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The Culture-Performance Relationship in M&A: from yes/no to how

Abstract

Do cultural differences impact the performance of mergers and acquisitions? Despite the widely accepted myth that they do, and in a negative way, a review of extant research provides contradictory findings. This paper will explore reasons for this contradiction and propose solutions for solving it. The paper will begin with an exploration of extant research on culture in the mergers and acquisitions literature. In light of the contradictions emerging from this review, this paper sets out to explore reasons for these contradictions. For this purpose, six sources of complexity are identified. These attest to the complexity of the studied topic and thus for a need to take the complexity of culture as well as the dynamic nature of the merger and acquisition process into account. Related methodological concerns are also addressed. Thus, instead of asking is there a performance impact, we should ask “how do cultural differences impact mergers and acquisitions”?

The Culture-Performance Relationship in M&A: from yes/no to how

Introduction

Over the past two decades, mergers and acquisitions have become increasingly commonplace as the means of international expansion for companies seeking global reach. They provide access to competence and a local intelligence base without carrying the burden of starting up a subsidiary from zero. Despite their apparent success, over half of these integrative ventures end up reporting failure (Haspeslagh & Jemison, 1991; Cartwright & Cooper, 1993). This has been traced back to an inadequate strategic rationale behind the deal, a lack of pre-acquisition planning, evaluation or post-acquisition implementation management (e.g. Cartwright and Cooper, 1993). Cultural differences have also been blamed for the failure of domestic and cross-border mergers and acquisitions alike (e.g. Sales & Mirvis, 1984; Buono et al., 1985; Nahavandi & Malekzadeh, 1988; Buono & Bowditch 1989; Datta, 1991; Chatterjee et al., 1992; Cartwright & Cooper, 1993, 1996; David & Singh, 1994; Morosini & Singh 1994; Morosini, 1998). Given their implicit nature, differences in e.g. national, organisational, or functional cultures seem to go unidentified and unmanaged throughout the merger and acquisition process, resulting in the newly-bought companies’ taking a longer time, if ever, to reach their most efficient state (Gertsen et al. 1998; Morosini et al., 1998). 

Within the merger and acquisition literature, a stream of research has specifically researched the issue of whether cultural differences contribute to merger and acquisition performance. However, instead of proving the commonly expected and suggested negative impact of cultural differences on the performance of mergers and acquisitions, these research results reveal contradictory results. For example, Morosini (1998) sees differences in national cultures as providing opportunities for competitive advantage for companies, whilst Weber (1996) concludes that it is difficult to conclude whether organisational culture impacts on merger and acquisition performance. 

In this article, we aim to address the difficulty of assessing the culture performance relationship in mergers and acquisitions. Extending earlier research, we provide a theoretical contribution to the debate. In the first part of the paper, we review extant research findings on the topic. We note that the term “cultural differences” itself is used for different purposes, and defined differently in each study. It is used to discuss organisational culture (e.g. Sales & Mirvis, 1984; Buono et al., 1985; Chatterjee et al., 1992; Cartwright & Cooper 1993, 1996), national culture (Olie, 1990; Morosini, 1998; Morosini et al., 1998), the mix of both of these (e.g. Olie 1994; Weber et al., 1996; Very et al., 1996; Very et al., 1997), or also other cultures such as functional culture (e.g. David & Singh, 1994). In the second part of our paper, we identify six sources of complexity that undermine efforts to address the expected relationship between cultural differences and the performance of mergers and acquisitions. We argue that this expected and suggested relationship suffers from oversimplification. We conclude that the merger and acquisition process is a complex, long-term and dynamic one in which many factors concurrently affect the outcome and ultimate performance of the venture. Whilst cultural differences are a key factor impacting the outcome of this process, it seems erroneous to consider that their impact on the performance of mergers and acquisitions is a static one. Rather, it is a complex relationship mediated by other, concurrently proceeding factors. A discussion chapter providing implications for future research concludes the paper. 

Among the difficulties that we raise in this paper is the misleading use of the terms “culture” or “cultural differences”. In current literature, these terms are often used to denote a certain level of analysis, but the level of analysis used is not explicitly stated. Thus, depending on the text, the wording “cultural differences” might refer to e.g. the organisational or national level of analysis. To avoid this, when we use the generic term “culture” or “cultural differences” in this paper, we are referring to the general, abstract term “culture” that denotes the possible range of cultural differences involved in a given setting. In all other cases, we specifically refer to a level of analysis, e.g. national culture or organisational culture, and state this. 

The impact of culture on the performance of mergers and acquisitions

Within the mergers and acquisitions literature, a separate stream of research has focused on the cultural side of mergers and acquisitions. In the following, we proceed to a review of the key findings in this stream of research as they relate to the performance impact of cultural differences in mergers and acquisitions. Our aim is not to provide an exhaustive literature review. Rather, we have focused our analysis on the key contributions in the field that have frequently been cited by subsequent research. Also, our analysis has relied on extant literature reviews on mergers and acquisitions (Napier, 1989; Schweiger & Walsch, 1990; Vaara, 1999; Schweiger & Goulet, 2000). We have organised the findings into three categories in terms of whether the findings relate to the relationship between: 1) organisational culture, 2) national culture, 3) several cultures and merger and acquisition performance. A summary table concludes this chapter.

1. The relationship between organisational culture and the performance of mergers and acquisitions

The study of culture began in the social sciences where first anthropologists, later sociologists, social psychologists and cross-cultural psychologists have studied culture during the 20th century. Some of these works can also be regarded as the antecedents to work on organisational culture, whilst their focus has not explicitly been on studying organisational cultures per se but rather characteristics of the informal organisational context (Parker, 2000). The notion of organisational culture has been explored in management sciences as early as in the 1960s (see e.g. Alvesson & Berg, 1992; Alvesson, 2002 for a review), but it was not until the 1980s that the topic became of increasing research and managerial interest with the publication of the works of Peters & Waterman (1982) and Ouchi (1981). Researchers and practitioners alike became interested in the possibility of improving an organisation’s performance using the newly identified “human” dimension of the firm. Since this awakening, the topic of organisational culture has received a wealth of attention in organisational research. In this regard, organisational culture has been defined and studied in numerous ways. A common definition focuses on the beliefs, values and assumptions shared by an organisation’s members (Schein, 1985). However defined, organisational culture is seen as being important in determining an individual’s commitment, satisfaction, productivity and longevity within the organisation (Holland, 1985; O'Reilly & al., 1991).

As the notion of organisational culture became of increasing interest to organisational researchers in the 1980s, it was also introduced into the mergers and acquisitions literature with an initial focus on organisational culture. Among the earliest works on culture in mergers and acquisitions was the work of Marks (1982), who noted that differences in organisational cultures could lead to conflicts in mergers and acquisitions. Later, Sales and Mirvis (1984) focused on the difficulty of cultural change in mergers and acquisitions. Buono et al. (1985) introduced the notion of culture shock into the merger and acquisition literature. They found that organisational culture shock is likely to occur as two organisations, even from the same industry, merge. As culture provides a frame of life for its members, cultural changes are among the most difficult for people to cope with. Culture shock affected the members by contributing to changing feelings and discomfort as their frames of reference changed. 

The importance of fit between organisational cultures has been addressed by several studies. Chatterjee et al. (1992) consolidated two streams of research on the impact of “fit” on acquisition performance, namely research on strategic fit and culture fit defined at the organisational level. They found that strategic and organisational culture fit both contribute to the acquisition’s performance and thus should be combined throughout the decision-making processes preceding the deal. Cartwright & Cooper (1993, 1996) studied the role of organisational culture compatibility to the success of mergers. To this end, they identified four types of organisational cultures and placed these along a continuum of low to high individual constraint. They explained that it is easier for firms to merge with others if the degree of freedom increases through the merger. They then move on to examining the impact of a particular merger strategy on the degree of culture change required. Larsson & Finkelstein (1999) provide a novel insight to the performance discussion by looking at the simultaneous impact of strategic, financial, organisational and human resource perspectives on the synergy realisation potential in mergers and acquisitions. They argue that similarities in management styles between participating firms helped to reduce employee resistance. 

Other works have focused more exclusively on measuring the organisational culture – performance relationship through survey-based research. Datta (1991) studied the impact of organisational fit and acquisition performance in domestic US acquisitions. Datta operationalized organisational fit in terms of differences in top management styles as well as reward and evaluation systems. Especially differences in top management styles were found to have a negative impact on the performance of acquisitions, whilst differences in reward and evaluation systems did not impact performance negatively. Based on his findings, Datta recommended that pre-acquisition assessment should include aspects relating to managerial differences between the two firms. Later, Weber (1996) focused on linking corporate culture
 and other human related aspects to better understand merger performance. Specifically, he looked at the role of corporate culture fit, autonomy removal and commitment of managers to the performance of US mergers across different industries. He concluded that the relationships between the studied variables are complex. They were found to vary across industries and provide different results with different measures of performance. For one, differences in corporate cultures were associated with autonomy removal and had a negative impact on the integration process in the banking industry. This result might stem from the higher levels of interventions required in this industry or from a greater importance of corporate culture to the performance of service organisations (Pablo, 1994). It seems that related mergers could be financially successful despite differences in corporate cultures, possibly owing to the higher synergy potential that they represent. However, he noted that differences in corporate cultures could have negative effects as well. 

Differences also have the potential to create unique value in a merger or acquisition. Krishnan & Miller (1997) studied the impact of complementarity of acquired and acquiring firms’ top management teams on acquisition performance in a sample of US acquisitions. They found differences in functional backgrounds to have a positive impact on performance for both related and unrelated mergers. Complementarity was seen as a means of enhancing organisational learning, as top management team members each bring a set of specific skills to the team. They further found lower turnover rates in acquisitions where management teams were complementary. Larsson & Finkelstein (1999) argue that complementarity of operations is a useful way of explaining merger and acquisition success. Complementary deals provided the greatest synergy realisation potential in their study.

To conclude, extant research findings suggests that there is a performance impact between differences in organisational cultures and mergers and acquisitions. However, results vary as to what this performance impact is like. Whilst some studies highlight the significant consequences of cultural differences to mergers and acquisitions (Mark, 1982; Sales & Mirvis, 1984; Buono et al., 1985), others focus on the importance of cultural fit to the success of mergers and acquisitions (Chatterjee et al., 1992; Cartwright & Cooper, 1993; 1996; Larsson & Finkelstein, 1999). In parallel, some findings suggest a negative performance impact (Datta, 1991), whereas others suggest a more complex relationship (Weber, 1996). Finally, also positive aspects of differences in organisational cultures are acknowledged by Krishan & Miller (1997) and Larsson & Finkelstein (1999). With these findings, it seems difficult to provide an upfront conclusion as to the performance impact of organisational culture on mergers and acquisitions. 

2. The relationship between national culture and the performance of mergers and acquisitions

The early studies on culture in mergers and acquisitions were made by American or British scholars, and as we saw, took a focus on organisational culture. As the number of cross-border mergers and acquisitions increased, European scholars began to take an interest in the phenomenon. Given the richness of national cultures on the European continent, these scholars introduced national culture into the mergers and acquisitions literature (Cartwright, 1998; Gertsen et al., 1998). 

National culture can a priori be described using a similar definition as the one used earlier for organisational culture with the level of analysis being at the national, not the corporate level. National culture defines the “shoulds” and the “oughts” of life that impregnate the minds of a country’s citizens, their “collective programming of the mind” (Hofstede, 1980). As compared to organisational or other cultures, national culture operates at a deeper level, as it is learnt earlier on (Berger & Luckmann, 1967; Hofstede, 1980). National boundaries are generally used as a convenient proxy for national culture (Bhagat & McQuaid, 1982), as is the case of much of the cross-cultural literature. Clearly this framing of the concept is somewhat atheoretical and imprecise given the existence of minorities and regional cultures within the national boundaries of any country. 

Amongst the earliest works on the impact of national culture in mergers and acquisitions we find the work of Olie (1990), who looked at culture and integration problems in international mergers and acquisitions. He claimed that the impact of national culture could be noted in a nationalistic bias of organisational members. Citing Mazzolini (1974), he notes that nationalism can be seen as an opposition against any alienation of the national character of the environment as well as chauvinism per se. 

Later works on the relationship between national culture and the performance of mergers and acquisitions have taken a quantitative approach. In their analysis on the influence of national culture on the integration and control mechanisms in cross-border acquisitions, Calori et al. (1994) found firms to be influenced by their national administrative heritage. Thus, depending on their national heritage, firms differed in the use of informal vs. formal control mechanisms when acquiring foreign firms. The results suggest that firms should focus also on informal control mechanisms in order to enhance the success rate of their international acquisitions. These findings are supported by Lubatkin et al. (1998) who found that the national context influences upon the way managers from different countries approach the integration phase in acquisitions. Despite their multinational structures, many firms still continue to use ethnocentric, nationally determined approaches to their overseas operations.

A positive view of the impact of national culture on mergers and acquisitions is exemplified in the more recent work of Morosini (1998) and Morosini et al. (1998), who looked at differences in national culture as sources of competitive advantage to a global firm. Cross-border acquisitions were found to perform better as the distance between national cultures involved increased (Morosini et al., 1998). Drawing from the resource-based view of the firm, it was argued that today’s multinational companies operating world-wide need a diverse set of organisational routines to maintain their competitive advantage. The study looked at routines as an artefact of national culture. Routines were taken to include innovation effectiveness, the degree of entrepreneurship, the decision-making practices, power and control structures of organisations. These routines can enhance performance through the learning and through the specialisation to the local context that they provide. Some organisational routines were found relevant to performance and by definition difficult to imitate. This was due to the fact that the greater the distance in national cultures, the more different the routines used by the two companies are likely to have, thus the more difficult to imitate they are. The acquiring company thus enhances its competitive advantage by having access to different types of routines, all difficult to imitate. These findings suggest that national culture distance should be included into the decision-making process of cross-border mergers and acquisitions. According to this view, cultural differences are not only seen as detrimental, but capable of conferring competitive advantage to the multinational company (Morosini, 1998). A similar conclusion was reached by Schweiger & Goulet (2000), who found the performance of mergers and acquisitions to improve with greater differences between firms. 

To conclude, it seems that whilst cultural differences are frequently associated with poor performance for domestic mergers, the relationship seems to be inverse for international deals. Thus, differences in national culture would not be an impediment, but a potential success factor for mergers and acquisitions (Morosini, 1998; Morosini et al., 1998; Schweiger & Goulet, 2000). These conclusions would seem to suggest that the easily assumed negative relationship between cultural differences and the performance of mergers and acquisitions does not hold when speaking of differences in national cultures. Interestingly, we note how different the results are for the impact of organisational and national cultures on the performance of mergers and acquisitions. This would suggest that the culture performance relationship is more subtle and complex than is commonly assumed. One should thus use greater care when discussing “cultural differences” in the context of mergers and acquisitions.

3. The relationship between several cultures and the performance of mergers and acquisitions

In addition to the studies focusing on culture either at the organisational or the national level, we also find some studies that have looked at the simultaneous presence and impact of different cultures on mergers and acquisitions. Here, the focus of analysis has been on international mergers and acquisitions, where we find “double-layered acculturation” (Barkema, Bell & Pennings 1996). The earliest work to mention the simultaneous presence of organisational and national cultures in mergers and acquisitions is Olie’s (1990, 1994). He argued that the impact of cultural differences was moderated by the degree of integration, the acculturative mode and the extent to which parties want to retain their organisational integrity and identity. Whilst elements of both organisational and national cultures can be found in international mergers and acquisitions, clashes will be greatest in cases of greatest integration (Olie, 1990).

Weber et al. (1996) studied the role of national and corporate culture fit in determining effective integration of domestic and cross-border mergers. They looked at the impact of cultural distance at national and corporate levels as perceived by top management. In domestic mergers, differences in organisational culture were found to result in lower top management commitment and co-operation between the partners. In cross-border mergers, national culture predicted stress, negative attitudes toward the merger and co-operation better than organisational culture. In their sample, corporate culture actually had a positive effect on cross-border mergers. The authors conclude that in cross-border mergers, both national and corporate cultures are essential in determining success. 

Very et al. (1996) extend the discussion on culture and performance from domestic to cross-border mergers and focus on the formation of acculturative stress in domestic and cross-border European mergers. They find acculturative stress to be a complex phenomenon, sometimes influenced by national culture, but not necessarily in the expected direction. Depending on the dimensions of acculturative stress and the home countries of the participating companies, acculturation could either produce stress or attraction. National culture was found to influence the post-merger performance of the firms, but depends on the country and national culture in question. Thus, in some cases of domestic mergers, acculturative stress was greater than in international mergers. National culture alone does not determine the course of acculturative stress, and the impact of organisational culture has to be considered as well. These findings were further refined in a study looking at relative standing and its impact on the post-merger performance of European firms (Very et al., 1997). Differences in both national and organisational cultures were included in the study. Organisational culture was looked at using the notion of perceived compatibility of organisational cultures. Interestingly, the study revealed little evidence for cultures clashing as has been reported in US mergers. Actually, a positive link between post-merger performance and differences in organisational cultures was found when the buying firm’s organisational culture was perceived more ideal by the acquired executives than the existing organisational culture. Further, no performance difference between domestic and cross-border mergers was found. Thus, the clashing of national cultures was not particularly evident in the studied sample and the authors concluded that acquirers should not underestimate the impact of organisational culture in domestic mergers. In other words, cultural differences should not be viewed as an automatic source of conflict in a merger.

The work of Larsson & Risberg (1998) provides another lens to the problem. They have also examined the simultaneous presence of corporate and national cultures in cross-border mergers and acquisitions. As compared to domestic ones, cross-border mergers and acquisitions are found to achieve highest levels of acculturation and synergy realization. Also socialization efforts were reported higher in cross-border deals as compared with higher employee resistance in domestic deals. The authors explain these findings with the possibly greater awareness of cultural differences in cross-border than domestic deals. Thus, firms would benefit from becoming aware and hence being able to manage cultural differences. 

As we have seen, most of the studies have focused on the parallel impact of organisational and national cultures in international mergers. The work of David & Singh (1994) provides a fresh view by including also professional culture in their analysis of cultural risk in mergers and acquisitions. They regarded cultural distance in terms of national, organisational and professional cultures. They conclude that there is always a cultural distance involved in mergers and acquisitions. Cultural risk is not static, but appears when there is a need to integrate the two companies. It further depends on the extent of integration required as well as the cultural distance between the companies. Cultural risk was found to vary according to the post-acquisition approach taken by the acquiring firm. 

To conclude, whilst studies in this stream of research have included greater complexity in their design than the previously reviewed studies, the results do not seem to clarify the problem at stake. For one, it seems that cultural differences occur in domestic and cross-border acquisitions alike (Weber, 1996; Very et al., 1996; Very et al. 1997). Hence the call for managers not to under-estimate the cultural clash occurring in domestic mergers. Both organisational and national cultures are influential. For another, these studies seem to have difficulties in estimating the impact of organisational and/or national cultures (Very et al. 1996; Larsson & Risberg, 1998) in domestic and/or cross-border deals. These results suggest that the culture debate in mergers and acquisition is not as simplistic as the first two streams might have suggested. 

Synthesis

The review of extant research findings presented above shows that a considerable effort has been placed into understanding the culture-performance link of both domestic and cross-border mergers and acquisitions. In our analysis, we divided the findings into three categories, depending on the level of analysis: 1) organisational culture, 2) national culture or 3) several cultures. Findings are summarised in Table 1. 

An overview of the findings leads us to conclude that the culture – performance relationship in mergers and acquisitions is a difficult one to tackle. Indeed, results differ in terms of the impact of cultural differences on mergers and acquisitions. What the findings do share is that cultural differences impact the performance of both domestic and cross-border acquisitions. However, it seems challenging to predict upfront the nature and direction of this impact. To conclude, it seems that one has to be careful with predicting the impact of organisational, national or other cultures on either domestic or cross-border deals. It is suggested by most of the literature that cultural differences be included in the decision-making and evaluation processes of M&A. 

INSERT TABLE 1 HERE

Sources of complexity underlying the culture performance relationship

Our analysis of research on the impact of cultural differences on the performance of mergers and acquisitions pointed to confusion in research results. This would suggest that the question of whether cultural differences impact the performance of mergers and acquisitions has more to it. In the following, we will proceed to analysing reasons for this confusion. Our central argument is that the measurement of the culture performance relationship suffers from simplification. This leads to the overshadowing of underlying background processes. This explains why extant research on the culture – performance relationship has not yet reached consistency in research results. 

We identify six sources of complexity that provide explanations for the difficulty of establishing a culture - performance relationship. These sources of complexity seem to undermine efforts to focus on a simplified culture performance relationship in mergers and acquisitions. Extant research implicitly assumes that a relationship exists between cultural differences and the performance of mergers and acquisitions. We argue that this relationship is more complex than assumed owing to the complex nature of culture itself as well as the dynamic and long-term nature of the merger and acquisition process. 

Sources of complexity are identified as stemming from: 1) a unitary concept of culture, 2) interconnections between levels of culture, 3) the mediating effects of the integration approach chosen, 4) the mediating effects of the acculturative mode chosen, 5) the mediating effects of managerial efforts during the integration period, 6) methodological concerns. In the following, each of these sources of complexity will be analysed.

Source of complexity #1: One culture or cultural diversity and differentiation in mergers and acquisitions

The concept of culture itself is bound with complexity. When discussing culture in the context of mergers and acquisitions, a first question to raise is: “which culture” are we debating? Extant research defines it as the organisational and /or national or professional culture. In the following, we relate the discussion to extant research in social sciences. 

Traditionally, the disciplines most concerned with the study of culture, namely anthropology, cross-cultural psychology, organisation theory and cross-cultural management have each focused on a specific level of analysis. This was either the culture of a tribe or nation, the culture of an organisation or the culture of a society or country. For example, management scholars traditionally argue for the existence of one unified organisational culture (e.g. Deal & Kennedy, 1982; Schein, 1985; Handy, 1999) and specific national cultures (Hofstede, 1980; Trompenaars, 1997; Schneider, 1997; Adler, 1997). 

In sociology, Merton (1968) argued for the use of multiple levels of analysis in addition to the societal one, e.g. organisational, institutional or group levels. Turner (1971) introduced the concept of industrial culture. Contrary to anthropologists looking at culture at the societal level, sociologists have for long been interested in the study of subcultures within a society (Ritzer, 2000). Today, the issue of ethnic relations and multicultural societies remains key in the sociologists’ agenda (Bauman, 2001). This line of thinking is mirrored in the sociological view of organisations as one where multiple subcultures interact (Nadler, 1969; Cuche, 2001). Social psychologists have used social identity theory of Tajfel (1986) to explain the impact that the simultaneous membership in many cultures has on a person’s identity. These thoughts have also been reflected in management research. Fombrun (1983) made a distinction between societal (i.e. national) culture, industrial culture and organisational culture. 

In parallel, there is a growing number of voices arguing that the trend today is away from a unitary view of organisational culture toward a view of organisations as consisting of multiple cultures (Martin, 1992; Parker 2000). For example, Raelin (1986) has looked at culture clashes between professional and corporate cultures in organisations. Van Maanen & Barley (1984) have noted the existence of professional cultures, whilst Trice & Beyer (1993) and Trice (1993) discuss occupational subcultures. Authors have also looked beyond the organisation to industry and national cultures. For example, Sackman (1997) has distinguished between national, organisational and subculture levels in an organisation. In his work on societal culture, Hofstede (2001) discusses the parallel existence of industrial, organisational, functional and social class cultures. Alvesson (2002) argues that extant research on organisational culture omits the question of levels of analysis. He identifies levels of analysis for culture at the societal, regional or local, industrial, organisational, functional, professional and social group levels.

Whilst the trend in sociological and organisational research is toward a more complex view of culture, we note that extant research in mergers and acquisitions has mainly taken a traditional outlook and focused on one culture and one level of analysis only. The works of Olie (1990, 1994), Weber (1996), Very et al. (1996, 1997) and Larssson & Risberg (1998) provide exceptions to this. Moreover, the notion of a unitary organisational culture has been dominant paradigm, forgetting that organisations might consist of subcultures.

Given that most studies on the culture performance relationship in mergers and acquisitions seem to omit the question of levels of analysis within and beyond the organisation itself, how can we expect them to reach reliable results? Furthermore, are researchers aware of the cultural reality in the organisations they are surveying? These omissions might provide an incorrect cultural representation of the organisations surveyed, thus introducing significant noise into the research setting. This is the first source of complexity that we argue explains the confusion in extant research findings.

Source of complexity #2: Interconnections between levels of culture

Another challenge related to the study of culture in mergers and acquisitions concerns the interrelations between levels of culture. For example, in the studies looking at organisational and national culture simultaneously, there seems to be some confusion as to what aspects of culture belong to the domains of national or organisational cultures respectively. In a review of extant research on cultural differences, Hofstede (2001) notes that there are virtually no studies in management sciences attempting to understand the dynamics of multiple cultures interacting simultaneously. 

Summarising extant findings on the interplay between cultures, some direction for later research efforts can be identified. These findings suggest that national culture has an essential role in determining the core value base of individuals. In anthropological research on the link between culture and personality, Linton (1959) claims that a person’s base personality is determined directly by the culture to which s/he belongs. Berger & Luckmann (1967) have shown how institutions shape the mental schemes and behaviours of individuals during their childhood. National background institutions, like the family, the church, the educational system, exert strong mimetic and normative influences on the citizens’ perceptions of reality (Whitley, 2002). As these background educational institutions are rather stable over time, national influences are likely to generate similar norms and attitudes for successive generations of a nation’s population. In short, citizens experience social pressures for conformity to their national peers. Consequently, national culture is not easily modified. Organisational culture corresponds to a secondary socialisation process that the individual experiences as an adult. It contributes to slightly modify the behaviour and attitude of its members, but does not abolish the primary socialisation process lived during childhood (Berger & Luckmann, 1967). Consequently, national culture is likely to be much deeply anchored in people’s minds than organisational culture. However, as organisational culture is influenced by national culture, at least because the top-managers have experienced national socialisation processes, we have to remain cautious and the assumption is not proved, yet. Hofstede (1991) suggests a continuum of cultures in terms of the importance of values versus practices and the age of socialisation. In terms of importance, this continuum begins with national culture, goes on to social class, professional culture, industry culture and finally organisational culture. In anthropology, Bastide’s (1971) work goes in the same direction, regarding culture and acculturation as total phenomena where all levels need to be accounted for. He saw the challenge in culture as resulting from its multileveled structure. These multiple levels of analysis explain chain reactions in acculturation: a small change in the cultural system induces changes elsewhere, having secondary consequences. He concludes that a lack of understanding of these chain reactions is what makes the management of cultural change difficult.

These interconnections between levels of culture help understand why findings on cultural differences in the context of mergers and acquisitions are confusing. Given that cultures are interconnected, it seems difficult if not impossible to “disconnect” them and study the impact of e.g. national or organisational culture separately. Likewise, without proper consideration to the interplay and dynamics between different levels of culture, it seems that any attempt to measure them is likely to fail, or provide distorted results of the reality.

Source of complexity #3: Strategy and integration approach mediate the culture – performance relationship

In studying the impact of cultural differences on the performance of mergers and acquisitions, we should recall that there are different types of mergers and acquisitions. The influence of cultural differences will depend on the degree of interaction required. 

In their work on the acquisition process, Haspeslagh & Jemison (1991) discuss three integration strategies that acquiring firms can choose from: preservation, absorption or symbiosis. Of the three, symbiosis refers to the “merger of equals”, where change is induced to both organisations. Absorption refers to acquisitive situations where the acquired organisation is merged into the buying organisation. In the preservation case, no change is induced, thus cultures do not clash. In this case, Haspeslagh and Jemison (1991) underline the major role of gatekeepers for guaranteeing the organisational autonomy of the target. Even if national or organisational cultural differences are important, there will be few opportunities for cultural encounters and the acquirer has no incentive for introducing cultural changes. 

Also other authors have emphasized the fact that the integration approach chosen by the acquiring firm is likely to increase or decrease the likely impact of cultural differences on the performance of mergers and acquisitions (Cartwright & Cooper, 1993; David & Singh, 1994; Olie 1994). In a more recent work, Bower (2001) identifies different strategies for mergers and acquisitions implemented by acquirers and sees that each of these strategies will lead to specific implementation challenges. Of the five types of mergers and acquisitions that he identifies, cultural issues would emerge only in three of them: the “overcapacity M&A”, the “geographic roll-up M&A” and the “product/market extension M&A”. Cultural differences should not affect the performance of the other two types of mergers and acquisitions. Therefore the strategic intent guiding the choice of the integration approach is likely to influence the relationship between culture and performance. 

This point reminds us that the culture-performance relationship cannot be isolated from the overall acquisition process. Despite the myth that cultural differences always impact mergers and acquisitions, extant research has shown that the integration approach taken by the buying firm will dictate the amount of interactions between the participating firms and hence the level of culture clash occurring (e.g. Olie, 1994). The integration strategy chosen is likely to determine the impact of cultural differences on the acquisition outcome. Thus, we cannot expect there to exist a de facto cultural impact on the performance of mergers and acquisitions. Rather, this impact is likely to differ depending on the degree of integration sought.

Source of complexity #4: Acculturative modes mediate the culture – performance relationship 

Another mediating factor making the study of the culture performance relationship paradoxical is the cultural change and adaptation occurring in the integration phase in mergers and acquisitions. Extant research has studied this through acculturation. The work on acculturation provides two significant additions to our arguments. For one, there are different acculturative modes, as introduced by Nahavandi & Malekzadeh (1988): integration, assimilation, separation and deculturation. The resulting mode of acculturation will depend on choices made by staff from both organisations. This perspective is an addition to the afore-mentioned integration strategy approach (Haspeslagh & Jemison, 1991). Acculturation theory assumes that the integration approach is not only chosen by the buying firm but will depend on the reactions of the staff from the acquired firm as well. The acquired firm’s interest in the deal will depend on the perception of attractiveness of the acquirer and on the extent that they value the preservation of their own culture. If they perceive the new buyer as attractive and do not value their own culture, they will be very willing to assimilate. The acquiring firm’s acculturating mode will depend on the degree of relatedness between the two firms as well as the degree of multiculturalism in the acquiring firm. It is predicted that if both firms agree on the mode of acculturation for the merger or acquisition, less acculturative stress is likely to occur. For another, acculturation concerns cultural change and adaptation. Thus, we are referring to a dynamic process, with the perceptions of staff members changing over time as they are in increasing contact. 

The acculturation theory provides an important avenue in showing that cultural differences do not have a de facto or static effect on the performance of mergers and acquisitions. Instead, the impact of cultural differences will be mediated by the choices of acculturative modes made by the participating organisations. These choices are not static but will evolve over time as members of both organisations become more acquainted with one another. Thus, regardless of cultural distance in terms of either national or corporate cultures, acculturative stress or attraction impacts the entire course of the acquisition or merger integration process. Second, the impact of cultural differences will depend on the stage of adaptation and acculturation in the merger. One can thus question the validity of measuring the culture – performance relationship in mergers and acquisitions. The acculturative theory shows just how complicated forces impact the performance of mergers and acquisitions. Considering cultural differences as “static forces” seems to be an over-simplification of the problematique. 

Source of complexity #5: Managerial efforts during the integration phase mediate the culture performance relationship

The performance of mergers and acquisitions will also depend on the managerial efforts taken throughout the merger or acquisition process starting from evaluation, through strategy, to the change models chosen and the attitude and skills in integration. These efforts should be seen in a long-term and dynamic perspective, wherein the managers’ actions depend on how their perceptions on the progress of evaluation and integration evolve.

Effective evaluation of the cultural differences and similarities of the partners prior to entering the deal and starting integration is an early means of assessing the success potential in the merger (Cartwright & Cooper, 1993). Forstmann (1998) adds that firms should not only attempt to measure the differences but also evaluate whether they have the capability of dealing with the differences. This evaluation should be made in parallel to the traditional financial evaluation that guides the evaluation process (Datta, 1991). 

A “national culture compatible strategy” has been found by Morosini & Singh (1994) as an important means of dealing with differences stemming from national culture in cross-border mergers and acquisitions. This would ensure that the aspects of national culture most likely to cause challenges would be adequately managed. Successful integration has been found to depend on the integration approach taken by the acquiring firm. For one, using “assertive tolerance” as an integration tool was identified by Napier et al. (1993) as a means of integrating organisationally diverse units. An overemphasis on controlling the acquired firm leads to poor results, this integration needs to proceed carefully in order to reap the anticipated benefits (Chatterjee et al., 1992). Also pragmatic cross-cultural skills have been identified as important in the integration phase (Morosini, 1998). The process of cultural change in the merger of organisational cultures has also been addressed (Sales & Mirvis, 1984; Buono et al., 1989; Cartwright & Cooper, 1996). 

Extant research findings suggest that taking culture into consideration throughout the merger and acquisition process is important. The extent to which cultural differences are “managed” during the process is likely to differ from company to company and from case to case. The relationship between culture and merger and acquisition performance is likely to be mediated by the way that cultural differences are accounted for throughout the process. Are they identified early enough to avoid buying a company that will prove too different from the acquiring firm. Are they accounted for during the integration process to avoid major pitfalls and misunderstandings? The culture – performance discussion omits the dynamism inherent in each acquisition and the ability of the participating firms to manage cultural differences in the integration phase. 

Source of complexity #6: Methodological concerns

The afore-identified sources of complexity have dealt with the complex nature of culture as well as the dynamic nature of the integration process. We have suggested that current research has not adequately taken the range of existing variables impacting the culture – performance relationship in mergers and acquisitions into account in their research setting. Studies on the culture performance relationship have used the survey method, measuring culture through questionnaires sent to managers some years after the closing of the deal. This poses several issues in light of and in addition to the previously analysed sources of complexity. For one, cross-sectional surveys generally focus on one manager per company as the respondent. In the study of culture, can one respondent be taken as a representative of a company’s culture? For another, surveys capture perceptions of culture at the moment of the survey. Integration efforts in mergers and acquisitions generally include organisational changes and actions aimed at improving co-operation between staff in the participating firms. Consequently, perceptions about the merger and about “them” are likely to evolve with the pace of changes and the mid-course results obtained. In brief, the methodology generally used to measure organisational cultural differences gives only a picture of perceptions at one point of time and, moreover, cannot identify if the acquirer has already introduced cultural changes in the organisations. Third, this methodological concern embodies the sources of complexity identified thus far. In terms of culture, these studies disregard the issue of levels of analysis, the internal diversity of firm culture as well as the interplay between levels of culture. This decreases the validity of their findings. It is also not specified how the impact of cultural differences might be different depending on the integration strategy chosen. Cross-sectional analysis further omits the dynamic nature of merger and acquisition integration, as we saw in our analysis of acculturation. Finally, the impact of managerial action on the success of mergers and acquisitions is not accounted for. 

It seems that the research field would require a more thorough understanding of the forces impacting the acquisition process and how cultural differences are related to this process. In the absence of such an understanding, focused survey-based research is not likely to provide the needed answers to the problematique. It seems that the research field has not reached the required stage of maturity for survey-based research to be used in a most fruitful way. Rather, at this stage of maturity of the field, it would seem that more grounded theory based qualitative research would be needed in order to enhance our understanding of the ways in which cultural differences impact the performance of mergers and acquisitions. Once such a broad understanding is reached, focused survey-based research can provide insights into specific problems of the field and thus enhance our overall understanding of the problematique. It seems that until an overall understanding is gained, survey-based research will not help the research community as it provides answers to specific questions in a situation where the overall understanding seems to be lacking to some extent. To conclude, we find that there is a need for a more structured approach to the study of the cultural issue in mergers and acquisitions, beginning with grounded theory based qualitative research that can evolve toward focused survey-based research with testable hypotheses.

Conclusions and implications for future research

This paper began by voicing the question of why do studies on the relationship between culture and the performance of mergers and acquisitions provide conflicting results. Whilst some studies report positive consequences of cultural differences, others claim a negative impact. Whilst some claim that international acquisitions might offer more synergistic effects, others argue that all types of mergers and acquisitions are difficult. What the studies do seem to share is that there is an impact of cultural differences in both domestic and cross-border acquisitions. Thus, one should not be lured into thinking that domestic acquisitions are “easier” than international ones owing to the lack of differences in national cultures. Instead, differences in organisational cultures can provide even more cumbersome integration challenges than differences in national cultures. Furthermore, the overall conclusion from the studies seems to be that given the impact of cultural differences on mergers and acquisitions, their presence should be taken into account from evaluation to integration phases in the process. 

Our analysis of extant literature suggested that, depending on the study, the term cultural differences in itself is used to denote different levels of analysis. Both domestic and international mergers and acquisitions have been studied from the perspective of either organisational, national or both cultures. Thus the wording cultural differences in itself offers the possibility for misunderstanding owing to the number of cultures existing. 

In the second part of this paper, we analysed reasons for the confusion in results. It seems that the setting itself, i.e. studying cultural differences and the performance of mergers and acquisitions, oversimplifies the problem. For one, the complexity of the concept of culture itself led us to question the possibility of accurately assessing the impact of cultural differences. If the key variable under study, namely cultural differences, is not accurately defined and understood, how can its impact on other variable, namely the performance of mergers and acquisitions, be appropriately researched? For another, whilst focusing on only two variables, namely cultural differences and performance, this research setting overlooks other aspects intervening throughout the merger and acquisition process. We noted how the chosen integration approach is likely to mediate the impact of cultural differences. Also acculturative modes chosen by both participating companies are likely to alter the impact of cultural differences. Managerial actions throughout the merger and acquisition process will also impact the outcome. These factors attest to the dynamic nature of the merger and acquisition process. Finally, our analysis questioned the possibility of studying such complex, dynamic settings using a survey-based cross-sectional research method. 

Whilst cultural differences do intervene in the process, the suggested relationship between cultural differences and performance seems to lure readers into believing that cultural differences provide a sufficiently strong factor for explaining the performance of mergers and acquisitions. Instead, our analysis showed that given the number of variables underlying the outcome of mergers and acquisitions, it would be more insightful to explore this complexity as possibly the research field is at too young a stage to be able to measure the culture-performance relationship in mergers and acquisitions. Thus, instead of seeking to prove the existence of the relationship and its direction, it seems that more efforts are warranted to understand the nature of the phenomenon under study. 

Future research endeavours could aim to extend on these findings by taking into account both the complexity of the cultural setting involved and the dynamic nature the integration process. For one, the cultural problematique could be studied in greater depth. For example, studies should explicitly state the level of analysis that they are using, be it national, organisational, or functional. Studies could also focus on how in practice the impact of both organisational and national culture is felt in merged organisations: do the two cultures have a different impact? For another, the interconnections between levels of culture could also provide an interesting avenue of research. This would enable disentangling the current “black box” of cultural differences, which seem to make their understanding so challenging. Third, studies could focus on the impact of cultural differences on mergers and acquisitions depending on the integration approach chosen, instead of assuming the impact to be constant. For another, studies could go a step further into the organisations to find out whether the impact of cultural differences is the same throughout the organisation, or whether some of its parts are more impacted than other parts. Fourth, studies should take a wider view to the problematique by considering how acculturative and managerial factors impact the process. Finally, it seems that future research projects could take a qualitative research grounded theory-based research approach to gain an enhanced understanding of the problematique before continuing with survey-based research targeted at specific, testable hypotheses.

Mergers and acquisitions remain a significant activity in the restructuring wave that is following firms’ efforts to internationalise their operations. In a globalising business environment, it seems crucial to account for the role of cultural differences to the success of organisations, and mergers and acquisitions in particular. However, instead of looking at only the performance impact of cultural differences on mergers and acquisitions, future research efforts could benefit from an enriched perspective to both the concept of cultural differences and the merger and acquisition process itself. Novel research methodologies could provide a means to this end. Thus, instead of asking if “yes or no” cultural differences impact the performance of mergers and acquisitions, researchers should next focus on “how” do they impact the performance of mergers and acquisitions. 
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Appendix 1

	Studies focusing on organisational culture in mergers and acquisitions
	Studies focusing on national culture in mergers and acquisitions
	Studies focusing on several cultures in mergers and acquisitions

	Mark (1982)

· Find that differences in organisational cultures lead to conflicts in M&A
Sales & Mirvis (1984)

· Explain the process of organisational cultural change in M&A

Buono et al. (1985), Buono & Bowditch (1989)

· Introduce the notion of organisational culture shock in M&A

Cartwright & Cooper (1993, 1996)

· Introduce 4 types of organisational cultures, explain why and how organisational culture compatibility can ensure the success of M&A

Datta (1991)

· Find that differences in top management styles impact negatively the performance of domestic US acquisitions

Chatterjee et al. (1992)

· Conclude that strategic and organisational fit both contribute to M&A performance and need to be considered together

Weber (1996)

· Study the role of organisational cultural fit, autonomy removal and commitment of managers in explaining M&A performance in US M&A

· Find that relationships between the variables are complex and vary across industries

Larsson & Finkelstein (1999)
· Conclude that 1) strategic, financial, organisational and human resource perspectives should be considered in parallel in M&A; 2) complementary deals provide greatest synergy potential; 3) organisational integration is important
	Olie (1990)

· Explores the impact of national cultures through e.g. nationalism in cross-border deals

Calori et al. (1994)

· Study the influence of national culture on the integration and control mechanisms of cross-border acquisitions

· Find that firms are influenced by their national administrative heritage in terms of use of informal vs. formal control mechanisms

Lubatkin et al. (1998)

· Find that the national context influences the way managers from different countries approach integration phase in acquisitions

Morosini et al. (1998)

· Find that 1) acquisitions perform better the greater the distance in national cultures; 2) diversity in national cultures are a source of competitive advantage for a firm, as it gets access to different sets of routines
	Olie (1990, 1994)

· Find that the impact of cultural differences is mediated by the degree of integration

David & Singh (1994)

· Find that sources of cultural risk in M&A stem from differences in national, organisational and professional cultures between the firms

Weber et al. (1996)

· Find that 1) the role of national and corporate culture fit determines effective integration in cross-border mergers; 2) in domestic mergers, corporate culture results in lower managerial commitment; 3) in cross-border mergers, national culture predicts stress better than corporate culture, which had a positive impact

Very et al. (1996)

· Finds that 1) acculturative stress is a complex phenomenon, sometimes influenced by national culture; 2) it is difficult to predict upfront the influence of national culture, can be attraction or stress, depends on the country and culture involved

Very et al. (1997)

· Take a cultural view of relative standing in the performance of European M&A

· Find that 1) no performance difference between domestic and cross-border M&A; 2) sometimes, domestic M&A are more difficult; 3) national culture can have a positive impact as well

Larsson & Risberg (1998)

· Find that cross-border deals achieve greatest levels of synergy realisation


Table 1 – Summary of extant research findings on the culture – performance relationship in M&A
� We have replaced the term organisational culture with corporate culture only when referring to studies that themselves used the term corporate culture in their research.
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