firms who operate and compete in similar
business activities and in all likelihood are competitors (Chunlai Chen & Findlay,
2003). Buono and Bowditch (1989) observed the rationale behind horizontal M&A
which largely occurs when firms producing similar products or services catering to
a geographical market then formation of larger firm have benefits of economic of
scale. Since horizontal mergers may be detrimental to healthy competition in the
industry by decreasing the number of active firms operating in an industry and also
by means of collusion by industry firms, these mergers are regulated by
government bodies. Merger between auto giants, steels manufacturer or drug
companies will be categorized as horizontal merger. Examples include Facebook,
WhatsApp, Instagram & Messenger integration, Disney & Hotstar, Walt Disney
Pixar, Marriott and Starwood Hotels, Daimler Chrysler and Anheuser-Busch InBev
& SABMiller.
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Vertical merger

Vertical merger occurs when firms positioned in different stages of production
lines merge leading to either backward or forward integration in the value chain
(Chunlai Chen & Findlay, 2003). Thus, this is the transaction in which companies
involved are in buyer-seller, client- supplier, and/or value chain relationships. The
rationale for vertical integration of the firm at different stages may be varied.
Firstly, transaction inside a firm helps in eliminating the costs of search for prices,
awarding contracts, collection of payment and advertisement; reducing and of
coordination in production (Kar & Soni, 2008). Besides, improvement in enhanced
efficient information flow ensures improvement in plans related to inventory and
production (Buono & Bowditch, 1989). However, it may be used by firms having
monopolistic power in any one stage of supply chain by increasing barrier to entry
through vertical integration thereby having leverage to erect barriers between
purchaser by monopoly of supply of raw material or distributive outlet (Camonor
& Wilson, 1967).

Conglomerate merger

As per Gaughan (2002), “Conglomerate M&A occurs when the two companies that
were involved in the M&A are from irrelevant industry, with the purpose to
diversify capital investment hence diversifying risk, and also to achieve scale of
economies”. This merger type is characterized by amalgamation of firms operating
in unrelated type of business activities. There are three prominent types of
conglomerate mergers. First called Product — extension merger between firms in
related business meant to expand the product lines of firms, hence also termed as
concentric merger. Second is geographical market-extension merger which
involves merger of firms operating in distinctively geographical areas. The final is
called as pure conglomerate merger as it involves unconnected or unrelated
business activities to merge in a single entity (Buono & Bowditch, 1989). The
reasons for indulging in this merger are various. These types of mergers have the
potentially improves resource allocation, transfer of synergy & capabilities of
managers. The structure and behaviour of acquired industries are transformed
drastically by these processes, opening up new possibilities (Mueller, 1969). Some
prominent examples of conglomerate merger include Ebay& PayPal, Walt Disney

& American Broadcasting Company & Honeywell & Elster merger.
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Circular Combination

Circular combination has defined by researchers (Ansoff & Weston, 1962) as,
“Companies producing distinct products in the same industry, seek amalgamation
to share common distribution and research facilities in order to obtain economies
by expanding range of products, distribution facilities, R&D sharing, market
segments, eliminating costs of duplication and promoting market enlargement”.
The rationale of the merger is to seek advantages of economies of resource sharing
and diversification by the acquiring company. Examples includes Joint Venture
between Mcleod Russel (Tea) and Eveready (Battery), Volkart Brothers

(Switzerland) and Tata Sons (India) forming Voltas, Sony and Ericson
26  M&A - Perspectives

Mergers and acquisitions are complex phenomenon entailing a host of
relationships that varies by functions or stakeholders. There are a variety of
schools of thoughts underlying an M&A (Haspeslagh & Jemison, 1991; Larsson &
Finkelstein; 1999; Paulter, 2003). In terms of academic disciplines, the M&A

endeavors can be classified as follows: -

From a strategic management perspective, the M&A is viewed as combination as
well a diversification strategy (Ansoff et al., 1971; Walter & Barney, 1990; Bower,
2001). The resource-based view as highlighted by James (2002) perceives M&A as
a means of transferring otherwise non-marketable resources and capabilities,
though requiring anelaborate management process (Singh & Montgomery, 1987,
James, 2002). M&A are intended to achieve integration from various perspectives

at a broader organization level.

Scale of economies and market power has been highlighted as the rationale for
M&A by various researchers and analysts (Goldberg, 1983; Ravenscraft &
Scherer, 1987; Sedlacek & Valouch, 2015). The gains manly accrue to the
acquiring firm (Jensen & Ruback, 1983; Jarrell et al., 1998; Alexandridis et al.,
2009; Graca & Robert, 2016).

Finance: Studies acquisition performance is measured on stock market-based
indexes (Jensen & Ruback, 1983; Weston, 1989) the focus of this perspective was
on wealth creation during M&A at the societal level, i.e., for shareholders. The

school of finance believes that the performance of M&A can be well judged from
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the perspective of market valuation and wealth creation for stakeholders (Weston
& Chung, 1983; Jarrel et al., 1988).

OrganizationalBehaviour School: M&A research in human resource management
(HRM) has laid emphasis on psychological issues (Levinson, 1970; Marks, 1982;
Astrachan, 1990) & how M&A affect careers (Walsh, 1989; Hambrick & Cannella,
1993). This research has focused on the behaviour of the individual and at
organizational level for its implications on outcome of acquisitions. The ‘human
side of M&A’ a largely neglected aspect by managers is the central theme of this
research (Buono & Bowditch, 1989). Researchers  have built on theory of
acculturation (Berry, 1980; Dauber, 2012) to evaluate the behavioural changes
which are inherent due to mixing of disparate organization cultures (Sales &
Mirvis, 1984; Janson, 1994) to reduce stress at individual level.

Process perspective: The focus is on managerial action taken to steer the post
M&A integration process (Haspeslagh & Jenison,1991; Pablo, 1994).The
management ability to successful manage post-merger process in an effective
manner will help in realization of potential synergies of Strategic & organizational
( Lindgren, 1982; Shrivastav, 1986; Greenwood et al.,1994). Scholars have
advocated that by process management and effective communication long term
success can be obtained (Sinetar, 1981; Schweiger & DeNisi, 1991) and sensitivity
to the concerns and expectations of individuals on both sides of acquisition can be
addressed (Sales & Mirvis, 1984; Cartwright & Cooper, 1993).

A major departure from the conventional argument of fast growth by inorganic
means (M&A) has been widely criticized by pioneering contribution of Penrose
(1959) in the field of management basing on the resource view of firm. Penrose
argued that managers of the firm are confronted with distinct strategic options;
organic growth and acquisitive growth. Though the author (Penrose) outlined the
effect of organic growth on adjustment cost and productive opportunity set but the
author was silent on the acquisitive growth. The author stated that importance of
merger may be properly evaluated in the backdrop of its effect on and limits to
internal growth. Not only does the firm inert the potentiality of growth of the firm
it acquires but a merger tend also to leave host of unused productive service
available to combined firm which would have been available to the independent

firm.  While researchers have taken a resource-based view (Barney, 1991) or
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knowledge-based view (Kogut & Zander, 1992) with an objective understanding of
M&A as a medium for transferring and combining resources and knowledge
base of organization (Capron et al., 1998; Capron, 1999; Ranft & Lord, 2002;
Sarala & Vaara, 2010) leading to improvement in competitive advantage of

acquiring firm.

The study of M&A phenomenon which is a complex event in organizational life is
compounded further by researchers who tend to consider only partial or selective
explanation of M&A. These studies by scholars and academicians from vastly
different disciplines, inconsistency and controversy due to “silos effect”, proposed
five distinct schools of thought are in existence, each rooted in its own distinct
theoretical roots and objective functions (Faulkner et al., 2012). Thus, it poses a
problem for M&A researchers to follow which perspective to gain maximum
integration success during M&A. This research attempts to address this problem
by addressing theoretical perspectives which have been largely ignored or not

studied by the correct methodology.

To integrate various theoretical themes this research tries to identify integrative
views synthesizing M&A-—critical disciplines are lacking, albeit on the rise (Mirc et
al., 2017). Integration as a concept has several distinctive stages and with factors at
each stage emerging as source of problem. Therefore, the primary task is to clearly
define those stages and their characteristic .M&A has been studied through various

theoretical frameworks which are summarized as under:

(@) Strategic management: Studies M&A as a method of diversification,
focusing on both the motives for different types of combinations (Ansoff et al,
1971; Walter & Barney, 1990) & the performance effects of these types (Singh &
Montgomery1987; Seth, 1990) at the level of individual company. How strategic
factors influence M&A outcome, variables such as firm relatedness, type & nature
of acquisition, acquisition experience, communication to investor have been
researched using either stock market (Chatterjee, 1986; Lien &Klein, 2006) or
accounting-based measures (Anand & Singh, 1997; Krishnan et al., 1997). King et
al. (2004) combined the two measures on the entire above determinants and in
their meta- analysis found M&A don’t create value in long run. Hence researcher
had limited success, other structural & organizational variable, non-financial

intermediate performance measures like degree of integration, strategic and
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cultural fit, and speed of integration, intermediate goals & knowledge transfer
have been suggested as possible determinants of M&A outcome.

(b) Economics: It has emphasized factors as economics of scale and market
power as motive of merger & has examined acquisition performance with
accounting-based measures (Goldberg, 1983; Ravenscraft & Scherer, 1987). This
body of research has consistently shown that real positive gains accrue to the
shareholders of the acquired (Danbolt, 2004; Georgen & Renneboog, 2004;
Bertrand & Zitouna, 2008), but not the acquiring firm (Jensen & Ruback, 1983;
Singh &Montgomery, 1987; Jarrell et al., 1998). The reasons for value-destruction
for acquiring firms include paying a high premium for the target firm’s stock
(Barney, 1986; Hayward & Hambrick, 1997) and integration challenges (Larsson
& Finkelstein, 1999; Barkema &Schijven, 2008; Graebner et al., 2017)

(© Finance:Studies acquisition performance, relying on stock market-based
measures based on short term cumulative abnormal returns (Jensen & Ruback,
1983; Weston & Chung, 1983; Jarrel et al., 1988) the focus of this perspective was
on wealth creation during M&A at the societal level, i.e., for shareholders. While
for studies based on accounting measures have found negative performance for the
acquirer (King et al., 2004; Steigner & Sutton, 2011)

(d)  Organizational Behaviour School: It researches M&A in human resource
management (HRM) literature which has emphasized psychological issues
(Levinson, 1970; Marks, 1982; & Astrachan, 1990) & how M&A affect careers
(Walsh, 1989; Hambrick & Cannella, 1993). This research has focused on the
behavioural implications of acquisitions, at both individual & organizational
levels. The theme of this research is that the ‘human side of M&A’ (Buono &
Bowditch, 1989) is frequently neglected by managers. Researchers have built on
theory of acculturation (Berry, 1980) to examine the changes in behaviour
resulting forced interaction of two different organizational cultures (Sales &
Mirvis, 1984; Janson, 1994) to reduce stress at individual level.

(e) Process perspective: It focuses on the action taken by management to guide
the post M&A integration process (Buono & Bowditch, 1989; Haspeslagh &
Jenison, 1991; Pablo, 1994). The focus is on how and why things emerge and
grow or terminate over time (Langley et al., 2013; Graebner et al., 2017). Strategic
and organizational fit, it is argued, offer the potential for synergies, but their

realization depends on the ability of management to manage post M&A process in
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an effective manner (Lindgren, 1982; Shrivastav, 1986; Greenwood et al., 1994).
Long term success can be achieved through process management, effective
communication (Sinetar, 1981; Schweiger & DeNisi, 1991) and sensitivity to the
concerns and expectations of individuals on both sides of acquisition (Sales &
Mirvis, 1984; Cartwright & Cooper, 1993). Both pre and post M&A phases are
studied with focus on variables like communication, integration, autonomy. Since
M&A research is non-integrative in nature of so it acts a bottleneck in synthesizing
all approaches.

The dominant schools of finance and economics does not give due emphasis on
organizational, strategic & process perspective issues all of which are equally
important to acquisition process and may play a major role in determining the
outcome of M&A (Datta, 1991; Chatterjee et al., 1992). Since problems linked
with accounting based and study event measures are well documented and there is
growing importance of strategic, organizational & process perspective in M&A, so
to overcome the existing limitations M&A performance is intended to be measured
synergy realization. Synergy as per scholars (Larsson & Finkelstein, 1999) may be
defined in terms of the actual net benefits created by integration of merging entities

measurable in parameters like reduced cost per unit, increased income etc.

The fragmented literature on M&A perspective hence needs to be theoretically
synthesized has been advocated by scholars (Faulkner et al., 2012; Teerikangas et
al., 2012). Limited studies have been done on potential value of integrative
approaches which have linked strategic and organisational perspective (Haspeslagh
& Jeminson, 1991) by means of multiple cases studies of integration process
(Jemison, 1988; Buono &Bowditch; 1989; Hitt et al., 1993). The contributions of
these studies are substantial but have limited scope and were not tested empirically
across M&A.

To balance the domination of economic, financial, and strategic perspectives of
M&A, researchers started paying due attention to the importance of Socio-Cultural
aspects after the 1980s (Buono et al., 1985; Napier, 1989; Cartwright & Cooper
1990). The Socio-Cultural research stream is mainly focused on two key narratives
concerning ‘“merger syndrome”, i.e., negative employee reactions in M&A
(Cartwright & Cooper, 1996; Marks & Mirvis, 1997) and cultural differences and
their performance effects (Teerikangas & Véry, 2006; Stahl & Voigt, 2008; Sarala
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et al., 2019). The research was with a normative focus, with aim of generating
“tools” for management or mitigation of “human issues” or “cultural clashes” in
M&A (Buono et al., 1985; Nahavandi & Malekzadeh, 1988; Brueller et al., 2016).
While HRM literature lay emphasis on psychological issues (Marks, 1982;
Astrachan, 1990 ), communication initiatives (Sinetar, 1981; Schweiger & DeNisi,
1991; Angwin et al., 2016) on one hand, challenges related to “cultural clashes”
(Buono et al., 1985) and “acculturation” (Nahavandi &Malekzadeh, 1988) in the
post-M&A integration phase are researched on the other.

In process theory, value creation signified by task integration is the objective of the
acquisition evaluated in terms of transfer of capabilities and resource sharing, on
the other hand organizational behaviour perspective is primarily concerns with
generation of satisfaction and shared identity employees of the merged entities, by
process called human integration (Birkinshaw et al., 2000). Collectively the two
leads to integration though human integration needs to precede task integration in
order to be successful. The current study is an attempt to integrate different
theories to explain the two school of process and behavioural perspective of M&A
by drawing inferences from related researches (Larrson & Finkelstein, 1999;
Birkinshaw et al., 2000). The summarized view of the two perspectives in relation
to the variables researched, theories associated and key proposition shown in Table
2.3 below:

Table 2.3 Summarization of Theoretical Perspectives of M&A School’s

Theoretical Objective  Dependent/  Theories Key Implication
perspective Function Control Associated proposition for HRM

Variable for theoretical
studied perspective

Organizational | Study of | Satisfaction | Situational, The Organisational
Behaviour impact of Dispositional | congruence &
perspective employees’ and between psychological
attitude Interactive culture of two | topics
and theories merging important  as
behaviour | Adoption Cultural fit organization human & their
Cultural (Cultural ~ fit) | reaction
integration will  facilitate | critical to
increased success of
employees’ M&A
commitment
towards
organization
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leading to
overall
organizational
satisfaction and
productivity

Affective Acculturation | Employees use
commitment | & Affective | heuristics  to
event make sense out
theories of the new
Achievement | Performance | context to
theory reach to
Synergy judgments  of
creation fairness  and
equity
Process Value Synergy Expectancy Management Lack of
Perspective creation Realization theory action and the | explicit
post M&A integration deduction in
process HRM, needs
determine the | to re-
extent to which | naturalise
potential humans
benefits of | through M&A
M&A(Motive) | process.
would be
realized

Source: Author compilation

Research on M&A has noticed that implication for HRM is implicit not explicit.
Majority of research have investigated diverse potential antecedents predicting
The

combination of organisational behaviour and process perspective interplay in terms

M&A performance without find clear and unequivocal relationship.

of strategic and cultural fit, acquisition may fail in creating value in the absence of
managerial action necessary to avoid negative human reactions and to leverage

proposed synergies.

2.7  Statistics on Mergers and Acquisitions

2.7.1 M&A in India: An emerging economy

Merger & Acquisition phase in India has picked up exponentially post
liberalization, privatization & globalization (LPG) phase since 1990’s ushering
direct investment by means of Greenfield ventures, M&A, Joint Ventures ,
Licensing, Strategic Alliance ( Marks & Mirvis, 1998) from developed markets of
Europe and America in particular. The markets like India, Brazil and South East

Asian are referred as emerging markets in international business literature which
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now account for a substantial percentage of global direct investment (Nagano &
Yuan, 2013). In Indian corporate landscape, M&A and other corporate
restructuring have picked up after LPG phase (Ahuluwalia, 2002; Ray, 2010;
Singh et al., 2011; Shaikh & Padhi, 2013). This necessitated the need for
formulating new takeover codes by regulating agencies to make rules consistent
and in sync with present market dynamics of the trade (Reddy et al, 2011 & 2013).
There has been a significant rise in both inwards and outwards M&A deals in last
two decades, which has been catalyzed by pro-active second-generation reforms
and deregulation initiatives by the government with focus on ease of doing

business to build investor confidence and for attracting foreign investments.

There have been merger waves worldwide since the first wave due to
industrialization but the fifth wave in particular (1993-2000) has been
characterized by the phenomenon termed “Cross Border Merger &
Acquisition(CBA)” due to globalization, economic boom, stock market
development, FDI flows, advancement in telecommunication & opening up of
economies of countries (Gray &McDermott, 1987; Kang & Johaansson, 2000;
Gugler et al., 2003; Goergen & Renneboog, 2004; Huang et al., 2008; Reddy,
2015). Emerging markets like India, Brazil and China have benefitted from this
M&A boom due to substantive progress made in economic growth, deregulation of
economy, institutional law reforms development in infrastructure &

communication (Chari et al., 2010).

However political influence or intervention is high in cross border inwards
acquisition in emerging countries like India and China more so in M&A
concerning State owned enterprises(SOE) , a factor which the foreign companies &
their managers need to be accustomed to deal & account for in the risk assessment
along with knowledge of legal system , regulatory provisions and tax subsidies
(Erel et al., 2012; Barbopoulous et al., 2012; Zhang & He,2014).Better
institutional laws have tended to increase information symmetry and time span for
completion of M&A legal procedure & legal transaction cost related to cross

border trade and investment transactions( Bris et al., 2008, Reis et al., 2013).

One key sector which has ushered M&A activities in emerging countries has been
telecommunication & wireless service. Telecommunication has been one of

prominent emerging industry that has provided a great deal of business
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opportunities in emerging markets due to economic & institutional reforms and
rapid technological innovation in this high-tech industry necessitating expansion of
market. The fact that China and India are the world’s top two largest telecom
market is a testimony to this fact. In high technology industries, Hitt et al. (2006)
have observed that firms usually expand their business in to other growth market
with the twin objectives of hedging risk & improving market share. However, the
risk is higher while acquiring firms of developing markets by firms belonging to
developed market (Reddy et al., 2014). Hence CBA are inherently risky business
propositions since large number of regulatory controls are maintained and host

country risk factors of economic, political, financial & legal enforcement.

Institutional laws in India, mechanism and governance are relatively weak vis-a-vis
emerging markets of China and Brazil. Besides regulatory and administrative
agencies may not function in unison which may lead to ambiguous or conflicting
decision making scaring away potential investors from carrying out deals (Shroff
& Ambast, 2013).The WEF-GCR (2015-16) report has highlighted problems
specific to India which includes “corruption as the first problem in India, followed
by policy instability, inflation, access to financing, government instability/coups,
inadequate supply of infrastructure, tax rates, inefficient government bureaucracy,
and complexity of tax regulations in sequential order”. Hence Indian foreign
investment is lower than similarly place emerging economies of China, Brazil
&Russia. Reddy et al. (2016 b) examined the cause & consequences of three
litigated deals in India, i.e., Vodafone-Hutch & Airtel-MTS in telecom; Vedanta-
Cairns in energy sector, on inbound acquisitions for testing Lucas’s paradox
paradigm, i.e., capital does not flow from developed to developing countries
despite favourable conditions. They concluded that stringent regulation related to
financial markets and capital gain tax guidelines were instrumental in

abandonment or non-completion of many announced M&A deals.

Reports by Consultancy Companies like Deloitte (India) “Cross-border
Transactions - an India Tax and Regulatory Update”, in 2009 and KPMG report
titled “Taxation of Cross-Border Mergers and Acquisitions”, highlights issues of
India’s low rank in easy of doing business despite favourable talent and examines
taxation issues relating to M&A tax nuances in India vis-a-vis other country

respectively though in recent years ranking is improving.
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2.7.2 M&A Activities in India

M&A activities in India have been steadily increasing over the last decade with
2018 being the landmark year in last 5 years. M&A activity in 2019 was higher
than 2018 but deal value was drastically lower as there was only one mega deal
possibly due to Election year where investors are wary due to uncertainty in
political system and abnormal risk associated. Besides, the year 2019 has been
marked by a series of worldwide economic uncertainties like the trade war
escalation, prolonged Euro Zone slowdown, no-deal Brexit and even the risk of
global recession. This problem has been compounded acutely by COVID-19
pandemic in 2020 which has thrown all economic activities into turmoil. Amid
these global tensions and Covid1l9 pandemic, India recorded just over US$ 61
billion in deal values across around 1,200 transactions, which is a 44% drop in the
values and more or less the same volumes as compared to 2018.This may be
attributed to the fact that 2019 was election year in India so investor always have a

cautious approach to mitigate their risk in period of political uncertainty.

However, M&A in 2019 is marked by some characteristic like highest funding for
start-ups enterprises, increasing interest in sovereign wealth fund (SWF) and a
consolidation phase in many sectors like telecom. About 60% of volume and value
were accounted for by three sectors of energy, industrial goods, & telecom. M&A
has been primary route but there is significant investment through Private Equity
(PE) as a safe alternative mode of investment in host country. Both Inbound &
outbound Cross Border deals have been undertaken in India which reflect of a
changed mindset of Indian Corporate who are not only ready for partnership with

foreign investor but are themselves aggressive acquirers of firms in host country.

The year 2020 was characterized by global trade tensions, corporate debt distress
and economic slowdown in Indian economy while worldwide COVID-19
pandemic had affected economies despite all adverse conditions, deal volumes
increased to 1301 deals for a total value of US$ 77 billion, a 30% growth over
2019. Reliance Industries was at the forefront mainly in technology and telecom
sector raising US$ 26 billion, Face book’s US$ 5.7 billion investments in JIO, US
$ 4.5 billion GOOGLE, KKR &Silver Lake partners. Reliance retail venture
acquired Future group for US$ 3.3 billion. COVID-19 impact was visible on

Indian M&A landscape as only 350 deals, the lowest in last nine years were
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recorded valued at US$ 37.5 billion. The M&A deals making space were
dominated by domestic buyers & sellers. While overseas acquisition by Indian
companies was 76 transactions for value of US$ 3 million largely on account of
Haldia’s Petro Chemical’s acquisition valued US$ 1.5 billion of Lumus
Technology. Year 2020 was a bumper year for PE deal making with 950 deals
worth US$ 40.2 billion, a 28% increase over 2019. The PE space accounted for
more than half of total deal value in 2020 done with the strategic intent to achieve
size, scale, product diversification and for better operating models. In the 2nd half
of 2020, PE deals making was supported by investment in SWF and buyer’s

inclination for control deals and co-investment deals.

Sector wise deals in 2020 were spread across telecommunication, oil and refinery
consumer goods, ports, finance, real-state and technology. While pandemic
affected sectors like aviation, travel and tourism adversely, it was boon time for
tech firms, e-commerce, and 1T& ITES sectors. Year 2020 witnessed 17 mega
deals (1 billion and above), nearly double to 2019. While deal volumes have been
dealing over the years, value of total deals is on the rise indicative of increase in
number of mega deals. The average ticket size of M&A has doubled from US $ 30
million in 2016 to US $ 60 million in 2020. With economic environment post
Covid-19 threatening the very survival of the companies, takeovers are expected to
continue in 2021 as well. Hence, the future outlook requires a focused approach
from economic policymakers including realignment of regulatory framework of
M&A to attract FDI and CBA. The pandemic has redefined business model that
brings goods & services with technology with overall focus on consumers.

In 2021 COVID-19 has accelerated disruption across sectors and companies have
reacted by transforming their business through M&A, which is at near all-time
high. There have been 85 strategic deals valued greater than US $ 75 million
during 2021, majority of them (80%) are first time buyers and are scope and
capability deals (46%). M&A in India recorded 2100 deals valued US $ 91 billion
in 2021, breaching three years level of 2019 by growing at 13%. The nature of
deals was 15 midsized and 135 megadeals characterized by cash reserve and FDI
inflows at their peak levels and interest rate were low. Hence with favourable
capital, companies are resorting to M&A as a response to disruption and growth

expectations. The strong M&A resurgence is prominent across the board with likes
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of start-ups, IT and e-commerce large conglomerates and MNC. Risk taking by

first time buyers for acquisitions to enter new verticals, geographies or capabilities

is the new norm. Hence the year 2021 despite all odds, has shown that companies

are willing to reshape their portfolios by leveraging M&A as an important tool of

transformation. This remarkable trend is continuing for Indian M&A landscape in
2022 with total M&A deal worth US $ 148 billion completed till third quarter, a
an 16% increase on YOY basis . The sentiments have been fuelled by domestic
M&A deals at US $ 106billion with top deals of HDFC, LTI-Mindtree, and ACC-
Ambuja. In PE backed M&A, India (28%) has even crossed market share of China
(24%). A graphical summary capturing M&A activities in India for the last years,

top ten deals of 2021 and M&A deals in India since 1996 are depicted below.

Table 2.4: M&A Deals in India from 2018-2021

Deal Summary

Number of M&A deals

Value USS$ billion

Year 2018 | 2019 | 2020 | 2021 | 2018 | 2019 | 2020 | 2021
Domestic 272 | 255 | 210 | 374 |343 |164 |16.3 |23.6
Cross- Border 193 | 177 | 143 |120 |[385 |99 |21.2 |193
Inbound 101 |95 66 57 25.7 |79 181 | 11.3
Outbound 92 82 76 63 128 |2 2.9 8
Internal merger & 12 11 7 5 174 |13 |0.035|0.025
restructuring

Total M&A 478 | 443 | 360 [499 (902 |276 |375 |429
Private Equity 795 | 816 | 953 |1624|20.6 |31.2 |40.2 |48.2
Grand total 1273 | 1259 | 1301 | 2123 | 110.8 | 58.8 | 77.7 |91.1

Source: Grant Thornton Report, 2022(www.grantthornton.in)
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Table 2.5: Top ten M&A transactions (by deal& value) in 2021

Acquirer USD  Deal type % stake Cross-borderl This marks the largest
million domestic acquisition in India’s digital
— payments space.
Piramal Capital & Housing Dewan Housing Finance Corporation Banking and financial - . The dealis the largest
Finance Limited Limited SBIVices 5,103 Acquisiton 100% Domestc acquisition in the renewable
energy sector in India.
Prosus N.V.- Payl Indialdeas.com Ltd- BillDesk T &ITeS 4700 Acquisition 100%  Inbound
IBC: With the 2.5 million tonnes
: : E and natural . BPSL buy, JSW Steel boosted
Adani Green Energy Ltd 5B Energy India rer:;urgri " 3500 Acquisition 100%  Outbound its steelmaking capacity and
regained ts lost crown of the
JSW Steel Ltd Bhushan Power & Steel Ltd Manufacturing 2651 Acquisition 100% Domesic > '&*ﬂ;‘;‘m piayer I the
Total SE Adani Green Energy Ltd iﬁli::d natual 2476 Minority Stake 20% Inbound This deal is Total's biggest
invesiment yel in
Talace Pvt Ltd Alr India Limited Aviation 2432 Acquisition 100% Domestic reneians.
’ - . . . . . The transaction marks the
(S;umltu;w Mitsui Financial Eult:ﬂgn India Credit Company Banking and financial 2000 Majorty Stake 75%  Inbound largest M&A of 2 priate
foup, inc mile services company in the Indian financial
i in the last two
Wipro Ltd Capco T&1TeS 1450 Acquisiion 100% Outbound s nd o larget ovy
) inbound control acquisition by a
Supermarket Grocery Supplies Controli Japanese enterprise entering the
Private Ltd- Innuvaﬁ*.je Retail E-commerce 1,257 Stake g 64% Domestic Indian market.
Tata Digital Private Limited Concepts Pvt Ltd - BigBasket.com
) . , ,_, - This deal is one of the largest
Think & Learn Pvt Ltd- Byju's Aakash Educational Services Ltd Education 1,000 Acquisition 100% Domestic —  Edtech acquisiions in the

Source: Grant Thornton report, 2022(www.grantthornton.in)
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Exhibit 2.1: M&A deals in India since 1996(No & Value)

Mergers & Acquisitions India(1996-2022)
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2.7.3 M&A Worldwide: A synopsis

Mergers and Acquisitions (M&A) is a popular means of inorganic growth and
means of foreign market entry by multinational enterprises (MNEs) as well as
national firms in a ultra-competitive globalised marketplace (Shimizu et al.,
2004;Ferreira et al., 2014).M&A is an aggressive managerial strategy adopted by
Multi National Enterprise (MNE) particularly of developing countries in fast
changing global market landscape as a mode of entry in foreign market via various
routes including Cross Border Acquisitions (CBA). CBA is a term coined and
central to the fifth wave of M&A wave worldwide, is an intrinsic business activity
governed by host of rules, regulation and laws of the countries involved in the
transaction. CBA may be both inward & outward depending upon resultant
company is either a host country or foreign and is dependent on various factors
like institutional & regulatory environment, political environment, taxation
structure, accounting standards, geographical and cultural environment of host

destination country.

M&A are the best alternative for gaining competitive advantage, fastest way of
foreign market entry & gaining technological synergies (Porter, 1980; Meyer et al.,
2006, Hennart & Slogan, 2015; Hitt et al., 2016). Cross Border Acquisitions
(CBA) have been defined by Shimzu et al. (2004) as one which involves merger of
“An acquirer & target firm whose headquarters are located in different home
countries”. CBA is probably the fastest ways to enter a foreign market which takes
place with mutual consent or agreement of at least two stakeholders’ countries
(Buckley & Casson, 1976; Alba et al., 2009). CBA are of two types inwards &
outwards referred to as sales & purchase in economic perspective parlance of
M&A (Kang& Johansson, 2000). CBA has characteristic which often involve cash
payment & hostile takeovers, higher valuation with premium for host country
characteristic, high abandonment rate acquirers with deep pockets and a complex
process of for acquirer & target firm (Hopkins et al., 2003, Zhang et al., 2011)

M&A have now been extensively used as strategies for inorganic growth.
Multinational enterprises commonly use M&A strategies for entry into foreign
markets and develop resources and capabilities. M&A vyield a distinctive advantage
compared to other competitive modes (Ellis & Lamont, 2004). In the era of intense

globalization, an M&A form of restructuring offers firms expansion through
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successive stages of growth and development (Schweiger et al., 1993; Vermelan &
Barkema, 2001). Harding and Rovit (2004) says that a large number of fortune 500

companies exist as a result of multiple corporate combinations.

Worldwide the last two decades of 21 century has witnessed an exponential
increase in CBA largely due to global financial crisis with the prime motto of
creation of wealth. As per UNCTAD report of 2008, globalization and
privatization waves of CBA originating in Developed Economies (DE) have
flooded the emerging economies like India, China & Brazil and M&A account for
80% of all FDI flows. These are hence subject to host country determinants to
success of M&A deals. The capital inflows into host country are dependent upon
economic system and taxation structure in particular. Host country often tend to
restrict or control CBA in comparison to Greenfield investment as the former

provide immediate ownership & controlling benefits to MNE’s.

The increasing importance of M&A specifically cross border can be gauged from
the fact that out of Top 50 all-time deals, 38 have been carried out since 2000. The
Exhibit 2.2 below summarizes the deal since 1985, a total of one million deals till
date. M&A have been growing globally at a very sharp rate. There has been a
tremendous increase in both number as well as value of M&A transaction
worldwide. Since the start of 21% Century till date a total number of 891,247 deals
have been announced for a total value of US $ 65027 billion. In 2019, a total of
49327 deals were completed for US $3701billion. In 2020, 44926 deals worth US
$ 2817 billion have been completed. In year 2021 global M&A volumes breached
the $ 5 trillion mark for the first time in M&A history largely on the backdrop of
deal activities accelerated by cheap financing and booming stock market. The
overall volume stands at US $ 5.8 trillion, 64% increases over 2020 with 62193
deals in 2021. United States propelled by accommodative monetary policy of
Federal Reserve lead the way by accounting for half of global volume as M&A
value reaching US $ 2.5 trillion. Analysts predicts that positive sentiment will
continue to fuel deal making in 2022 with flurry of M&As but the same has been
little muted as only deals worth US $ 2.7 billion have been completed till third
quarter. Exhibit 2.2 below depicts M&A activities worldwide since 1985 in terms
of number & value of deals and Table 2.6 enlists the top 50 all-time M&A deals.
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Exhibit 2.2: M&A Worldwide since 1985 (No & Value)

Mergers & Acquisitions Worldwide(1985-2022)
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Table 2.6: Top 50 M&A deals all time

No | Year Acquirer Target name Value(in Bn
UsD)
1 1999 | Vodafone AirTouch PLC Mannesmann AG 202.79
2 2000 | America Online Inc Time Warner 164.75
3 2013 | Verizon Communications Verizon Wireless Inc 130.30
Inc
4 2007 | Spin out Philip Morris Intl Inc 107.65
5 2015 | Anheuser-Busch Inbev SABMiller PLC 101.48
SA/NV
6 2007 RFS Holdings BV ABN-AMRO Holding NV 98.19
7 1999 | Pfizer Inc Warner-Lambert Co 89.56
8 2017 | Walt Disney Co 21st Century Fox Inc 84.20
9 2016 | AT&T Inc Time Warner Inc 79.41
10 | 2019 | Bristol-Myers Squibb Co Celgene Corp 79.38
11 | 1998 | Exxon Corp Mobil Corp 78.95
12 | 2000 | Glaxo Wellcome PLC SmithKline Beecham PLC 75.96
13 | 2004 | Royal Dutch Petroleum Co | Shell Transport & Trading 74.56
Co
14 | 2006 | AT&T Inc BellSouth Corp 72.67
15 | 1998 | Travelers Group Inc Citicorp 72.56
16 | 2001 | Comcast Corp AT&T Broadband & 72.04
Internet Svcs
17 | 2018 | Cigna Corp Express Scripts Holding Co 69.77
18 | 2015 | Royal Dutch Shell PLC BG Group PLC 69.45
19 | 2014 | ActavisPLC Allergan Inc 68.45
20 | 2022 | Microsoft Activation Blizaard 68.7
21 | 2017 | CVS Health Corp Aetna Inc 67.82
22 | 2009 | PfizerInc Wyeth 67.29
23 | 2015 Dell Inc EMC Corp 66.00
24 | 1998 | SBC Communications Inc Ameritech Corp 62.59
25 | 2015 | The Dow Chemical Co DuPont 62.14
26 | 1998 | NationsBank BankAmerica Corp 61.63
Corp,Charlotte,NC
27 | 2022 | Brodcome VMware 61
28 | 2006 | Gaz de France SA Suez SA 60.86
29 | 2022 HDFC HDFC Bank 60.4
30 | 1999 | Vodafone Group PLC AirTouch Communications 60.29

Inc
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31 | 2004 | Sanofi-Synthelabo SA Aventis SA 60.24
32 | 2018 | Takeda Pharmaceutical Co Shire PLC 60.12
Ltd
33 | 2000 | Shareholders Nortel Networks Corp 59.97
34 | 2002 | PfizerInc Pharmacia Corp 59.52
35 | 2010 | Preferred Shareholders American International 58.98
Group
36 | 2004 | JPMorgan Chase & Co Bank One Corp,Chicago,IL 58.66
37 | 2016 | Bayer AG Monsanto Co 56.60
38 | 1999 | Qwest Commun Intl Inc US WEST Inc 56.31
39 | 2015 | Charter Communications Time Warner Cable Inc 55.64
Inc
40 | 2011 | Shareholders Abbott Labouratories- 55.51
Research
41 | 2009 | Vehicle Acq Holdings LLC | General Motors-Cert Assets 55.28
42 | 2005 | Procter & Gamble Co Gillette Co 54.91
43 | 1998 | AT&T Corp Tele-Communications Inc 53.59
44 | 1998 | Bell Atlantic Corp GTE Corp 53.41
45 | 2008 | InBev NV Anheuser-Busch Cos Inc 52.18
46 | 2007 | Shareholders Kraft Foods Inc 51.00
47 | 1999 | Total Fina SA EIf Aquitaine 50.07
48 | 1999 | AT&T Corp MediaOne Group Inc 49.28
49 | 2003 | Bank of America Corp FleetBoston Financial 49.26
Corp,MA
50 | 2014 | Shareholders Paypal Holdings Inc 49.16

Source: I IMA Data 2022
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Chapter 3 — Review of Literature

The impact of Socio-Cultural factors on outcomes of M&A has been explored in
various studies primarily confined to developed countries like USA, UK, Canada
and European Union. Socio-Cultural integration encompasses various human,
social and cultural aspects of post-merger integration phase involving human
issues related to justice, trust, identity and culture which calls for Socio-Cultural
interventions(Schweiger & Goulet, 2005;Bjorkman et al., 2007). Human resource
management determinants are critical to the success of the merger and acquisition
process (Rodriguez-Sanchez et al., 2018). The research studies have attempted to
explore the factors that influence the HR outcomes and attempt to identify the

reasons for the success or failure of M&A.

This study assimilates the various perspectives of social dimensions of M&A to
determine their impact on HR post-merger. In this chapter, the pertinent literature
relevant to the study that describes the role of integration initiatives in forming
psychological end states of employees manifested in HR outcomes has been
presented. Analysis of literature reveals the Socio-Cultural dimensions (constructs)
of M&A, which have been evaluated for their impact on HR outcomes
(dependents) with role of each control variable examined in this relationship. The
hypotheses have been formulated based upon the existing research gap.

3.1 Failure in M&A: A Vicious circle

It is well documented in the research studies that the failure rate in M&A is
abnormally high. The causes of these failures have been analyzed from various
perspectives. Harari (1997) has suggested reasons for repeated failure in M&A is
due to the myopic vision of executives who focus on buying current competitors to
gain market share and recommends a route of organic growth for firms. Balmer
and Dinnie (1999) show that firms failed to address key issues of leadership and a
proper communication plan for all stakeholders during the M&A phase. Gadiesh
and Ormiston (2002) have identified five major causes of merger failure to be
“poor strategic rationale, mismatch of cultures, difficulties in communicating and
leading the organization, poor integration planning and execution and paying too
much for the target company”. They advocate the need for a clear strategic

rationale for both pre- and post-merger behaviour. King et al. (2004), in a meta-
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analysis of commonly researched antecedent variables on M&A performance,
concluded that their impact on the performance of M&A remains largely
unexplained. Mitleton-Keely (2006), in a study conducted on 540 companies that
participated in M&A, report five reasons for failure or potential failure of M&A

stylized as soft issues of HR: -

1. Ignoring people & existing cultures

2. Integration was too slow

3. Lack of communication

4. In ability to address the issues related to retention of employees, suppliers
and customers

5. Lack of clearly defined roles and responsibilities

Similar results have been obtained by scholars like Bijlsma-Frankema (2001),
Faulker et al. (2002), Aguilera and Decker, (2004) and Krishnan et al. (2004), who
underpinned M&A’s failure on managers' lack of understanding of people factor,
communication issues and cultural fit. Ulrich and Kummer (2007) have analyzed
the reasons for choosing M&A in terms of why a deal fails, how failure is
misinterpreted and why companies are convinced to try again. They called it as a
‘Vicious Circle’ from pressure to failure and have analyzed how failure can be
broken. Bertoncelj (2013) attributed high failure rate as a consequence of current
management and governance approach. Scholars like Sirower (1997), Early
(2004), Bruner (2004), Jagersma (2005) and Ficery et al. (2007) have observed
that vague and immeasurable definition of synergies to study competitive
advantage as the major cause for companies to fall in the “Synergy Trap”.
Researchers and studies by consultancy firms like Cartwright and Cooper (1995),
KPMG (1999), Bruner (2004), Bertoneclj and Kovac (2007) have identified the
hard (Financial) and Soft (non-Financial) key success factors (KSF) that impact the
M&A activities.

According to a KPMG study of 1999, “83% of all the mergers and acquisitions
failed to produce any benefits to the shareholders and over half destroyed value”.
Renneboog and Vansteenkiste (2019) found that the failure or success of M&A is
to be dependent on factors like serial acquisitions, CEO overconfidence, acquirer-
target relatedness and complementarily shareholder intervention. Attah-Boakye et

al. (2021) identified two vital aspects - size and profitability of the firm and how

62



the outcome of M&A deal is significantly affected by the quality of the countries'
economic and legal environment. The reason for failure often lies in neglecting a
refined balance between hard KSF on one side and soft KSF on the other side, both
of which complement each other and are collectively responsible for outcome of
M&A.

The literature review and the data across various M&A deals points that despite
the importance of M&A, the overall success rate is still abysmally low for varied
reasons. We now search for plausible explanations, which could be for neglecting
Human Resource factors or not taking some key but highly under-researched
variables into cognizance. Scholars (Stahl & Voigt, 2005; Lodorfos & Boateng,
2006) have argued that cultural clashes and cultural incompatibility are the most
frequent reasons for failure of M&A. Schuler and Jackson (2001) have advocated
that combination of cultural differences and an ill-conceived human integration
strategy as most prominent reason for failure of M&A. Hence, one of the biggest
challenges in M&A is the human or cultural issues related to integration and its HR
outcome. Shimzu et al. (2004) studied six behavioural constructs of cultural and
relational fit, cultural and relational convergence, the human integration process,
and organizational commitment as the potential success of M&A, all aspects

related to the study are examined in detail in upcoming sections.
3.2 Processes of Socio-Cultural integration

Traditionally, the attempts to explain M&A outcome and high failure rate have
been mainly focused on strategic and financial factors. However, a new vista of
research has been directed at the Socio-Cultural and human resources issues
involved in the integration of merging entities (Cartwright& Schoenberg, 2006;
Teerikangas & Very, 2006; Weber &Tarba, 2010; Weber et al., 2009, 2011;
Gomes et al., 2012). The impact of cultural fit on M&A performance has been
explored in the studies of Weber et al., 1996; Very et al., 1997, Morosini, 1998;
Brueller et al., 2018; Dao and Bauer, 2020. Similarly, integration and its speed has
been studied by Angwin, 2004; Buono & Bowditch, 1989;Homburg & Bucerius,
2006;Ellis et al., 2012, organizational justice by Colliquit (2001) and
communication and trust by Benner and Tushman (2003) and Graebner et al.
(2017). Studies have broadly focused on the process of “human integration”

(Birkinshaw et al., 2000) or “Socio-Cultural integration” (Bjérkman et al., 2007)
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as determinants of M&A success, or have sought to identify the factors and
processes underlying the “merger syndrome,” which combines corporate
mourning, worst-case rumours, stress reactions, and constricted communication
(Marks & Mirvis,1998).

In terms of Socio-Cultural integration, to better study differences at the national
and organizational cultural level in conjunction for their impact on the overall
outcome of M&A, the influence exerted by Socio-Cultural integration processes is
of paramount consideration. To determine important aspects of Socio-Cultural
integration, the focus has been on social capital theory (Nahapiet & Ghoshal 1998;
Tsai & Ghoshal, 1998). Research has explicitly and implicitly focused on the
notion of social capital to explain the nature of inter-organizational alliances and
M&A’s (Shan et al., 1994; Ahuja 1996; Madhavan 1996; Koka & Prescott 2002).
Defined by Nahapiet and Ghoshal (1998), ““as the sum of the actual and potential
resources embedded within, available through, and derived from the network of
relationships possessed by an individual or social unit”, the nature of social capital
is essential to explain performance differences among merging firms for two
reasons (Koka & Prescott 2002). Primarily for ways of characterizing a firm’s
relationship set. On secondary aspects, it emphasizes the access to and flows of
resources to the firm through its alliances. Social capital has three clusters of
structural, relational and cognitive dimensions, respectively. Although the three
dimensions are separated analytically, Nahapiet and Ghoshal (1998) recognize that
many of the features are, in fact, highly interrelated. The structural dimension of
social capital refers to the overall pattern of connections between employees —who
you reach and how you reach them (Burt, 1992).

In contrast, the relational dimension describes the kind of personal relationships
people have developed with each other (Granovetter, 1992). The cognitive size
refers to those resources providing shared interpretations and systems of meaning
among parties (Cicourel, 1973). Aspects of M&A Socio-Cultural integration that
have been identified as relevant to synergy realization are - the creation of positive
relationships (Stahl & Voigt 2005, 2008), the emergence of a sense of trust (Krug
& Nigh 2001; Stahl & Sitkin 2005) and shared identity among organizational
members (Larsson & Lubatkin 2001; Van Knippenberg et al., 2002). The

parameters of structural (interpersonal relationships), relational (trust) and
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cognitive (shared identity) social capital fit well with the guiding theoretical

framework for advocating the use of social capital.

In cross-border M&A'’s, the structure of social network ties is paramount.
Empirical evidences have shown ‘extensive social ties across merging firms will
foster an enhanced flow of information’, leading to better decision making (Ishii &
Xuan, 2010). Furthermore, the overall pattern of connections between the
employees of two merging firms will affect how organizations can use their
respective partner’s external knowledge and learn from them (Yli-Renko et al.,
2001). Thus, the cross-firm social relationship is expected to strongly impact the

results of Socio-Cultural integration of organizations in M&A.

For successful acculturation, the ultimate goal is a shared identity. From a social
identity perspective, a merger may be defined as ‘a formal re-categorization of two
social groups as one new group’ (Van Knippenberg et al., 2002). The former pre-
merger group now gets incorporated in the new group, so the process may be
viewed as a continuation of this group even though the merged group is new.
However, it now also incorporates includes the merger partner, thus implying a
change in group membership (Van Knippenberg et al., 2002). This interplay
between ‘new’ and ‘old’ can create a shared identity whereby the beliefs,
assumptions, and values of two previously independent work forces form a jointly
determined culture (Larsson & Lubatkin, 2001). If a shared identity is created by
merging entities, it is natural to expect above average performance to be achieved.
Hence, research should focus on enacting forces of interpersonal relationship, trust

and shared identity and its role on the overall outcome of M&A.

Trust also plays a vital role in the integration process following an M&A (Stahl &
Sitkin, 2005). Research on intra- and inter-organizational trust has demonstrated
the importance of trust for the overall success of M&A. The study has shown that
trust can improve problem-solving, communication and enhance employee
commitment (Jones & George, 1998; Rousseau et al., 1998; Dirks & Ferrin, 2001).
Trust is also of critical importance to forming and implementing cooperative
alliances between firms (Das & Teng, 1998; Zaheer et al., 1998). Collaborative
alliances share many characteristics with M&A’s, and therefore it is not surprising
that trust also plays an essential role in the M&A process (Stahl & Sitkin, 2005).

Interviews with managers and employees of acquired organizations (Krug & Nigh,
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2001) have confirmed that trust is critical to the successful integration of merging
firms. The ease with which two distinct organizations become one - is an essential
determinant for merger success (Bereskin et al., 2018). Wenjia (2019) has
conducted a recent study on HR integration in cross-border post-acquisitions,
reviewing the content and process of HR integration. The results demonstrate HR
integration mechanisms to bear a critical component at each step of integration of
businesses in an M&A, plays a key role as means of carrier of knowledge transfer,
helps in synergy creation, as the moderator for process harmonization and change

management.
3.3 Mechanism of Integration

An integration process attempts to implement organizational change affecting the
acquired entity and, more importantly, merging employees to align the new unit
with the desired strategic direction. In terms of the process view of M&A, the
objective of the integration phase is to create an environment conducive for
capability transfer. The progress of acquisitions further depends upon the kinds and
quality of interactions between the two parties and how typical integration-related
problems are avoided (Jemison & Sitkin 1986, Haspeslagh & Jemison 1991). More
specifically, the significance of linking the pre- and post-deal phases has been
emphasized (Marks, 1982; Hunt, 1990; Haspeslagh & Jemison, 1991; Haspeslagh
& Farquhar, 1994; Kriger & Muller-Stevans, 1994), together with the complex
nature of this relationship (Kitching, 1967; Marks & Mirvis, 1982; Shanley, 1994;
Hajiro, 2015; Graebner et al., 2017; Steigenberger, 2017). In M&A integration, the
magnitude of handling two sub-processes has been outlined (Birkinshaw et al.,
2000; Stahl & Voigt, 2008). The Socio-Cultural process referred to as human
integration involves managing the human factors and considering the role social
categorization plays in combinations while the organizational process. Task
integration involves managing the organization of the new entity around structure,
systems and procedures, which has been termed by Osarenkhoe and Hyder (2015)

as classical process perspective.

Research demonstrates that overall effective integration is an interactive process,
requiring both human and task integration efforts. Poor human integration often
blocks the successful task integration and task integration cannot be realized if the

success with human integration has not been achieved (Birkinshaw et al., 2000). It
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is also stated that human integration should proceed with task integration. It has
observed that adjusting the speed of task and human integration separately exerts a
positive effect on the performance of M&A’s (Birkinshaw et al., 2000; Gates &
Very, 2003; Schweizer, 2005; Bauer et al., 2016). Post-merger integration - the
ease, with which two distinct organizations become one, is an essential
determinant for merger success (Bereskin et al., 2018). The process view
consequently emphasizes key management capabilities (Jemison & Sitkin, 1986;
Haspelagh & Jemison, 1991; Zollo & Singh, 2004) to reap the benefits of
integration. The knowledge approach to M&A integration supports the process
perspective (Jemison & Sitkin, 1986). Consistent with the organizational learning
perspective in M&A (Vermeulen & Barkema, 2001), integration is contingent
upon learning to build shared understanding.

Hence effective task integration and human integration are contingent on mutually
reinforcing practices to foster learning and bonding in international combinations.
The learning mechanisms likely to be implemented by integration managers are
cultural awareness seminars, cross-cultural knowledge management teams and
joint learning teams (Grotenhuis & Weggeman, 1999). The bonding mechanisms
includes dedicated integration task forces and committees, international staff
meetings, mixed project teams, joint functional meetings, and personnel rotation
(Brannen & Peterson, 2009), inter-unit communication (Shrivastava, 1986).The
complexity and inherent causal ambiguity of combining related activities, which
originate in different organizational boundaries, make post-acquisition integration
a complex, unpredictable, uncertain and ambiguous phenomenon, and perhaps the
most challenging phase in M&A ( Varra, 2003; Grabner,2004; Cording et al.,
2008; Gomes et al., 2011).

3.3.1 Human Integration

The organizational behavioural school has studied the implications of acquisitions
at the individual and organization levels, introducing the idea that it is the quality
of the integration process that determines the success of the M&A (Meglio,
2002).Human integration focuses on employee satisfaction and creating a shared
identity (Birkinshaw et al., 2000) by emphasizing on collaborative problem solving
to reconcile conflicts and reduce employee uncertainty from acquisitions (Jansen et

al., 2009).The organizational behaviour school implicitly and sometimes explicitly
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acknowledges human integration as one of the most critical yet least controllable
issues in M&A (Shrivastava, 1986). Post-merger integration (PMI) and soft issues
of M&A have received increased attention because the disappointing results of
M&A which might be attributed to poor human integration (Appelbaum et al.,
2000; Marks & Mirvis, 2011; Weber & Fried, 2011a; Sarala et al., 2016).
Birkinshaw et al. (2000) found that successful integration requires two phases.
Human integration is the focus area of managers in the first phase with the aim to
foster cultural convergence, mutual respect and satisfaction on task integration. In
phase two, renewed vigour is on task integration for building upon the success of
human integration. Human integration should hence endeavour to build mutual
respect and a sense of shared identity among merging employees & human
integration is necessary for better task integration. Research has shown that human
integration is of critical importance for M&A performance since it enhances the
willingness of employees to share knowledge, interact and cooperate with those of

another company (Larsson & Finkelstein, 1999).

Without human integration, employees’ uncertainty about the future can create
both active and passive employee resistance that reduces performance at the
individual and collective levels that can hinder achieving an acquisition’s desired
goals (Larsson & Finkelstein, 1999). For example, stress from changing
procedures and workplace norms (Cartwright & Cooper, 1993; Covin et al., 1996)
have been associated with lower cognitive efficiency and performance, and
unpredictable failures in coordination (Snook, 2000). Seo and Hill (2005)
established that there is a need for a more systematic approach toward human
integration in acquisitions by integrating various theoretical streams and M&A
literature into one by defining the various stages and their characteristics. On the
one hand, slower integration is credited with improved relationship formation and
lower conflict (Ranft & Lord, 2002; Homburg & Bucerius, 2006; Gomes et al.,
2013). Further, trust-building needs time, but it has positive financial effects in the
long run (Bijlsma-Frankema, 2001). At the same time, rapid change helps in
minimizing uncertainty related to new procedures and norms post-acquisition
(Covin et al., 1996; Amis et al., 2004). Zollo and Singh (2004) have proposed that
the benefits accruing from cost efficiencies gained by achieving higher levels of

human integration may be greater than the cost inherent to the integration process.
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Early human integration, including staff efforts to learn the culture of another
company, may lead to a more benevolent attitude towards collaborative realization
(Schweiger & Goulet, 2005). Dao and Bauer (2020) proposed that human
integration and its consequences for HRM need to be considered in a context-
dependent manner. Human integration is an evolving event, as employees evolve
from the integration process. To better establish an understanding for implications
in human resource management, it is imperative that changes need to be analyzed
over time. Finally, research needs to consider new methods or their combinations
to overcome the denaturalization of humans in M&A. Uzelac et al. (2016)
discusses the effect of post-merger transition speed on the execution of M&A and
the driving role of decision-making priorities. The results of the analysis are
focused on 99 M&A exchanges with acquirers from the German-speaking region
of Europe, which indicate that rapid human integration is beneficial for M&A
implementation. In contrast, rapid integration of assignments has a crucial negative
impact. Di Mao (2021) states that human integration requires careful and deliberate
decision making to design human integration programmes focusing on the
development of activities like “corporate culture coaching, collaborative games,
team-building missions, and group tourism” . The human integration mechanism
from the target to the acquired firm is a complicated task. Hence a deliberate
decision-making style can promote both the speed of human integration as well as

the performance of M&A’s.

Since Socio-Cultural and human resources issues are a significant discriminator
among firms, lack of human integration may be counterproductive to the
realization of projected synergies (Larsson & Finkelstein, 1999; Birkinshaw et al.,
2000; Stahl& Voigt, 2008; Bauer& Matzler, 2014; Krug et al., 2014). Even though
research on integration has made serious progress in understanding the
phenomenon, there is still no common understanding of M&A integration. At the
same time, managers continue to attribute M&A failure to cultural or other soft
problems (Vaara et al., 2014). In particular, the effects on the human side of M&A
integration and its antecedents and consequences are less explored and understood
(Sarala, Vaara, & Junni, 2019). Hence, the current study attempts to study the role
of human integration on the overall outcome of M&A by studying its effects on

HR outcomes.
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3.3.2 Task Integration

Task integration mechanism has been proposed and conceptualized by scholars
like Shrivastav (1986), Nahavandi and Malekzadeh (1988), Haspelagh and
Jemison (1991), Mirvis and Marks (1992), Brikinshaw et al (2000), Stahl and
Voigt (2008) as a complementarily to human integration. Task integration entails
managing the organization of the merged entity in terms of structural, systematic
and procedural changes to achieve operational synergies or integration.
Collectively the merging partners share each other’s distinctive capabilities and
bring synergy in “tasks” of R&D, production, marketing and areas contributing to
competitive advantage by means of organizational practices and coordinated
systems. Hence, scholars have observed that knowledge transfer and resource
sharing are facilitated and effective task integration translates into operational
synergies, coordination and shorter periods (Cheng, 1984; Reus & Lamont, 2008,
Zhang et al., 2015). Birkinshaw et al. (2000) proposed the concept of Post-Merger
Integration (PMI) from a process perspective, whereby human and task integration
are processes that can be understood separately.

Task integration involves endeavours for synergy creation, knowledge transfer,
and resources to perform certain tasks or activities. Symbiotic relationships exist
between integration mechanism and interplay of task and human integration with
an affective commitment of employees reflected in their intention to either stay or
leave the organization, which affects productivity and ultimately the performance
of the organization. Effective task integration and human integration are dependent
on jointly reinforcing practices to foster learning and bonding in international
deals. Task integration of processes crosses multiple disciplines, such as
production, marketing, accounting and finance, with each area offering potential
coordination problems and conflicts (Shrivastava, 1986). Coordination costs
represent a significant reason for lower acquisition performance (Zhou, 2011) as
integration also disrupts the environment for coordinating work (Paruchuri et al.,
2006; Ullrich & van Dick, 2007), with greater integration becoming increasingly
difficult (DiGeorgio, 2002; Puranam et al., 2009). Additionally, faster integration
of processes results in less communication (Saorin-Iborra, 2008), when additional
time for participative decision making helps employees to adopt new routines
(Nemanich & Vera, 2009).
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On the other hand, Bauer and Matzler (2014) stated that PMI is not one
dimensional, but task integration is necessary for resource and capability sharing.
The speed of task integration needs to be slower than human integration
(Brikinshaw et al., 2000; Bauer et al., 2016). It has been observed that adjusting
the speed of task and human integration separately exerts a positive effect on the
performance of M&A’s (Birkinshaw et al.,, 2000; Gates and Very, 2003,
Schweizer, 2005; Bauer et al., 2016). Bauer et al. (2016), in their study of 116
acquisitions between 2007 to 2009 in Europe, concluded that acquisition
experience and cultural fit both moderates faster task integration, as it can be
codified. Bansal (2020) has concluded that human, cultural and task integration
are three factors that lead to forming the employee’s perception of justice during
M&A, which influences the synergy realization and psychological outcomes of the
employees. The existing literature review of human and task integration acts as a
guiding principle to build all these research questions related to integration

mechanism: -

Research question/prepositions 1 — Are Task integration activities positively
related to employees’ level of satisfaction, adoption, commitment and
achievement in the merged entity to the extent to which they affect the
outcome of M&A.

Research question/prepositions 2 — Are Human integration activities
positively related to employees’ level of satisfaction, adoption , commitment
and achievement in the merged entity to the extent that affect the outcome of
M&A.

Research question/prepositions 3-Does Integration' as a latent variable has

any mediating role on HR outcomes of M&A.
3.4 Culture

Hofstede (1980) has defined culture as "The collective programming of the mind
which distinguishes the members of one human group or category of people from
another." The concept of “culture" is used both for nations and organizations.
National and corporate cultures differ in terms of how culture is manifested in each
symbol, hero, ritual, and value (Adler, 1997). Buono and Bowditch (1989) claim

1As a Latent Variable.
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culture has many meanings and interpretations associated with its meaning. The
authors also mention that about 164 different definitions & meanings of culture
were identified by Deresky (1997). In the context of M&A, a distinction needs to
be made between national and organizational culture. While national culture may
be defined as “the collective programming of the mind “by (Hofstede 1980) which
is measured in terms of differences in management style, business practices or
work-related values and norms. Hence the national cultural distance hypothesis
proposes the complexities involved in cross-cultural contact are higher if the
cultural difference between the nations of the merging organization is disparate
(Hofstede, 1980; Kogut & Singh, 1998). As national culture is believed to operate
at a deeper level and is learnt early (Hofstede 1980), it is expected that national
cultural differences create relatively more significant barriers to successful
integration than do organizational cultural differences (Stahl & Voigt, 2008).

Organizational culture has been defined as “a set of norms and values that are
widely shared and strongly held throughout the organization” (O’Reilly &
Chatman, 1996). They argue that organizational culture may be a source of
confusion, hostility and trust deficit in merging organizations. In line with the
culture fit perspective, it has been proposed that organizational cultural differences
can pose significant barriers to achieving integration benefits. They have to be
considered at an early stage of the M&A process (Cartwright & Cooper, 1996).
The degree of culture compatibility between the organizations involved in a
merger or an acquisition has been identified as a critical determinant of the
subsequent integration process (David & Singh 1994; Cartwright & Cooper 1996;
Javidan & House 2002). Thus, cultural distance hypothesis works at three different

levels.

I. At National level, example US Vs UK culture
Il. At Organizations level, example Oracle vs. Sun culture
1. National and Organizational Level combined, example Tata Vs. Corus

culture

Employees often react negatively to M&A referred as “cultural clash” and are
shown to have dysfunctional consequences like lack of commitment, increased
turnover and decline in shareholders’ value (Buono & Bowditch, 1989; Sales &
Mirvis, 1984; Chatterjee et al., 1992; Lubatkin et al., 1999). Scholars (Weber,
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1996; Very et al., 1997) have identified process of “Socio-Cultural integration” as
vital factor for poor performance of M&A.Stahl and Voigt (2005) study on the
impact of cultural difference on M&A performance have identified Socio-Cultural
integration measures of voluntary turnover and stress as essential variables for
M&A outcome. Scholars have argued that lack of cultural fit as major cause for
high failure of M&A (Cartwright & Cooper, 1993; Weber, 1996; Teerikangas
&Very, 2006; Weber et al., 2009, 2011). Hence researchers suggest the need for
merging companies to strive to achieve a level of cultural fit to avoid conflicts and
create shareholders value (Nahavandi & Malekzadeh, 1988; Chatterjee et al.
1992).

There is also a need for studies at the organizational level for corporate culture
difference (Chatterjee et al., 1992) to differences in norms and values shared at the
level of organizations to studies at the level of countries (Olie, 1990) probing into
detrimental effects of differences at national cultures of acquiring and the acquired
organisations. Taken collectively, cross-border mergers are an arduous task
involving double-layer acculturation (Barkerma et al., 1996). At national and
organizational levels, similarities in norms and values are argued to ease the
development of trust and post-acquisition success (Williams, 2001; Bjérkman et
al., 2007). Other scholars have reported that cultural difference positively affects
M&A outcome (Weber et al., 1996; Larsson & Lubatkin, 2001; Ahammad &
Glaister, 2011). Research into cultural differences on the Socio-Cultural
dimensions of M&A has yielded mixed results. The contradictory findings suggest
the relationship between culture, post-merger integration processes, and overall
outcomes to be more complex and may necessitate further and detailed empirical
enquiry (Stahl & Voigt, 2008), which will be the focus on our examination in

upcoming sections.

Culture is also a significant determinant of strategies and tactics in international
business negotiation because negotiations involve communication, time, and
power, and these variables vary across different cultures (Ghauri & Usunier, 2003).
There is increasing literature on culture and negotiation detailing the influence of
culture on negotiation tactics, and outcomes await further scholarly inquiry
(Gelfand & Dyer, 2000). Khan et al. (2017) show that distributed leadership

increases the chance of the emerging economies’ multinational enterprises
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(EMNES) cross-border M&A success through the mediating role of socialization
integration mechanisms. Leadership is essential for M&A’s aligning organisations
and culture with the expectations of M&A’s (Sitkin & Pablo, 2005; Waldman &
Javidan, 2009; Gomes et al., 2012; Rao-Nicholson et al., 2020).

Negotiation has been investigated mainly from social psychological and
behavioural decision perspectives (Bazerman et al., 2000; Ghauri, 2003;
Thompson et al., 2010). International business negotiations received increasing
attention as a part of the managerial process, highly relevant to implementing
international business strategies ranging from macro-strategic perspective on
organizations to micro-behavioural views on individuals (Ghauri & Usunier,2003;
Weiss, 2006). From the negotiation process perspective, Ghauri (2003) structures
the international business negotiation process in the pre-negotiation, negotiation,
and post-negotiation stages, each influenced by factors such as culture, strategy,

background, and atmosphere.

As a metaphor, the inter-cultural negotiation process resembles a dance, where one
person does the waltz with another doing the tango (Adair & Brett, 2005). Viewing
a kind of ‘dilemma of differences’, the different cultural scripts present procedural
conflict at the bargaining table, while differences in preferences present
opportunities for both parties (Tinsley et al.,1999;Tinsley, 2001 ). Multiple models
of negotiation exist (Lewicki et al., 1992), such as the parties’ relationship and
parties’ behaviours (Weiss, 1993), the stages view of negotiation (Graham,1985b),
cultural influences (Gelfand & Brett, 2004), self-regulation (Brett et al., 1999) and
dynamics of relational self (Gelfand et al., 2006).

Culture can influence the process of business negotiations (Graham, 1985b), and
business negotiations vary across cultural groups (Graham et al., 1994).
Understanding culture and cross-cultural issues is central to understanding
negotiation in today's globalised and interdependent world (Gelfand & Brett,
2004). Two functions of negotiations exist, namely, ‘‘value creation’’ via
integrative negotiation (win-win) and ‘‘value claiming’® via distributive
negotiation (win-lose), according to Thompson et al. (2010) with the former

approach preferred by both merging entities in international combinations.
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3.4.10rganizational culture differences

Organizational culture differences have been observed to affect post-merger
integration and performance (Weber, 1996; Weber et al.,1996; Weber & Tarba,
2012). The meta-analysis conducted by Stahl and Voigt (2008) points out that
cultural differences affect Socio-Cultural integration and synergy realization and
increases shareholder value. Social and operational integration mechanisms are
conducive to the post-acquisition transfer of capabilities (Bjorkman et al., 2007).
Moreover, various cultural integration mechanisms, such as communication
(Schweiger &Denisi, 1991; Weber & Tarba, 2010) and use of expatriates (Hebert
et al., 2005) can be effective means for overcoming the cultural distance between

the amalgamating entities.

The influence of corporate culture differences and other human factors on the
effectiveness of the post-acquisition integration is complex and varies across
different industry sectors (Weber, 1996;Weber et al., 1996; Weber & Fried, 2011a,
2011b). For example, Sarala (2010) indicated that organizational culture
differences increase post-acquisition conflicts, leading to inferior post-acquisition
performance. Idris et al. (2015) stated that for successful M&A integration, early
planning, deploying the best people in charge of implementation and corporate
culture integration are essential activities. Although corporate culture analysis can
alleviate the tension between the acquiring and target firms during the M&A
process (Weber et al., 2011, 2012;Weber & Tarba, 2012), it can be argued that
organizational culture distance cannot be easily overcome and is expected to
influence the M&A outcome. Karimi (2019) in his study for companies listed in
Nairobi stock exchange showed that corporate culture influences workers and even
cultural variations influence employee loyalty. Merger success depends on
employees' involvement, and the way the knowledge about merger is conveyed to

the employees is very significant.
3.4.2 National cultural differences

Several research studies have advanced our understanding of the effects of
national and organizational culture differences and of post-acquisition integration
mechanisms (Sarala, 2010; Sarala &Vaara, 2010). Hofstede’s (1980) national

culture values framework has been used in a variety of studies in management and
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psychology (Kirkman et al., 2006). The relationship between national cultural
distance and Cross Border Acquisition (CBA) performance remains a puzzle.
Some studies point to positive effects and others highlight the negative ones
(Rottig et al., 2013). In his explorative study of cross-border mergers and
acquisitions, Angwin (2001) concluded that national cultural distance plays an
important role in affecting the acquirer’s perceptions of target companies, which
affects post-acquisition performance. The role of national cultural distance on
cross border acquisition performance has also been validated by scholars
(Chakrabarti et al., 2009). Based on their study, the authors concluded that
acquisitions performance to be better in the long run when the target and the
acquirer are from culturally disparate nations. Results were also driven largely by
national cultural distance instead of dimension-wise differences except for

masculinity dimension differences.

Reus and Lamont (2009) indicated that national cultural distance impedes the
understanding  ability of key capabilities that need to be transferred, constrains
communication between acquirers and their acquired units, thus having a negative
indirect effect on acquisition performance. Uhlenbruck (2004) study of 170
acquisitions in Europe concludes that national cultural distance is responsible for
reducing the extent to which acquirers learn from experiences abroad and hinders
the sales growth of acquired firms. Bhaskaran and Gligorovska (2009) stated the
need to re-examine the fallacy that a homogenous national culture influences
organizational culture. Organizational culture is influenced more significantly by
several factors other than national culture. Yet rather strikingly, Slangen (2006)
showed that the planned level of post-acquisition integration moderates the
relationship between national cultural distance and acquisition performance,
manifested at levels of planned integration, at a high level a negative impact while

at low level a positive impact on acquisition performance.

The specific dimension of national culture can help elucidate the post-acquisition
integration approach and subsequent post-acquisition performance (Morosini et al.,
1998; Sarala & Vaara, 2010; Weber et al., 2011;Liu & Woywode, 2013).
Sachsenmaier and Guo (2019) proposed a three-stage cross-cultural confidence
development theory, indicating that faith can be built on financial variables,

advanced by mutual understanding, unwavering consistency & passionate bonding.
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Furthermore, national cultural distance can prompt learning in the context of CBAS
because differences in beliefs, values, and practices can promote learning and
innovation (Barkema &Vermeulen, 1998; Vermeulen & Barkema, 2001).
Holtbrugge and Mohr (2010) have shown that national cultural values affect the
learning style preferences of individuals. Hence, it can be reasonably argued based
on existing literature that national culture distance may serve both as an
opportunity or threat. The way it is handled will determine the outcome for the
M&A.

3.4.3 Organizational and National Culture difference

Culture is manifested at various levels with organizational & national culture two
important level of analysis in research. Various studies like that of Barkema et al.
1996; KPMG, 1999; Tusi & Tollefson;2007, Dauber; 2011 & 2012; Weber &
Traba, 2012 etc. have over the time established the importance of culture
integration as critical and most important parameter for success or failure of M&A

even more so in cross border M&A(CBA).

CBA are even more complex as they involve a "Double-Layer Acculturation”
process at the level of national and organizational cultures, respectively. Scholars
like Lubatkin (1983), Chatterjee et al. (1992), Datta and Puia (1995) and
Haleblian and Finkelstein (1999) have identified some prominent factors in an
international transaction having a bearing on the outcome of M&A, which among
other things includes pre-M&A organizational cultural fit the relatedness of trade-
off to be merged companies, cultural distance, and prior acquisition learning
experience. However, Chakrabarti et al. (2009) study of 800 acquisition cases
found that CBA performs better in the longer term if the firms are culturally

distinct, contrary to the common understanding.

Larsson and Lubatkin (2001) have stated that culture influences individual
commitment, which leads to an impact on the productivity of the organization.
Cultural differences manifested by the country of the acquirer and acquired
parameters may create organizational challenges that impede integration and
increase integration cost (Cartwright & Price, 2003; Brock, 2005). National culture
differences are often the reason for complicating business transactions (Hofstede,

1980) and are linked to a high M&A failure rate in tandem with organizational
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culture (Olie, 1990 & 1994). Cultural compatibility influences satisfaction and
adoption among employees’ is inconsonance with studies of earlier researchers
(Dass, 2008; Weber & Traba, 2010).

Andreassi et al. (2014) examines the effect of high-performance HRM practices on
job satisfaction across four cultural regions - Asia, Europe, North America, and
Latin America. The result indicates that HRM practices are valued differently
across cultures. Hence managers should avoid imposing one’s culture on others at
the workplace as the same is not directly transferable. While Hofstede (2015)
advocated that cross-culture management can benefit immensely from models of
micro-processes that either create or sustain culture, yielding patterns at group or

organizational level.

Ahammad et al. (2014) in a survey of 591 UK firm examined the direct effect of
national as well as organizational cultural difference in CBA success with
mediating role of knowledge transfer on outcome of M&A. They concluded that
differences at national and organizational level helps in creating unique
knowledge-based resources and promotes firms to actively transfer these in the
merging entity. Hence, even though scholars and researchers acknowledge the
utility of cross-border merger and acquisition, its success is not guaranteed. Child
et al. (2001) that the benefits offered by cross cross-cultural M&A to MNCs are
accompanied by tremendous challenges, especially at post-acquisition stage
(Shimizu et al., 2004).

Given the increasing number of cross border M&A & their growing importance in
the global market, a better understanding of the opportunities & challenges for the
firms following this strategy is required, but as Shimizu et al. (2004) pointed out,
neither scholars nor practitioners have an understanding of the variables involved
(Weber & Drori,2011). Cross Border M&A include as most significant risk
cultural, regulatory or risk in a competitive environment in the target market,
Firstbrook (2007). KPMG study of 1999 showed only 17 % created while 53%
destroyed it in cross border M&A. Hence CBA are risky proposition requiring
extensive analysis. In cultural situations, when companies hail from culturally

diverse backgrounds, problems encountered increase manifold.
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In a Bain & Company study involving 250 global executives, 83% of the
participants stated that dealing with the culture integration as early as possible was
the leading success factor for M&A integrations (Harding & Rovit, 2004). In
another study of 125 American based M&A valued above US $1 billion from 1996
to 2000, Bain & Company found issues related to cultural integration were deal
makers or breakers. lIronically, the cultural differences themselves did not
significantly impact success, but early identifications & proactively dealing with
existing cultural issues resulted in up to a 13.9% increase in shareholder return
(Harding & Rovit, 2004).

Scholars (Morosini et al., 1998) have advocated for embracing cultural difference
in M&A integration as it has shown to have both synergistic as well as disruptive
effects, it may be an asset not a liability per se. So, it is imperative for top
management to take into consideration cultural differences into account as enablers
for M&A integration instead of neglecting those (Ashkenas & Francis,
2000).Therefore, culture acts as a double-edged sword requiring superior

integration capabilities by incorporating learning and bonding mechanism.

Hence, it can be argued that cultural capability directly relates to the M&A
outcome but how it affects the Socio-Cultural dynamics of M&A deserves proper
research. But while scholars have made advances in measuring the cultural
dynamics, there is an urgent need to define, conceptualize and measure cultural
constructs accurately. Besides, scholars argue for a multi-level view of culture in
organizational and sociological research instead of the current one level of culture:
either national or corporate (Teerikangas & Very, 2006). Modern researchers have
also taken national cultural distance and organizational culture differences as
distinct constructs on the assumption of not being significantly correlated.
Therefore, the existing literature review of culture and its various types of

differences acts as a guiding principle to build this research question: -

Research question/prepositions 4 —Is Cultural compatibility of the merging
entities positively related to employees’ level of satisfaction, adoption,

commitment and achievement to the extent to affect the outcome of M&A.
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3.5 Communication

Communication is an integral part of the M&A negotiation process and during the
post-merger integration phase. The process schools highlight communication as the
most critical success factor for integration (Schweiger & DeNisi, 1991; Badhe,
2003; Bryson, 2003; Weber et al., 2012 & 2014; Angwin et al., 2016). Controlled
communication enables employees to make sense of merger promoting
cooperation is hence a facilitator of M&A process (Jetten et al., 2002; Epstein,
2004; Lulscher & Lewis, 2008), continual and transparent communication is
considered as a depiction of trust and justice (Schweiger & DeNisi, 1991; Ellis et
al., 2009) and communication policy is vital in bridging cultural differences (Smith
& Hershman, 1999; Appelbaum et al., 2000a; Weber& Traba, 2013).
Communication has been studied in various research on some key parameters like
consistency (Clement & Greenspan, 1998 ;Hubbard, 2001), medium of
communication (Riad & Vaara, 2011; Riad et al., 2012) frequency (Burns &
Rosen, 1997b; Appelbaum et al., 2000a; Hubbard, 2001), timing of
communication program (Cartwright & Cooper, 1996; Clemente & Greenspan,
1998), management reliability (Nikandrou et al., 2000) and honesty ( Burns &
Rosen, 1997b; Appelbaum et al., 2000a;Hubbard, 2001).

For the post-acquisition integration process, communication is the most critical
component. In their research, Balmer and Dinnie (1999) have highlighted the need
to take care of corporate identity and corporate communication issues. Contact
between employees of the two companies is needed for managerial and cultural
integration (Shrivastava, 1986). The creation of communication channels can
facilitate the coordination and knowledge flows between firms (Chesbrough &
Teece, 2002). The release of a preview of merger announcement reduced
dysfunctional outcomes of a merger compared to the employees who received
limited information (Schweiger & Denisi, 1991).Messmer (2006) has identified
two issues, i.e., early communication & staff involvement, to effectively deal with
anxiety among employees during the merger phase. While former includes timely,
honest and direct information, the latter includes guarantee of cooperation and
support for PMI phase. Together these will reduce the risk of rumours,

misunderstanding and wrong expectations.

Appelbaum et al. (2007) states communication influences the employee's adoption

of a new culture, ability to cope with stress & maintain the change process & that
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communication is difficult to achieve since the communication process faces
numerous potential roadblocks. Feldman and Murata (1991) have advocated the
essentiality of good communication and management strategies during the M&A
phase. Lodorfos and Boateng (2006) suggest that managers must actively involve
all stakeholders, especially employees, in the merger processes by timely and

honest two-way communication.

It is urged to take a contextual view of communication in order to understand
negotiation process, whereas different situational conditions can affect the patterns
of frequencies, sequences, and phases of negotiation communication (Weingart &
Olekalns, 2004). Despite similarities between the negotiating parties in national
culture and language, the merger negotiation between two large telecom operators,
the Swedish Telia and the Norwegian Telenor, eventually failed mainly due to

communication strategies (Fang et al., 2004; Meyer &Altenborg, 2008).

The medium choice of communication affects the negotiation process and
outcomes (Valley et al.,1998). Face-to-face communication enables participants to
foster greater rapport and cooperation than audio-only communication (Drolet &
Morris, 2000). However, when arousal is high, audio-only communication may
reduce the likelihood of pressure tactics (Lewis & Fry, 1977). The negotiation
process of M&A has benefitted immensely by advancement in technology and
modern communication channels like mobile, fax, internet, & social media.
Moreover, media accounts of acquisition can promote international relations,

which may affect international acquisitions (Riad et al., 2012).

Interestingly, Saori'n-Iborra (2008) reached to the conclusion that the time
pressure perceived by negotiation parties during acquisition negotiations impacts
the communication between them. Another study using interaction data from
employee communication logs found out that the communication patterns across
firms develop slowly, and communication routines persist even in an acquisition
event (Allatta & Singh, 2011). The intended integration approach is ‘‘absorption
acquisition’’. There is a relatively high need for interdependence between the firms
to transfer capabilities and a low need for autonomy between firms to preserve the
boundaries (Haspeslagh & Jemison, 1991). However, the communication patterns
are slow to change, even in such an active high-level integration mode. A clear

communication strategy, aligned with the integration strategy and the desired
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culture of the new organization, is a critical component of a successful integration
strategy (Gomes et al., 2011). During the negotiation phase of cross border M&A,
clear and frequent communication involving key stakeholders help the merging
entities better to understand the expectations and the post-merger integration
strategy. Thus, integrative negotiation process in CBA is smoothened by the use of

this communication strategy.

According to Datta and Yu (1991), the better informed the acquiring firm is of the
target firm, the better are the odds of attaining the most significant benefits from
the negotiation process. Coff(1999) observed the role of lengthening of the
negotiation process in knowledge-intensive industries leading to slower
momentum, thereby allowing the negotiating parties to share information without
time pressures better. In the same vein, Weber et al. (2014) note that information
exchange between amalgamating entities can reduce ambiguity, thus improving the

chances of negotiations and also the overall M&A deal success.

Nanna-Balle (2008) has hence defined communication as a strategic tool in the
integration phase of M&A and role played by middle managers as change agents,
on which the entire integration process hinges. Hence for dealing with massive
change, a meticulous thought through communication plan is essential for its
success. Ahmmad et al. (2016) observes that communication influences the
effectiveness of the antecedent phase of the negotiation process and the
effectiveness of the concurrent phase in conjunction with cultural distance factors.
Zagelmeyer et al. (2018) commented on the role of management communication
and information flows during all stages of an M&A process. These are effective
events that trigger positive or negative emotions in a cognitive appraisal process.
These emotions drastically influence employee attitudes, behaviour, and
performance; drastically influence employee attitudes, behaviour, performance,

and overall outcome of M&A.

The relative importance of communication in the overall outcome of M&A success
or failure have been brought about by a study of AT Kearney Global PMI survey
of 500 senior executives in the year 1998/99 it is communication, rather than lack
of it which was the biggest reasons for the failure of M&A during integration
(58%) as highlighted in Figure 3.1 below:-
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Figure 3.1: Problems in Post-Merger Integration

Problems Identified in Percent of Respondents
Post Merger Integration
Under-communication
Financial/synergy Expectations Unrealistic/unclear 4T7%
New Org, Structure With Too many Compromises 47%
“Master Plan™ Missing 37%
Missing Momentum 37%
Missing Top Management Commitment 32%
Unclear Strategic Concept 26%
Missing Pace of Project 26%
IT Issues Addressed Too Late 21%

Source: “A.T. Kearney’s Global PMI survey 1998-99”

In their research, Angwin et al. (2016) concluded that even though effective two-
way communication is critical in M&A outcomes, yet hardly any research has
studied the linkages between different communication approaches and M&A
outcomes, proposed new communication typologies found association between
employee commitment and merger performance. Using case study-based analysis,
the authors found the relative importance of communication in M&A and are the
first to show it in the context of African banking M&As. Devine (2002) has stated
that implementing an acquisition requires consistent, content-rich & customized
communication. Mitleton-Kelly (2006) described lack of integration as a

communication issue and a reason for failed M&A.

Hence, there is unanimity that effective organizational communication during the
M&A phase helps in reducing uncertainty, merger mania, enhances post M&A
commitment in amalgamated unit, helps in transition phase, and increases overall
M&A success rate (Risberg, 2001;Aguilera & Dencker, 2004; Allatta & Singh,
2011). Therefore, research and studies on communication have forced scholars to
recommend that companies create a process of flexible, timely and continuous
communication program to communicate to employees as early as possible for the
impact the integration process will have on them. Hence it is imperative to
empirically test the relationship, if any, between communication strategies and its
influence on M&A performance. Therefore, based on these studies we develop the

next research questions on communication and its interplay with culture: -
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Research question/prepositions 5 —Are communication initiatives undertaken
during M&A impacts the psychological outcomes of employees’ level of
satisfaction, adoption, commitment and achievement to the extent to affect the
outcome of M&A.

Research question/prepositions 6- Does Cultural fit> as a latent variable have

any mediating role on HR outcomes of M&A.
3.6 Organizational Justice

Organizational justice may be defined as the way employees perceive that they are
being treated in a fair and just manner. The interpersonal relationship between
employees and management influences the parameter of justice in an organisation.
It is argued that there is a correlation between the ethical behaviour of employees
and organisational justice. From a psychological perspective, the treatment of
employees by their employers can result in an emotional response that makes
justice the centre of attention (Lind and Tyler, 1998; Cropanzano et al., 2001; Elis
et al., 2009; Schlindwein & Geppert, 2020). Limited studies have shown positive
effects of justice perceptions on employees’ reactions in reorganization (Brockner
et al., 1994; Mansour-Cole & Scott, 1998; Kernan & Hanges, 2002; Neves &
Caetano, 2006).

Lipponen et al. (2004) in their cross-sectional study examined the relationships
among post-merger organizational identification, perceptions of common in-group
identity, and procedural and interactional justice in an organizational merger. The
authors found a positive relation between post-merger organizational identification
and perceptions of common in group identity, which resulted in a positive attitude
towards employees of the merging firm. Klendauer and Deller (2009) have
examined how the organizational commitment of managers in merger is affected
due to perspective of three justice scale of distributive, procedural and interactional
justice. Interactional fairness was found to have stronger relationship with affective
commitment and positive changes in job commitment (Amiot et al., 2007) in
comparison to distributive & procedural justice. Also, internal communication

helps in increasing managers’ affective commitment if the procedure is fair, while

2As a latent variable.
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Tyler (1988) concluded that procedural fairness is more significant than that of

distributive justice in determining employees’ level of trust.

Cho et al. (2017) stated that human resources managers must pay attention to the
psychological stability of employees during mergers which are a significant factor
that effects the commitment of the employee. Research has also found organization
justice to influence employee’s attitudes strongly and behaviours in forms that are
manifested employing psychological withdrawal and voluntary turnover (Seo &
Hill, 2005). Mitchell et al. (2001) propounded and influential theory on turnover,
the Job Embeddedness Model (JEM) which argues that “links” an employee has
within workplace can have a significant influence on turnover. These links were
empirically examined by Soltis et al. (2013) in their study on role of social support
and distributive justice on employees’ turnover and the authors observed a
complex interplay of formal and informal social ties influencing employees’ desire

to harbour turnover intention.

Monin et al. (2013) states that justice is important in sense-making during M&A.
Bansal (2020) has stated that human, cultural and task integration are three factors
which lead to forming of the employee’s perception of justice during M&A, which
influences the synergy realization and psychological outcomes of the employees.
Researchers have started analysing how the ethical behaviour of employees is
impacted by organisational justice four factors of - distributive, procedural,
informational, and interpersonal justice though belatedly as stated by Cartwright
(2005). Hence the organisational justice theory, studies & research work provides a
mechanism to understand better and empirically test employees, perception of
trust, fairness and change management during M&A (Komodromos, 2013). The
following sub-sections have discussed the distributive justice — focussing on

employee retention and interpersonal justice focussing on employee identity.
3.6.1 Retention of employees

Several studies have shown that the turnover intention of managers at the acquired
firms is higher than at firms not engaged in acquisitions (Cannella & Hambrick,
1993; Krug & Hegarty, 1997, 2001). According to Price (1977), Turnover is the
movement of members across the boundary of the organization wherein (a)

Voluntary means a show-motto action on the part of employees leaving the
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organization and (b) Involuntary — the employees are forced to leave. The
voluntary turnover is hypothesized to reflect M&A failure and is expensive
primarily because of the significant cost involved in training and loss of employee
expertise (Baron & Krepps, 1999; Noe et al., 2010). A variety of factors can be
drawn from the literature that influence employee turnover like Justice (Price,
2001), Stress (Muller, 1994; Cooke et al., 2020), Autonomy (Price & Mueller,
1990), Social Support (Soltis et al., 2013), Employees’  Organizational
Identification (VanKnippenberg et al., 2002; Holtom et al., 2005) Supervisor
Support (Merartz et al., 2007), Recognition ( Arkoubi et al., 2007).

Various studies indicate that the top management turnover is higher than average
in acquired firms (Walsh 1988; Lubatkin et al., 1999; Krug 2003; Krug et al.,
2014). Walsh (1988) first reported that 25% of top managers left the company in
the first year after acquisition and only 40% of top managers stayed with the
acquired company five years after acquisition. Cannella and Hambrick (1993)
analysis of 197 largest traded U.S companies acquired between 1980 and 1985
show that 49% of the target firm's executive departed by the end of 2" year of
acquisition, and more senior executive departed more quickly than less senior
executives. Krishnan et al. (1997) analysis of 147 publicly traded targets between
1986 and 1988 reveals that by the end of 3™ year, 47% of target company senior

executives leave the organization.

Buchholtz et al. (2003) investigated top management turnover and reported that
about 75% of top managers left the company by the end of the third year after
acquisition. Krug (2003) study of 730 firms, out of which 585 were acquired vis-a-
vis a control group of 145 companies not acquired, shows that poorly performing
firms are most likely to make changes in their executive teams. In the same vein,
Bergh (2001) explored the association between target company executive retention
and the probability of target firm divesture and found that target firms with the
highest of divesture are the fewest incumbent executives retained. The acquired

firms that successfully retain their executives are least likely to be divested.

According to Cannella and Hambrick (1993), managers are an integral part of the
acquired company’s resource foundation. Therefore, one of the significant
determinants of acquisition success is the retention of acquired firm employees.

Thus, the acquisition's success can depend largely on the retention of employees,
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their skills and knowledge (Walsh & Ellwood, 1991;Ahammad et al.,2012; Krug et
al.,2014). Studies suggest that top management turnover in M&A’s has important
implications for post-acquisition performance (Walsh, 1989;Cannella & Hambrick
1993; Haleblian et al. 2009; Amie et al., 2010; Butler et al., 2012). An employee

retention plan can lower CEO resistance to takeover (Buchholtz & Ribbens, 1994).

When the value of the acquisition is generated by leveraging the knowledge
present in the human capital of the target firm, it is crucial to avoid the turnover of
key staff to retain competitive advantage of firm (Ranft & Lord, 2002; Aime et al.,
2010; Ployhart et al.,, 2014). Post-acquisition integration, which includes
coordination between the two firms engaged in the acquisition, is considered to be
one of the most important factors in realizing the synergistic benefits of the M&A
(Larsson & Finkelstein, 1999; Larsson & Lubatkin, 2001; Byun et al., 2020).
Employee retention is an essential component in successful integration

management (Gomes et al., 2011; Weber et al., 2011).

Difference in HR policy of acquiring and acquired organisations may have serious
bearing on retention, satisfaction and employee performance. Although human
resources (HR) practices such as training, communication, and autonomy are
important to M&A performance, there is no clear best practice to address the cross-
cultural conflict situation that can arise in CBAs in which employee turnover is
more than normal (Krug & Aguilera,2004; Weber & Tarba, 2010; Weber et al.,
2011). Weber and Tarba (2010) suggest that acquiring companies should use HR
practices to develop integration capabilities during the post-acquisition phase to
improve M&A performance. Post-acquisition integration is influenced by the
national institutional environment, including the complex legal and labour market
arrangements in different countries (Capron & Guillen, 2009). CBAs performance
can be improved provided the perception of employees of the target firm is
positive concerning their retention policy and potential for job creation in the
merging company.

The cornerstone of the process-based view of absorptive capacity is the
organization’s stock of prior knowledge, which is at the basis of the knowledge
flow within the organization (Lane et al., 2006). Furthermore, as highlighted by
Weber and Tarba (2011), Weber et al. (2012) and Weber, Tarba, and Oberg

(2014), the combinative competencies, namely organizational processes by which
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firms acquire and synthesize knowledge resources in order to realize the synergy
potential, are of utmost importance for M&A success. Jansen et al. (2005) study
identifies differential effects for components of absorptive capacity manifested at
twin levels of organizational mechanisms linked to coordination capabilities which
improves a unit's potential absorptive capacity while socialization capabilities

increase a unit's realized absorptive capacity.

It can be argued that both national cultural distance and organizational culture
differences affect absorptive capacity (Vaara et al., 2012). In the case of
international acquisitions, the prospect of the acquired firm providing a distinct set
of routines and capabilities enhances in the presence of national cultural distance
(Morosini et al., 1998), ones which cannot be replicated in the home country and
are distinct from those of the acquiring firms. In a similar vein, this benefit can be
complemented in the transfer of distinct capabilities and expertise offered by
acquiring firm, which may not be easily replicated in the host country of acquired
firm. Hence cultural distance helps in the creation of rich knowledge-based
resources characterized by ambiguity and social complexity. Besides, differences
in national cultural and organizational culture may facilitate the formation of
knowledge-based resources and encourage the transfer of knowledge in the
merging entities, leading to the creation of competitive advantage for the firm.
Thus, the competitive advantage of the combined firm is enhanced due to
knowledge-based resources, resulting in improved competitive advantage of the
combined firm. This results in improved post-acquisition performance in the long
term. National and organizational culture mediates the overall relationship between
knowledge transfer and CBA outcome.

The existing research results also validate the findings that the performance of
CBA:s is directly affected by three factors of knowledge transfer, cultural distance,
and employee retention; the latter two factors also mediating the relationship
between knowledge transfer and CBA performance. Debgey et al. (2019) have
stated that acquired firm loss of autonomy moderates acquired firm employee
retention and on larger scale employees’ commitment and involvement in the
acquired firm. Liu et al. (2021) have done pioneering work on analyzing temporal

and spatial dimensions of bi-cultural talent management in cross border mergers.
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Several studies (Cannella & Hambrick, 1993; Hambrick & Cannella, 1993;Zollo &
Singh,1998; Lubatkin et al., 1999 ) contend that the departure of incumbent senior
management from acquired companies has a negative effect on M&A performance
because of the severe disruptions caused by uncertainty, organizational conflicts,
and the loss of key talent at the acquired firms. Other studies and meta-analyses
(Ernst & Vitt, 2000; Ranft & Lord, 2000, 2002; Ranft, 2006; Butler et al., 2012)
also provide corroborative evidence that high turnover can adversely affect M&A
performance but not all turnover may be dysfunctional as studies have pointed out
how non performing employees leaving the organisation may help in improving
performance (Nyberg, 2010; Ployhart et al., 2014).

Ranft and Lord (2000) hence maintain that retention of key employees is a
prerequisite for the successful appropriation of competencies by the acquiring firm.
Knowledge embedded in the acquired firm can only be transferred to the
amalgamated firm if the employees are retained. Tacit knowledge is difficult to
articulate and codify; it is primarily ‘‘acquired by and stored within individuals in
the highly specialized form’> (Grant, 1996). Individuals with tacit or special
knowledge are critical for a long-lasting competitive advantage to the firm;
retention of such employees is critical to knowledge transfer. Hence the real
challenge is to retain employees with high human capital whose skills help in
formation of value creation in M&A (Pablo, 1994). A study based on 75 high-tech
acquisitions indicates that extensive communication and preservation of key
employees is conducive to the transfer of knowledge in acquisitions (Ranft, 2006)
and prior acquisition experience influences acquisition performance (Zollo &
Singh, 2004).

Assuming acquisition as a type of knowledge, it may well be argued that the key
employees affect knowledge transfer from the prior acquisition to the current deal.
Ellis et al. (2011) proposed retention of top executives in largely related
acquisitions may help acquirer accumulate experiences from smaller related
acquisitions. Then even in the absence of key employees’ retention, the effect
knowledge transfer on CBA performance might be eradicated. By contrast, a study
based on grounded qualitative research argues that greater autonomy granted to the
target firm may inhibit the transfer of acquired firm’s technologies and capabilities

inherent in its tacit knowledge (Ranft & Lord, 2002).
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A key research area is a negative relationship between top management turnover
post-merger and post-acquisition performance in a concentrated effort to better
understand the underlining causes for high attrition of executives of acquired firm.
Hence, focus should be on the retention of key employees during the merger to
maximise knowledge transfer and understand antecedents behind increased
departures. Most acquiring firms want the talent of the acquired firm to stay in
place for the benefit of potential synergy (Brueller et al., 2016; Sarala et al., 2016;
Graebner et al., 2017). As advocated by Krug et al. (2014) “turnover may best be
understood by looking at executives’ psychological attributes and perceptions of
the acquisition”. This research focuses on the same by studying turnover
dimensions on dependent variables representing the psychological state of merging

employees.
3.6.2 Social Identity Theory (SIT)

Merger processes from an intergroup perspective has been studied by various
scholars (Haunschild et al., 1994; Terry & Callan, 1998; van Knippenberg & van
Leeuwen, 2001). Since organizational mergers have an abysmal low success rate, it
is paramount to understand the necessary conditions determining the possible
success or failure of mergers. The inter group perspective is an objective way to
consider responses to merger of organizations. A certain structural condition
characterizes organizational mergers—two companies merge into a single entity.
Hence, new group identity is imposed on the group members of the merging
organizations (Haunschild et al., 1994). These intergroup dynamics play an
important role at the beginning of a merger process and may jeopardize the success
of a merger (Blake & Mouton, 1985; Buono & Bowditch, 1989). These dynamics
can understand by the twin concepts of social identity theory and social identity
model. The social identity theory (SIT) according to Tajfel and Turner (1986) and
Riketta (2005), is regarding group processes and group relation while the social
identity model of post-merger identification is based on the perspective of a
possible decrease in the status position within the merger of high-status group and
low status group (Van Knippenberg & Van Leeuwen, 2001). Hence all M&A are
characterized by premerger phase status, which is jointly influenced by members’

premerger status and perceived merger patterns on merger support.
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Social identity theory (Tajfel & Turner, 1986; Hogg & Abrams, 1988; Hogg &
Terry, 2000) is a conceptual theory of group processes and intergroup relations.
This theory is based on the premise of individuals perceiving the social world in
terms of social categories. The perceived membership in social categories
contributes the self-definition of individuals. Hence, it can be argued that
individuals not only define themselves on the twin concepts of personal identity
but also social identity. Hence, group membership acts as a catalyst in

transforming self-interest and motivation into collective interest and motivation.

Hence, perceptions of group-level consequences should impact individual
evaluations and decisions (de Cremer & van Vugt, 1999; Haslam, 2001), assuming
that individuals strive to achieve or maintain a positive self-concept. The social
identity valence is evaluated on the twin basis of membership in social groups or
categories and their value connotations vis-a-vis relevant reference group. SIT
predicts that subgroups will tend to maintain their boundaries as a strategy against
merging into a larger group (Pettigrew,1979; Hogg & Terry 2000) while
organizational identity—as a construct linking the individual to their
organizational group—represents an important basis for social identity (Hogg &
Terry 2000; Haslam et al. 2003).

Hence, employees of merging firms may cooperate with merged organizations
only if they are either able to maintain their former identity or are legitimately
adapted to the new identity by the dominant group (Hornsey, 2008). Hence PMI
phase may well see protracted attempt where each group tries to demarcate its
boundary, and any integration attempt is construed as a threat to their identity. The
organizational identity as defined by Stets and Burke (2003) through integration
has social and material consequences. It may have positive aspects in the form of
cohesion, solidarity, operate effectively and common purpose on the one hand but
dysfunctional aspects in control, conflict and power relations (Sveningsson &
Alvesson 2003).

Developing further on SIT, Van Knippenberg and Van Leeuwen (2001) have
postulated the social identity model of post-merger identification taking status
relation of groups involved in M&A into account. While employees of dominant
organization feel a sense of continuity of their pre-merger identity and will try to

maintain their premerger position. As a result, high status group will identify
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strongly with the merged entity while the reverse holds true for the low-status
group. This model is inconsistent with earlier research (van Knippenberg et al.,
2002) and the perception that a high-status group will dominate the merger
(Dackert et al., 2003). Therefore, the support levels in merger patterns may be
contingent on group membership in high or low-status group organizations. The
different perspective might lead to the development of an attitude of “Us” versus
“Them” during the integration phase of the merger (Buono & Bowdwitch, 1989)
which may affect its outcome.

Hogg and Terry (2000) proposed that organizational behaviour can be understood
by identity-related constructs and processes. A new phase in organizational
behaviour research can be ushered by using individual level and group level
constructs in models of organizational phenomenon like M&A. Using SIT, they
propounded that belief about nature of relationship between in group and
concerned out-group will determine success of mergers by positive social identity.
Weber and Drori (2011) developed a framework for the successful formation of a
new post-merger organizational identity, can act to moderate the effects of culture
clash in M&A’s on acquired management attitudes and behaviour and to reduce
high levels of key talent and top management turnover, thereby influencing post-
merger integration success. The theory has been applied in studying organizational
processes (Haslam, 2001; Hogg & Terry, 2000). Moreover, SIT has been used to
understand the intergroup dynamics during organizational mergers (Terry, 2001;
van Knippenberg & van Leeuwen, 2001). Recent studies focus on multiple
identities and discursive and constructed approaches (Sveningsson & Alvesson
2003; Karreman & Alvesson 2004). Research has demonstrated that socio-
structural characteristics of linkages between the merging groups impact on
intergroup conflict and employee responses to the merger, which helps us to build

upon the following research question:-

Research question/prepositions 7— Does perception of organizational justice
positively impact the psychological outcomes of employees’ level of
satisfaction, adoption, commitment and achievement to the extent that it
affects the outcome of M&A.
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3.7 Human Resource Outcomes
3.7.1 Satisfaction

Martin and Roodt (2008) define job satisfaction as effective work orientation
towards employee present job & employer. Empirically it has been associated with
increased job performance (laffaldano & Muchinsky, 1985), lower intention to
leave (Cropanzano et al. 1997) and less turnover (Irvine & Evans, 1995). Scholars
have in their study found complex interplay between job satisfaction,
organisational commitment and turnover (Price, 2001; Van Dick et al., 2004; Al
Arkoubi et al., 2007) .The Socio-Cultural parameter of satisfaction among the
affected employees during M&A has also been key topic of research by scholars
(Marks & Mirvis, 2002; Weber & Traba, 2010) as an important construct to
measure M&A performance. Price and Muller (1981) postulate a model that
indicates that employees value certain conditions of work and if these conditions
are found in the workplace, employees will be more satisfied and committed and
less likely to leave.

Research has also found organization justice to strongly influence employees'
attitudes and behaviours in forms manifested by means of psychological
withdrawal and voluntary turnover (Seo & Hill, 2005). Sinkovics et al. (2011) state
that employees who perceive managerial action as unfair reacted with anger,
disillusionment, lowers job satisfaction and subsequently job withdrawal. A sense
of grief engulfed the employees who were previously satisfied with the pre-merger
firm and become more dissatisfied in the new firm. Employees’ biases during the
integration phase are a possible source of conflict. Employees even participate in
acts of rejection and non-compliance towards the parent company (Diven, 1984;
Pikula, 1999).

Meyer and Allen (1991) validated the existing literature that employees with
strong affective commitment have shown fewer turnovers and remain in the
organization. The same is also consistent with the study of Herscovitch and Meyer
(2002) who argue that employees exhibiting affective commitment, a desire to
remain in an organization voluntarily are more likely to attend work regularly,
perform task to the best of their ability and take more discretionary
acts(autonomy), all of which increase productivity and commitment to work.
Gunkel et al. (2016) proposed that managerial support influences the employees’
emotions and active resistance behaviour. Managerial communication has effect

only on employees’ passive resistance behaviour but not on employees’ emotion.
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Besides work-related turnover, intention is significantly affected in a significant
manner due to cultural dimensions but effect is limited in terms of employees’

emotions.

Leon (2020) shows that managerial communication, managerial support and
organizational culture are associated with turnover intention and management must
develop a post-merger integration plan to attain competitive advantage and
successful mergers and acquisitions. Employee satisfaction is believed to be
dependent on human integration and facilitate creating shared identity among
employees of the merged organization. Kavanagh and Ashkansay (2006) observed
that companies adopt different approaches to achieve integration ranging from
immediate to incremental approaches. However, a hurriedly executed integration
result in turmoil (Burno & Bowditch,2003), while a slow approach to integration
provides an opportunity for building resistance & anxiety, diffused focus &
energy, negatively impacted employee satisfaction and performance (Rai &
Sinhna,2002; Chanmugan et al.,2005; Mitleton-Kelly,2006). Hence the pace of

integration needs to be optimal for ensuring employees satisfaction.

Human integration on commitment (Steele,2014), communication initiative on
commitment and satisfaction (Dass,2008; Weber & Traba, 2010), Organizational
justice on commitment and satisfaction (Cropanzano & Fogler,1991; Greenwood et
al., 1994; Tang & Baldwin,1996; Steensma & Van Millegen, 2003) have also been
studied by researchers. Even though a direct relationship between job satisfaction
& corporate performance remains to be established with certainty (Rusu et al.,
2006), it appears that lower job satisfaction is a cause of absenteeism, which in
turn is shown to have a negative influence on organizational performance (Sousa-
Poza,2000)

3.7.2 Adoption

Larsson and Risberg (1998) examines the effect of national and corporate culture
clashes on staff responses and execution in M&A. Research on the influence of
national and organizational cultural clashes on staff responses and M&A execution
was carried out. Datta and Puia (1995) in concluding that wealth effects are
affected by relatedness and cultural distance between merging firms and CBA fails
to create value for acquiring firm shareholders. It is also suggested that even
though cultural relatedness is not directly related to value creation, it has an
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important role in the value creation process. Weber (1996) found those relations
between and the function of these factors of corporate culture fit and performance
are complex. Lodorfos and Boateng (2006) examined the role of culture and
provided a framework for enhancing the success rate of M&A.

CBA are even more complex as they involve a "Double-layer Acculturation”
process at the level of national and organizational cultures, respectively. Scholars
like Lubatkin (1983), Chatterjee et al. (1992), Datta and Puia (1995) and
Haleblian and Finkelstein (1999) have identified some prominent factors in an
international transaction having a bearing on the outcome of M&A, which among
other things includes pre-M&A organizational cultural fit the relatedness of trade-
off to be merged companies, cultural distance, and prior acquisition learning
experience. Appelbaum et al. (2009) point out that although a strong
organizational commitment is imperative when it comes to M&A performance and
therefore success, organizational commitment is often reduced when a lack of
cultural fit exists. Researchers (Weber et al., 1996; Steele, 2014) propose that for
an employee to be committed to the new organization after an acquisition, they

need to exhibit proactive and adaptive behaviour.

Marks and Mirvis (2011) have proposed a system for how Human Resources
Management (HRM) can work with corporate associates in M&A acculturation
supervision. Their program specifies HR practices for four different social ends —
pluralism, incorporation, assimilation and transition as cultural adoption end states
for CBA. In the article "Opposing Position in M&A research: Culture, Integration
& performance” by Daniel Dauber, University of Warwick, UK 2012, the author
has made a review of 68 articles on M&A published in highly acclaimed journals.
He defined different types of acculturation strategies namely integration,
assimilation, separation & marginalization, for which integration has been wrongly
used as a universal term. Integration being used and not measured accurately gives
inconsistent and unreliable research findings. Dauber (2011) has also formulated a

matrix for 16 acculturation strategies.

Weber and Traba (2012) indicated lack of cultural assessment at all stages of
M&A, including screening, planning, and negotiation, was responsible for a high
failure rate of M&A. Larsson and Lubatkin (2001) have stated that culture

influences individual commitment, which leads to impact on the organisation's
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productivity. Culture differences manifested by the country of acquirer and
acquired parameters may create organizational challenges that impede integration
and increase integration cost (Cartwright & Price, 2003; Brock, 2005). National
culture differences are often the reason for complicating business transactions
(Hofstede, 1980) and are linked to high M&A failure rate in tandem with
organizational culture (Olie, 1990 & 1994).

Cultural compatibility influences satisfaction and adoption among employees in
consonance with studies of earlier researchers (Dass, 2008; Weber & Traba,
2010).Lin et al. (2015) proposed post acquisition performance has a three-way
interaction with acquisition strategy, organizational integration and acculturation.
Superior performance in related acquisitions is dependent upon tighter

acculturation with higher organizational integration.
3.7.3 Affective Commitment

Meyer and Allen (1997) define affective commitment as “The employee’s
emotional attachment to, identification with and involvement in the organization.
Employees with a strong affective commitment continue employment with the
organization because they want to do so”. They also explained that employee
affective commitment is improved when their personal needs are fulfilled and
strengthened by positive work experience. They also divided antecedents of
affective commitment into three perceived self-justice, strong work ethics and
expectation of success. These are also consistent with the study of Herscovitch and
Meyer (2002), who argue on the same lines concerning need of affective
commitment of employees. Khan et al. (2020) have analyzed employee emotional
resilience during post-merger integration across national boundaries. Financial and
non-financial rewards were found out to play a critical role in employees’
emotional resilience. Another key dimension of employee emotional resilience was

the operation of core principles of equity.

Meyer et al. (1993 & 1998) in various studies argue that affective commitment is
likely to be strengthened by work experience. Meyer et al. (2002) also stated that
employees who believed in the value and importance of change i.e., Merger,
identified with the organization and become more involved in it. Uslu (2014) has

advocated for innovative approaches to increase psychological ownership of
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employees which will have a positive effect on the job commitment via emotional
commitment to the merged entity. In addition, M&A literature has confirmed a
strong relationship between organizational commitment and the performance of
M&A (Bijlisma-Frankema, 2001; Schuler &Jackson, 2001).

Birkinshaw et al. (2000) establishes a relationship between integration mechanism
interplay of task & human integration with the affective commitment of employees
reflected in their intention to either stay or leave the organization, which effects
productivity and ultimately the performance of the organization. Hence existing
research points to the changing nature of employment relationships in the form of
M&A manifested in terms of employees’ affective commitment. Therefore,
cultural fit or acculturation between merging entities at the national and/or cross
border level is a key adoption parameter for achieving post-merger integration and
calls for cultural due diligence. Appelbaum et al. (2000) observed that though a
robust organizational commitment is imperative for M&A performance and its
success, organizational commitment is largely reduced when there is lack of

cultural fit.

In their study, Cho et al. (2017) have suggested possible ways of increasing
employees’ affective commitment in a situation that witnesses frequent changes
like in a merger, for which HR Managers need to focus on employee’s
psychological stability. Febriani and Yancey (2019) found that employees who
underwent the preservation approach perceived less culture change during the
merger and had employee engagement and greater organizational commitment as
compared to those who went through a transformational approach. Degbey et al.
(2020) have proposed that the effect of acquired firm employees’ psychological
ownership on employees’ commitment and involvement and, ultimately, acquired
firm employees’ retention is moderated by loss of acquired firm autonomy. Hence
affective commitment is an important workforce predictor of staff turnover and its

consequential performance.
3.7.4 Achievement

The achievement aspect of M&A by the various stakeholders has been analyzed
from the perspective of performance after the merger. Research on M&A has

focused on several important issues, such as performance outcomes from
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acquisitive entry (Li & Nitsch et al., 1996; Brouthers, 2002) and shareholders’
wealth creation by cross border M&A (Kang, 1993; Datta& Puia, 1995). Recently,
more attention has been paid to post M&A issues such as integration
process(Weber et al.,1996 ;Child et al.,2001), integration process from an
employee view point (Risberg,2001), post-M&A of acquired firms
executives(Krug & Hegarty,2001; Krug & Nigh,2001), post-M&A performance of
the acquired firm(Very et al., 1997) and acquiring firms(Morosini et al.,1998;
Larsson& Finkelstein,1999) & the resulting knowledge transfer & organizational
learning( Bresman et al., 1999; Bhagat et al., 2002; Shimizu et al. ,2004; Brueller
et al., 2016).

In search of linkage between organizational initiatives and organizational M&A
performance, various researches have measured M&A performance by various
qualitative and quantitative data. Measures in organisational behaviour and
strategic management which are widely used to determine M&A performance are:
turnover (Arthur,1994; Huselid,1995; Singh,2000), productivity (Kaufman,1992,
Youndt et al,1996), Job satisfaction (Paterson et al.,1997), profitability (Martell &
Carroll,1995; Harel& Tzafir,1999), employee commitment to their organization
(Barkema & Vermeulen,1998 &2001; Papadakis,2005), lack of feeling of work
alienation (Kanungo,1992; Wheeler & Buckley,2001), & synergy realization
(Chatterjee et al., 1992).

In many such models though post acquisition performance has been found to be
moderated by unspecified variables (King et al., 2004) and metrics on performance
rely on poor measures (Barkema & Schijven, 2008 ). Hence there is an urgent need
for a holistic approach to understand what determines performance and
consequence of M&A (Haleblian et al., 2009).There is also a need to measure
M&A at organisational level (Meglio & Risberg, 2010) as well as integration
level(Zollo & Meier, 2008). Scholars (King et al., 2004; Zollo & Meier, 2008)
have hence stressed on measuring M&A performance by combination of subjective

and objective measures.

Though extensive research in the M&A field has proven effects of financials
constructs on M&A performance, scholars have lately started to concede
intercultural synergy factors as the root cause of the failure of M&A instead of

traditional monetary, financial or legal issues. People issues i.e., intercultural
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differences causing communication breakdowns that results in poor productivity,
be the cause of failure in 65% of M&A as per research findings. According to
Weber and Drori (2011), the closer a parent company comes to the appropriate
level of integration i.e., one that fits synergy potential and cultural dimensions, the
higher level of performance of the M&A. However, research in how behavioural
constructs affects M&A is largely limited till date. Scholars contend that the
relationship between HR practices and organizational financial performance are
complex and may depend upon several contingency variables (Paauwe & Farndale,
2006).

3.8 Control Variables
3.8.1 Size Aspect of M&A

The negative difference in the size of acquiring and acquired company may result
in misunderstanding of disproportionate level and also reflect lack of empathy. It
often results in a complete lack of knowledge on the part of large acquiring
companies about the competencies required for managing a small company and
reverses it. The difference in size may be measured in objective ways like the
difference in the number of employees of the merging entities or differences in
sales or their assets. Research on size of firm has shown mixed results with some
scholars like Kusewitt Jr (1985), Mantravadi and Reddy, (2007), Kruse et al.,
(2007) and Prazio (2011) indicating positive effect of large size to others side of
Brutton et al. (1994), Ramaswamy and Waeligin (2003) and Bradely et al. (2018)
of small size advantage or size having no effect at all. Firm size has been found to
influence performance as suggested by various scholars (Hitt et al., 1997;
Haleblian et al., 2009; Shi &Prescott, 2012). Ahuja and Katia (2001) have
concluded that success of merger is target and acquiring company is similar in size.
The value of knowledge and skill is easier to recognize and assimilate in a situation
where acquirer and target company size is either similar or the same size (Clioen &
Lerinthal, 1990).

Homberg et al. (2009) concluded that it is necessary condition for realization of
planned synergy that the acquirer is bigger than the target company. Frick and
Torres (2002) stated that financial returns for acquirer shareholders are strongly
influenced by average size of Target Company. The authors concluded that higher
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returns are generated for relatively small deals than larger one’s average size of
Target Company has a strong influence on financial returns for the acquirer.
(Hackbarth &Morellec, 2008) observed that M&A in large transaction result in
poor performance due to integration problems of acquirer’s business system.
Gorton et al. (2009) found empirical support for the identity of acquirers and
target. The profitability of acquisition is dependent on firm size distribution within
an industry. They also found higher returns being generated for smaller acquirers
than larger acquirers.

Serrasqueiro and Nunes (2008) have identified various reasons for the impact of
the firm's size on performance like larger firms benefitting from economies of
scale, handle market volatility, and even risky situations, possibly due to
diversification of activities. Studies have shown mixed results on the effect of size
on the firm's performance. While some studies observed positive post acquisition
accounting performance are mainly due to large mergers due to factors like
increased asset productivity, enhanced customer attraction &employee productivity
(Healy et al., 1992), while others (Cornett & Tehranian, 1992) attributed it to asset
growth while still others like Moeller et al. (2004 & 2005) indicate small acquirers
undertaking small acquisition tend to result in positive announcement gains while

large acquisition led to losses.

Fuller et al. (2002) observed returns to acquirers on the relative size of the target
compared to the bidder varied for various types of offers, cash, stock, combination
& stock financing. Even though firm size is likely to influence acquisition returns
in important ways, its effects are highly complex and underdeveloped. Also study
by Boateng et al. (2019) shows that the acquirer size, prior experience, conditions
culture distance. Hence it leads to the following research question on size as a

control variable of the research.

Research question/prepositions 8- Does difference in size of acquiring and
acquired companies influence performance and hence overall outcome of
M&A

3.8.2 Motives and Synergies of M&A
Motives for an M&A may vary based on the type of organization, industry or

trade-related, country type (emerging, developed or developing), modes of entry
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type in foreign markets etc. Motive can also be classified as external (Growth,
Globalization) or internal (synergy etc.). The motive has been selected as one of
our control variables after carefully reviewing existing literature. As stated by Seth
et al. (2002) understanding the motive is critical for understanding M&A

outcome.

As a strategic management advocate, Porter (1985) said that the primary reason for
an M&A is to achieve synergy by integrating two or more business units into a
combination with an increased competitive advantage. Contemporary M&A are
usually justified as an intention to provide cost-saving, akin to vertical integration
strategy. Townsend (1968) stated that contemporary M&A are justified for cost
saving by means of vertical integration synergy for companies meant to gain
economies of scale or remove redundancies. M&A as competitive strategy such as
entering a new product/market/geographical segment or changing basis of
competition, motives would be to develop a new niche, product line extension,
complement product/services (Levison, 1970), to increase market power
(Trautwien, 1990; Pennig et al.; 1994), increasing market share (Gopinath, 2003),
to synergy creation (Townsend, 1968;Porter, 1985; Campbell& Gold, 1998; Seth et
al.; 2000&2002; Carpenter& Sanders, 2007). The categories were classified by
Wheelan and Hunger (2001) into following types viz:-

a. Concentration Strategies: - Vertical and Horizontal Growth
b. Diversification Strategies: - Concentric and Conglomerate diversification

Researchers on diversification (Palich et al.,2000; Grahamet al. 2002; Campa &
Kedia, 2002) have questioned efficacies of diversification strategies as moving to
have luck of existing resources and capabilities as a risky proposition (Shimzu et
al. ,2006) with the high failure rate. Brock et al. (2006) also affirmed that
diversifying firms must constantly cope with the influence of entering remote
markets, unfamiliar legal system and foreign cultures. A Survey of research of
firms’ diversification has thus far not found these benefits to be consistently
significant (Palich et al., 2000; Hitt et al., 2006).

The motive of firms from developing countries and that of emerging countries of
economies like India, China etc. may also be markedly different (Tripathi &
Lamba, 2015). In, their research of 69 deals by Asian MNC, the authors have
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identified five major motives for cross border M&A while also identifying
different motives for developed & developing countries. The motive for firms in
developed countries is more in terms of traditional synergies like becoming bigger
by expansion, create economies of scale or to enter new product markets while that
for firms in emerging economies/countries is to gain complementary
competencies, absorption or access to technology, patents, copyrights or to gain
scare resources and assets including financial capital (Luo & Tung, 2007). This
fact has been supported in the study by Zhu et al. (2011), which investigated the
motive of acquiring firms making a partial acquisition in emerging markets on a
sample of 1171 domestic and cross border deals for the period spanning 1990-2007
and found that foreign firms acquire target firm featuring big size and financial
performance that is associated with less competitive industries in host countries.

Synergy transferred during the integration process is through the transfer of
capabilities & resource sharing, which leads to cost-saving and increased revenue.
Haspeslaph and Jenison (1991) stated that synergies ultimately result from the
interaction between the people in the organization. The onus in acquisition is on
managers entrusted with the task of improving the company’s competitive position
and creating synergy or providing more muscle in the markets or with suppliers. In
the absence of true synergies, the merger may result in sub-optimal benefits and a
lack of integration effectiveness. Therefore, the higher the effectiveness of
integration efforts put to bring about task integration and synergy integration, the
higher the synergy potential (Weber& Drori, 2011). Thus, the integration process
may be counterproductive to the merger's original rationale, i.e., acquisition of
capabilities. The managers need to be considerate of this fact and hence need for
granting autonomy wherever culture difference is essential to achieve merger goals

is required.

Studies have found synergy as one of the most important motives of M&A’s but
have overlooked the investigation of the use and reporting of synergy value. For
example, a KPMG(1999) study on post-merger integration described the
importance of synergy during M&A. Synergy is achieved by combining disparate
parts of the merged entity leading to increased revenues, higher efficiency and
combined results greater than parts of standalone units. This cost or revenue

synergy cannot be achieved by mere addition of either new technology or talented
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employees. Thus, as pointed out by Marks and Mirvis (1996) in merger of equals,
merger strategists often devise changes in the form of a mutual learning process in
which the members of both combining organisations take advantage of their
counterparts' strength to revise and improve their practices.

But as pointed out by Steele (2014), in Asia, a sizable proportion of acquiring
companies aren’t rushing to become hands-on managers. A recent study conducted
by Mckinsey, including 120 in-depth case studies of Asian acquirers, reveals that
Asian firms take a different approach to cross-border M&A. About 50% of all
deals did not aim for either rapid integration or maximization of synergy, while
over 33% of deals entailed only limited functional integration with a special focus
of business stability and on selective capturing of synergies in fields like
procurement. No functional integration was attempted in another 10% of cases.
The managers at Asian firms do a deliberate trade-off between maximizing gain to
minimization of short-term risk of failure. These moves leverage them to expand
geographically, product and capability wise. With time and a learning curve the
acquirers gain experience overtime to operate and manage the merged firm. This
approach termed °‘light touch’ has some core elements, including a ‘minimalist’
form of governance structure, retaining the core top management team, setting up

key performance indicators, and very limited back-office integration.

In addition to the above studies, authors like Riikka et al. (2017) have argued for a
detailed understanding of the “human side,” which conceptualize M&A’s as
practice-oriented processes. Furthermore, for uncovering richness in the human
side of M&A, the authors advocate for the essentiality of qualitative research,
which needs to be supplemented by quantitative analysis. Finally, cross-
fertilization between various methodologies is also essential in research in
management studies. Teerikangas (2020) finds that M&A scholars make
theoretical contributions using different theoretical positioning and research design
strategies in his study of 76 papers published for the period of 1966 to 2016 in
academic journals. Middle-range theorizing was contributed by the majority of
papers, while some papers also contribute to higher-order thus leading to a call for
renewal of former. Hence this leads to next research question on motive as a

control variable of research.
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Research question/prepositions 9- Is motive of M&A critical for

understanding overall M&A outcome?
3.8.3 Country of the acquirer and acquired

The country of origin of the acquirer and acquired may affect the M&A outcomes.
Countries may refer to a block or common category like developed, emerging or
intermediate. Each country or economy may have different motives different for
M&A. Cross border M&A has to undergo double-layered acculturation with a
difference at the level of national and corporate culture. Culture as defined by
Hofstede (2011) is defined as “the collective programming of the mind, which
distinguishes members of one category of people from another”. Larsson and
Lubatkin (2001) have stated that culture influences the commitment of the
employee, having a direct bearing on the productivity of the organization. Culture
differences manifested by the country of the acquirer and acquired parameters may
create organizational challenges that impede integration and increase integration
cost (Cartwright & Price, 2003; Brock, 2005). National culture differences are
often cited as complicating business transactions (Hofstede, 1980) and are
associated with high M&A failure rate (Li & Guisner, 1991).

Researchers have largely given primacy to national culture as it effects both cross
border deal completion and post integration success (Weber et al., 1996; Shimzu et
al., 2004; Chakrabarti et al., 2009; Malhotra et al., 2011) while Stahl and Voigt
(2008) finds that organizational culture has a stronger impact on M&A than
national culture as companies are involved in change process not countries.
However, corporate culture is difficult to define and even harder to measure even
though some say it is heavily influenced by national culture. Schien (1985) has
defined corporate culture as “Belief & value shared by senior managers regarding
appropriate business practices”. Cultural difference studies have pointed to mixed
results with some pointing to synergy by enhancing a variety of organization
practices to help merging entities perform better (Chakrabarti et al., 2009) while
the majority say it impedes integration. Hence cultural difference may be an
opportunity or a threat depending on how it is dealt but is critical for overall
outcome of M&A. Recent studies have examined cultural distance and its impact
on cross border acquisition success particularly in emerging markets (Chakrabarti
et al., 2009; Malhotra et al.,, 2011; Ahern et al., 2012). Researchers have

104



questioned simplistic conceptualisation of national culture (Nakata & Shivkumar,
2001; Kirkmam et al., 2006) and developing more robust cultural measures (Guest
et al., 2004).

Hence culture difference is of interest to scholars wishing to compare M&A
activities between different countries acquirer and acquired with focus on impact if
any of nationality is moderating the organization culture performance relationship.
For study of culture parameters, several scholars have conceptualized culture. Still,
the most robust, popular & widely used national culture difference framework is of
Hofstede (2001), who, after an exhaustive study & analysis in 70 countries gave
five dimensions of cultural assigning index scale to each & every country. The
dimensions of individualism-collectivism, Uncertainty avoidance, power distance,
masculinity-femininity and long-term orientation. Authors have analyzed
moderating role of power distance which has significant impact on performance, in
relationship with specific job characteristic & job satisfaction like to aspects of
organizational or procedural justice (Lee et al., 2000;Kirkman et al., 2009;Loi et
al., 2012), empowering employees and to autonomy (Huang & Van de Vilert,
2003; Huie et al.,, 2004; Fock et al., 2013), power distance role in job
characteristic/ satisfaction (Taras et al.,2012;Hauff& Richter, 2015).

Studies have found that acquirers hailing from nations with more rigid power
structures perform better while acquiring targets belonging to countries with less
rigid power structures. Cultural difference (power difference index of Hofstede)
can potentially impact the post-acquisition integration process, if target firm
characterized with rigid hierarchical power structure resists smooth assimilation
into the acquiring firms’ organizational structure. Potential of conflict is higher if
both firms follow rigid power structure & target resists any loss of autonomy.
While difference in individualism has positive effect, as acquirers coming from
more individualistic societies benefit from higher synergies if target firm is from a

collectivistic society.

Various scholars (Shimzu et al., 2004; Collins et al., 2009; Boatang et al., 2011)

have classified cross border acquisition determinants into three board categories: -
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l. Factors at firm level (Firm size, financial resources, multinational
experience, product diversity, acquisition prior experience & international
strategy)

Il. Factors at industry level (technology intensity, advertising intensity &
sales force intensity)

I Factors at country level (market growth potential, cultural distance,
exchange rate, GDP growth, political & legal system, institutional law, tax
regime & accounting systems)

On the basis of the said research studies the following research questions have

been formulated: -

Research question/prepositions 10- Does acquirer’s company home country

has any influence on outcome of M&A?

Research question/prepositions 11- Does acquired’s company home country

has any influence on outcome of M&A?
3.9 Meta-analysis of research papers: Research findings

With the objective of providing a better understanding of Socio-Cultural
dimensions of M&A on its performance and outcome, past research work was also
reviewed in a comprehensive manner. Literature review of HR aspects of M&A
have revealed specific patterns in the methodology adopted, themes, sub themes
and continent wise variation. Meta-Analysis of 257 research papers on Socio-
Cultural aspects in M&A for the time period of 1988 to 2020 was done for issues
or key points emerging out of this research. After reviewing and assessing these
papers, it was observed that lately, there had been significant growth in the

research work associated with M&A’s and their Socio-Cultural aspect.

As is substantially evident, Socio-Cultural differences in M&A can create
obstacles as well as be a source of value creation and learning to achieve
integration benefits. Socio-Cultural differences between merging firms may have
an adverse impact on its post-merger economic profits. Capitalizing on the
proposed gains from M&A requires extensive analysis to break the rigidities
arising in knowledge transferring, resource sharing and reaping the advantages of
potentially valuable capabilities and the ubiquity embedded in different cultural or

institutional environment.
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Results of the meta-analysis have revealed that while most methodology is case
study and literature analysis; empirical studies are growing in popularity. The
theme of Culture, HR issues and Value Creation are the most dominant sub-theme
in the research paper. There is a vast difference about continents as well with
Europe; America & Asia top three continents in terms of published paper. Asia has
picked up dramatically in last two decades of 21% century and India has a huge
potential for studies on Socio-Cultural aspects. These findings acted as a guiding
principle in finalising dependent, independent and control parameters/variables for
our research work. Summary of the literature on M&A suggests that the most
popular methodologies exploring the HR aspect of M&A are Case Study Analysis
and Literature Analysis. However, empirical analysis is picking up at a fast pace.
The results of the analysis are depicted in the tables below (Tables 3.1 to 3.3).

Table 3.1: Summary results on Methodologies Adopted in research papers

Methodology No. of Research Papers

Case Study 37
Critical review 9
Data Analysis 14
Empirical analysis 30
Field interview analysis 4
Framework Building 3
Knowledge-based review 5
Literature analysis 38
Longitudinal real time analysis 5
Market analysis 11
Random Sampling Method 4
Structural equation Model 13
Survey Analysis 22
Miscellaneous 62
Total 257
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Table 3.2: Distribution of Research Papers across Continents

Continent Frequency Percentage
Europe 102 39.69%
America 80 31.13%
Asia 58 22.56%
Africa 5 1.95%
Australia 12 4.67%
Total 257 100%

Table 3.3 Distribution of Research Papers according to select Sub-Themes

. Sub-theme Number of
papers
1 Papers specific to the aspect of culture in M&A 84
2 Papers elaborating on human resource management in 46
M&A

3 Papers elucidating value creation in M&A 64

4 Papers on role of management in M&A 43

5 Papers on Organizational Behaviour in M&A 11

6 Papers related to Integration in M&A 9
TOTAL 257

Time period for Table 3.1 to 3.3: 1988 to 2020

Hence as observed in analysis of data, the majority of work on Socio-Cultural
aspects has been done in Europe, America and Asia. Researchers in the past have
not focused much on developing or under-developed economies However, it is
observed that research in Asia has been picking up substantially in the last two
decades of 21 century. The summary reveals the scope for research in the field in
India has huge potential, which can benefit corporations and their managers
dealing with M&A alike. Future researchers should focus on M&A'’s taking place
in under-developed countries and how much attention is being paid to the Socio-
Cultural dimension by these countries. The scope for researchers and scholars to
explore this unchartered territory is enormous in the literary field. Hence, these

findings are the cornerstone for valuable insight into our research framework in

108



selection of methodology, sub themes of relevance of Socio-Cultural dimensions
for study, and results of the research for their relevance to Indian Corporate
landscape. The gap identified in research has been used as a rationale for
development of hypotheses for testing.

Hence based on the analysis of existing literature and research studies, it is
imperative to examine the effect of Socio-Cultural factors on post M&A
performance. The need for a holistic approach on what determines M&A
performance by means of combination of objective and subjective measures has
been stressed upon. By arriving at underlying Socio-Cultural factors at play in
M&A outcome, the results and overall success rate of M&A can be drastically

improved.
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Chapter 4 - Research Methodology

Research on M&A has focused on several issues. First, in search of linkage
between organizational initiatives and organizational M&A performance, various
researches have been conducted utilizing qualitative and quantitative data.
Measures that are widely used to determine M&A performance include: turnover
(Arthur, 1994; Huselid, 1995; Singh, 2000), productivity (Kaufman, 1992; Youndt
et al. , 1996), job satisfaction (West et al. , 1997), profitability (Harel and Tzafir,
1999; Martell & Carroll, 1995), employee commitment to their organization
(Barkema & Vermeulen, 2001; Papadakis, 2005), lack of feeling of work alienation
(Kanungo, 1996; Buckley, 2001), synergy realization (Chatterjee et al. , 1992) etc.
According to Weber and Drori (2011), the closer a parent company comes to an
appropriate level of integration, i.e., one that fits synergy potential and cultural

dimensions, the higher level of performance of the M&A.

M&A entails a shift in the roles of the merging or acquiring organization. A shift
in these roles can result in dysfunctional behaviour, as described in the Kubler-
Ross four-stage Model of Bereavement's (1969).Psychological tension caused by
incompatible multiple roles can result in stress or, in the worst-case scenario, an
employee leaving the organization (Katz & Kahn, 1979).With M&A engineering
uncertainty with changes, the likelihood of an employee becoming depressed is
high, and the employee may even find themselves unable to fit into a new or
dominant organizational culture, resulting in additional stress (Cartwright &
Cooper, 1990).

M&A are said to be disturbers of cultural equilibrium, frequently leading to
organizational culture collisions and causing threats to employees' basic needs, be
it social or security, resulting in job dissatisfaction and a lack of organizational
commitment. Anxiety impact of M&A has been elaborated by researchers such as
Schwinger and Denisi (1991) and Seo and Hill (2005). According to Cartwright
and Schoenberg (2006), proper planning is essential and communication can be an
effective way to cope with anxiety. Given that the relationship between HR
practices and organizational financial performance is complex and may depend on
several contingency variables (Paauwe & Farndale, 2006), the link between M&A

performance and behavioural constructs is limited.
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From strategic management, economics, finance, organizational behaviour, and
process perspective, M&A is a vastly researched topic given its importance in the
corporate world. However, there is a need to integrate the theoretical synthesis of
various perspectives on M&A. Besides, as per the review of existing literature,
very limited research studies have been carried out from a human resource
perspective. This study is thus an attempt to study and evaluate the impact of
Socio-Cultural aspects on the overall outcome of M&A to fill this existing research
void, as various studies done on financial and strategic aspects have failed to
account for the relatively high failure rate. M&A involves both hard and soft key
success factors, both of which must be studied for the overall M&A outcome, the
study emphasizes on due importance to soft aspects of M&A and analyses its role
in overall outcome of M&A. Hence the overall aim of this research is to not only
cover key soft issues of merger by synthesizing various schools of M&A but
simultaneously utilising the correct methodology for empirical analysis of both

qualitative as well as quantitative data.
4.1  Research Objectives

The study explores the various Socio-Cultural dimensions of M&A and their
impact on the HR outcomes. More specifically, the study seeks to explore the

following objectives.

a. To examine the impact of various Socio-Cultural dimensions on post-
performance outcome of Mergers and Acquisitions (M&A). A conceptual
framework has been developed of independent, control, mediating and
dependent parameters.

b. To expound the influential factors underlying the success or failure of M&A
deals with special focus on Indian context.

c. To formulate an effective Socio-Cultural framework for optimizing the
efficiency of M&A.

Their relationship as in Para (a) above is studied by means of two
moderating/latent parameters of integration and cultural fit and four control
variables of size, country of acquirer, country of acquired and motive. The data

collected by means of content analysis is tested empirically through statistical tools
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of chi square test and structure equation modeling (PLS) and mediation analysis.

Finally, the results of the data are verified for reliability and validity constructs.

For study of same select M&A as in Para (b) above, case studies are examined for
Socio-Cultural factors and the overall outcome of M&A has been explained in
Socio-Cultural factors by means of case study analysis. The underpinning factors
of Socio-Cultural dimensions have been enlisted and their impact on the overall

outcome of M&A has been discussed.

With respect to Para (c) above, based on the finding of the empirical analysis and
case study research, a model is formulated for Socio-Cultural parameters and its
overall effect on the outcome of M&A. This has been done by using the results of

structural equation modeling (PLS) method.

The overall purpose of this study is to examine the impact of organizational
integration initiatives, organizational justice and cultural fit on employees’
psychological outcomes which shape their reaction post integration phase of
M&A. The integration initiatives include human and task integration mechanism,
M&A related communication initiatives, cultural compatibility and organizational
justice on psychological outcomes of satisfaction, adoption, affective commitment
and achievement. In this context, the study empirically examines the impact of the

following relationships: -

1. Integration initiatives on psychological outcomes during M&A transaction in
terms of employees’ attitude of satisfaction, adoption, affective commitment
and achievement.

e Organizational integration initiative (human, task, communication and
cultural compatibility) on employees’ attitude of satisfaction.

e Organizational integration initiative (human, task, communication and
cultural compatibility) on employees’ attitude of adoption.

e Organizational integration initiative (human, task, communication and
cultural compatibility) on employees’ attitude of affective commitment.

e Organizational integration initiative (human, task, communication and
cultural compatibility) on employees’ achievement.

2. To study the impact of organizational justice on various psychological

outcomes.
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Apart from the above objectives, some select M&A transaction involving Indian
Organizations (four out of five) have also been selected to study the effect of
Socio-Cultural factors in Indian M&A Landscape. However, as already indicated,
there is hardly any study worth mentioning in the Indian context for Socio-Cultural
aspects of M&A.

4.2  Research Design

The study has undertaken a comprehensive review of existing literature to focus on
key research paradigms of study. The analysis of the literature was carried out to
identify the research gap and the methodologies currently used for research.
Research design may be defined as the approach and strategy adopted for the study
and the way a given strategy is executed by the processes. As per Robson (2002),
"Design is concerned with turning research questions into projects.” Research
design is the guiding force behind the research process from beginning to end as it
specifies the framework within which all the essential work will be completed.
Besides, research work needs to be of relevance to the problem statement under
examination, and the procedure of research should be practically achievable. The
objective or purpose of the research study determines the type of research design
selected. The current study, therefore, is a combination of exploratory and

descriptive methods of research to study the HR parameters of M&A.

Scholars are becoming more aware that mergers and acquisitions are multifaceted,
complex phenomena that necessitate a multidisciplinary approach to research
(Pablo, 1994;Larsson & Finkelstein, 1999).Mixed method research, which
combines elements of quantitative and qualitative perspectives for the purpose of
comprehensive understanding, is uncommon in M&A studies (Johnson et al. ,
2007;Rouzies, 2010).This method has emerged as an alternative to the dichotomy
between quantitative and quantitative schools and intends to overcome the limits
of each traditional research design and hence has been proposed by various
scholars for use in research (Jick, 1979; Parkhe, 1993;Creswell, 1994; Hurmerinta-
Peltoméki & Nummela, 2006).

The study hence adopts a mixed-method research design wherein both quantitative
and qualitative data are collected to study the correlates of integration initiatives,

organizational justice, and cultural fit during M&A to gain a multidimensional
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picture of this complex phenomenon. Though mix method in M&A is very rare
but it overcomes the limits of each traditional research design- qualitative and
quantitative thus offering a balanced evaluation of M&A. The mixed methods
approach aids in the generation of alternative explanations for the studied
relationship, the development of stronger inferences based on collective results, the
expression of divergent views, leading to balanced evaluation, and the avoidance
of methodological conformity in the study of M&A (Teddlie & Tashakkori, 2009;
Meglio & Risberg, 2010).

This approach to the study of M&A is drastically different from the traditional
method of M&A studies in significant ways. First, the success parameter of M&A
is measured in terms of the psychological state of affected employees, in contrast
to the ambiguous criteria of accounting or finance which failed to measure success
or failure of M&A accurately. Secondly, the integration initiatives are
conceptualized in terms of both similarities as well as complementarities across
businesses for competitive advantage. Thirdly, the study has taken into
consideration control variables of finance, strategy, and organizational behaviour,
which have synthesized with HR parameters of study with other M&A schools of
thought. Finally, research in M&A has been limited largely with respect to
negative employees’ emotions that are generated while the current study aims to
study on the likely effect of positive psychological attitude of employees on M&A

outcome.

4.3 Method of research

The analysis of Socio-Cultural dimensions of M&A has been studied in the
literature through qualitative analysis. The common procedure adopted by
researchers conventionally is content analysis of case studies of M&A for the
researched dimensions. Most of these dimensions are expressed by indicators that
are qualitative. In this study the selected dimensions viz. (a) Task Integration, (b)
Human Integration, (c) Organizational Justice, (d) Communication, and (e)
Cultural Compatibility has been evaluated by qualitative statements (as per the
perceived model). Therefore, the study has adopted case study methods to realize

its objectives.
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Case Study Research (CSR) is a qualitative research method to better understand a
complex issue or object and add value to any existing research findings. The core
emphasis in CSR is on detailed contextual analysis of a limited number of events
or conditions and their relationships. CSR method has been a popular method used
by researchers in variety of fields (Woodside &Wilson, 2003; Eriksson &
Kovalainen, 2008; Woodside, 2010).

CSR is even more suited to the need of social scientists who utilize this method to
examine contemporary real-life situation while also providing for the application
of ideas and extension of methods. The case study research method is an empirical
inquiry that investigates a contemporary phenomenon within its real-life context,
when the boundaries between phenomenon and context are not clearly evident; and
in which multiple sources of evidence are used (Yin, 1984). CSR is used mainly
for two reasons, to find answers to ‘why’ and ‘how’ and to perform theory
building research on concrete evidences and in-depth analysis (Eisenhardt &
Graebner, 2007).

However, case studies may have certain complexity like those related to data from
multiple sources, sub cases within a study, and producing exhaustive data for
analysis. But despite this limitation, the case study method helps apply solutions to
situations, build upon theory, apply solutions to situations, explore, or describe an
object or phenomenon because Socio-Cultural parameters have overriding bearing
on human behaviour by researchers. Hence case study method is highly suited and
beneficial for applicability to real-life; contemporary, human situations and its
easy accessibility by means of written reports. Case study results relate directly to
the common readers’ everyday experiences and facilitate an understanding of

complex real-life situations (Soy, 1997).

However, if a need is felt for robust theory based on the basis of grounded
propositions, constructs, and relationships, multiple cases need to be taken instead
of a single case study. Multiple cases have been used in our research since multiple
cases increase external validity, guard against observer biases, and help in richer
theory building, and systematically collect, patternize, analyze, and compare data
across cases, create more theory driven variance and divergence in the data, not to
create more of the same (Meyer, 2001; Pauwels & Matthyssens, 2004; Bengtsson
& Larsson, 2012).
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In the M&A stream, scholars have extensively used case study research and
content analysis for different objectives like in-depth analysis, testing hypotheses,
longitudinal case studies, case survey methods, and survey-based studies (Yin,
1994, 2003; Stake, 1995; Meyer, 2001; Larsson & Lubatkin, 2001; Reddy, 2015).
The case study method is well suited for international business research or cross-
border acquisitions "where data is collected from cross-border and cross-cultural
settings" as well as emerging markets (Ghauri & Firth, 2009; Meyer et al., 2009).
Hence, there is utility in adopting the case study method in M&A research for
international acquisition for the purposes of case analysis, testing extant theory and

developing new theory.

The cases shortlisted for research are scrutinized exhaustively by means of content
analysis. Content analysis is a popular qualitative research technique which
employs three approaches: - “conventional, directed and summative”. Each
approach is used to interpret meaning to context of data albeit with a different
coding scheme, origin of codes, and threat of trustworthiness. Each approach is
suited to a different research design and analysis technique. The prime objective of
content analysis is to organize and elicit meaning from the qualitative data —
expressed in words from which conclusions can be drawn like interviews, written
open questions or case studies. The level of analysis may be manifest or latent, but
both enable the researchers to apply statistical tools to give meaning to data and
obtain research conclusions. For increasing the validity and reliability of the whole
process, general principles of the method are applied. Krippendorff (2004) hence
defined content analysis as “a research technique for making replicable and valid

inferences from texts (or other meaningful matter) to the contexts of their use”.

Research using qualitative content analysis focuses on language characteristics as
communication with attention to the content or contextual meaning of the text
(Budd et al., 1967; Lindkvist, 1981; McTavish & Pirro, 1990). Text data might be
in verbal, print, or electronic form and might have been obtained from narrative
responses, open-ended survey questions, interviews, focus groups, observations, or
print media such as articles, books, or manuals (Kondracki & Wellman, 2002).
Content analysis has been carried out to on all shortlisted case studies to derive the
study results. A sound coding process is a key to trustworthiness in content

analysis research (Fogler et al., 1984). Qualitative content analysis aims to
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systematically transform a large amount of text into a highly organized and concise
summary of key results by coding process (Weber, 1990; Erlingsson &
Brysiewiczb, 2017).

Overall emphasis in research methods has been on achieving triangulation by
means of multiple data collection methods which provides stronger substantiation
of construct and hypothesis while being an apt method to merge qualitative and
quantitative data source suited to CSR method. While reliability emphasizes on
trustworthiness of data, with linkages to data triangulation and case study
protocol Iwhile for internal validity linkages among data, investigator and theory

triangulation is desired.

4.4  Data Sources and Sampling Framework

The study has followed the case analysis method to analyze and interpret results in
light of the research objectives. The study has primarily used mergers and
acquisitions cases derived from the published reports of various consulting
companies nationally and internationally, articles published in journals like
Harvard Business Review, Asia case, lvey, magazines, websites, annual reports,
published reports, audited accounts statement/ balance sheets of companies,
intranet and newspapers articles. The study has used a variety of qualitative
techniques to achieve the study's objectives. After finalizing the parameters, the
case studies and reports on M&A have been obtained. The content analysis of
cases has been duly supplemented by interviews and discussions with experts. The
statements for indicators have been converted to measurements in order to support

the processing of Chi-square and SEM tests.

Purposive Sampling method has been used to select the cases given the nature of
the study. 75 case studies (Appendix 1) on M&A covering the various HR
dimensions have been identified. Of these, 52 case studies have been selected that
fully comprise of the data required on the selected parameters. A dichotomy was
found in 4 case studies from the reported data that were abnormally high or low, an
outlier diluting the research findings. These cases were discarded to maintain
validity of results. Finally, 48 case studies have been selected for content analysis
and further processing on PLS-SEM.
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In addition, eight case studies have been shortlisted for the through content
analysis for stylized issues — facts, HR concerns, implications and analysis. These
cases were selected as soft issues of merger which were considered pivotal to the
outcome of M&A. On the basis of objective analysis of case inferences were
formulated for Socio-Cultural factors of M&A which may improve the overall
success of M&A. Finally, the results of case study are evaluated in terms of
existing literature and research by various scholars in the field of M&A. In order
to facilitate comparisons of selected dimensions, finally five cases studies have

analyzed and presented in Chapter 6.

4.5  Techniques of Analysis
45.1 Chi-Square

The study has analyzed the impact of M&A size on selected HR outcomes — (a)
Affective Commitment, (b) Adoption, (c) Satisfaction, and (d) Achievement. For
this purpose, chi-square test has been used since there is only one independent
parameter and many dependent parameters and sample size is relatively small
(n=48).

Statistically speaking, yx2-distribution expressed with k degrees of freedom
represents the distribution of a sum of the squares of k independent standard
normal random variables. Chi Square is commonly used for probability
distributions in inferential statistics to test hypotheses and formulate confidence
intervals. It is basically related to the normal distribution since with increase in
sample size, the sampling distribution of the test statistic approaches the normal
distribution. As test statistic is asymptotically normally distributed, so for large
samples, chi-square distribution used for hypothesis testing may well be
approximated by a normal distribution. Chi square offers distinct benefits in
research of robustness with respect to distribution of data, is easily computable,
exhaustive information can be derived and is flexible in handling data from
multiple groups but has a limitation of sample size requirements and difficulties in

interpretations when categories are large.
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4.5.2 Structural Equation Modeling (PLS)

The study uses the PLS-SEM procedure to study the relationship between the
selected Socio-Cultural constructs and the latent constructs (HR Outcomes).
Structural Equation Modeling (SEM) is a second-generation multivariate data
analysis method built on statistical modeling techniques that can be viewed as a
combination of factor analysis and regression or path analysis (Haenlein & Kaplan,
2004; Statsoft, 2013). The foundation of SEM is on theoretical constructs
symbolized by the latent factors, with relationships between the theoretical
constructs represented by regression or path coefficients between the factors to test
linear and additive causal models. The structural equation model implies a
structure for the covariances between the observed variables (exogenous or
endogenous), which provides the alternative name of covariance structure
modeling. Structural equation models are depicted by means of a graphical path

diagram, while the statistical model is represented in a set of matrix equations.

There are different approaches to SEM in which PLS is a soft modeling approach
to SEM with no assumptions about data distribution (Esposito-Vinzi et al., 2010).
It is preferred when the followings conditions exist: - sample size is small,
applications have little available theory, predictive accuracy is paramount and
correct model specification cannot be ensured (Hwang et al., 2010). Even though
PLS-SEM is not appropriate for all statistical analysis, but despite its limitations,
PLS is useful for structural equation modeling in applied research projects,
especially when there are limited participants and the data distribution is skewed,
and hence is deployed in the fields of behaviour science, organization, and
business strategy (Hulland, 1999; Bass et al. , 2003; Sosik et al. , 2009; Wong,
2011).In  deciding upon the sample size in our PLS-SEM analysis, we have
considered the background of the model, the distribution characteristics of the
data, and the psychometric properties of variables. The formula suggested by Hair
et al. (2013) of sample size been driven by following factors in a structural

equation model design: -

e The standard significance level of 5%

e The standard statistical power of 80%

e The standard minimum coefficient of determination (R2 values) used in the
model of .25
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e The maximum number of arrows pointing at a latent variable (one arrow)

Based on these guidelines and model table any sample size of about 50 is sufficient
for one arrow latent variable. The final results of SEM-PLS analysis and complete
charts are presented in Appendix Ill. Since SEM-PLS has no issues with small
sample size, achieves high level of statistical power with small sample size, is
robust at < 5% p value, is a non-parametric method so no distribution assumption
required, normality problem not encountered and works well with metric data so it

is well suited to our research goals.
Mediation Analysis

Mediation is defined as “the indirect effect of an independent variable on a
dependent variable that passes through a mediator variable” (Edwards &
Lambert, 2007). It determines the effect on a dependent variable (endogenous
variable) caused by an independent variable (exogenous variable) when a third
variable is diffused in the model, called a mediating variable. The indirect effect is
known as “mediating effect” in the structural model. This effect is due to presence
of series of two or more direct effect which are depicted by multiple arrows in the
structural model. Shrout and Bolger (2002) have suggested a bootstrapping method
to assess the significance of mediating variable. Initially, bootstrapping method is
performed to identify the significance of direct relationship between constructs
without involving mediating variable. It may have some or entire effect on the

dependent variable if the direct relationship is found to be significant.

Hence, the mediating variable will be introduced in the model for those constructs
that have a direct significant relationship. However, in case the direct relationship
is found to be insignificant then, it implies that mediator variable does not
influence dependent variable. When the mediator variable is introduced in the
model, the bootstrapping method is conducted to determine the relationship among
the constructs. In case, if the indirect effect is found to be insignificant, then, there
is no mediation in the model. Else, the mediating variable incorporates some of the
direct effect. To determine the level of mediation among the constructs, “variance
accounted for” (VAF) is computed (Hair et al., 2014). VAF measures the indirect
effect's extent relative to total effect, summation of direct effect and indirect effect.

VAF is computed as follows:
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VAF = [Indirect effect/Total effect]

If the direct effect is high and the indirect effect is very small after the introduction
of a mediator variable then in this case, VAF is less than 0.20 and hence, it is
concluded that there is no mediation effect. However, if the mediation effect is
above 0.20 and less than 0.80, then it is said to be partial mediation and if VAF

value is greater than 0.80 then such a situation is called full mediation.

Figure 4.1: Mediation process using PLS-SEM
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4.6  Hypotheses formulated for testing

For the selected research dimensions, hypothesis have been formulated and tested
as discussed in the following paragraphs.

Task Integration

The Task integration mechanism involves processes to achieve maximum
operational synergies has been postulated by various researchers like (Shrivastav,
1986; Haspeslagh & Jemison, 1991, Brikinshaw et al., 2000). These mechanisms
are important for employees of both acquired as well as acquiring organization.
The acquiring firm has to keep into consideration underlying complementarities in
capabilities and how they are able to give these capabilities a prominent role after
integration (Haspelagh & Jeminson, 1991)

Haspelagh and Jeminson (1991) and Birkinshaw et al. (2000) have posited various
organizational initiative of Task Integration which includes:-

l. ‘Autonomy in decision making’

. ‘Joint project/task teams’

1. ‘Job Rotation’

V. ‘Knowledge sharing among employees’

V. ‘Cross transfer of skilled expert’ (Marks & Mirvis, 1984; Shrivastav, 1986)
V1. ‘Resource sharing between the merging entities’ (Weber & Traba, 2010)

Weber and Traba (2010) have observed that achieving task integration becomes an
imperative in M&A success as it produces sustainable competitive advantage. The
acquirer must transfer acquired firm assets, human capital with tacit skills &
knowledge than its competitors possess and ensure transfer of practices that gives
distinct differentiation from rival firm. But as human and task integration involves
different managerial actions and objectives, separate hypotheses have been tested
for each task.
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Following hypothesis has been formulated to study the relationship between task

integration activities on HR outcomes: -

Hypothesis 1 — There is a significant relationship between task integration

activities on integration mechanism in M&A.
Human integration

Merger in reality is largely a human phenomenon as it is employees of two
organizations who need to merge so human integration is essential for a shared
identity of merged entity. Human integration mechanism as proposed by research
scholars likes (Haspeslagh & Jemison, 1991; Briskinshaw et al. 2000; Steele,
2014) framework has been source of various studies on the human aspect of
mergers. Employee satisfaction is believed to be dependent on human integration
and facilitates the process of creating a shared identity among employees of the

merged organization.

Employees’ biases developed during the course of the human integration phase are
a potential source of conflict during integration. Employees may participate in acts
of rejection and non-compliance towards the acquiring company (Seo & Hill,
2005). On the other hand, human integration generates satisfaction and finally,
shared identity among employees involved with an acquisition (Steele, 2014).
Therefore, achieving emplo