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International Mergers and Acquisitions: 

Perspectives on Integration of Information Technology

Igor Yakimovich, UMIST
Abstract

Through decades, mergers and acquisitions (M&A) have been considered as an effective strategic weapon in an arsenal of multinational corporations. Despite the intensive theoretical and empirical experiences in the M&A-field, the rate of unsuccessful deals still remains high. Recently information technology (IT) becomes one of the most disruptive factors on the way to the successful post merger integration (PMI) and unlocked the synergy. Much of the current debates concerning the role of the IT-strategy within the PMI, however, are fragmented and limited by the generic considerations. In views of this, the paper concerns with five issues that significantly distinguish the formulation and execution of the IT-strategy in the PMI-context from a conventional integration initiative. The differences were distilled from the analysis of two case studies, conducted within the same multinational corporation. The findings may help to structure the debates mentioned above in attempt to partially close existing gaps. 
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1. Introduction

Mergers and acquisitions are one of the major parts of the modern international business environment (Liscoe, 1998). As exactly pointed by DeWit (1998, p.424), they are maybe the most important method for changing a corporation’s composition. Even the recent diminishing in an overall transaction volume did not change the status of M&As “as a master tool of strategy” (Gadiesh et al., 2001). This is probably because the decline in the volume is often balanced by the rise in a number of transactions (Vogel, 2002; Herden et al., 2002). 

Over the years, however, the M&As rather destroyed the shareholders value than unlocked the synergy so much desired. The empirical research shows that anywhere from 40 to 60 percent transactions failed to deliver the expected benefits (e.g. Accenture, 2001; KPMG, 2001). Considering the phases of the deal, the criticality of post merger integration (PMI) has been especially emphasised by both, practitioners and academics (e.g. Datta, 1991; Cooke, 1986, p.252). The possible integration areas varied from the culture through sales forces to the strategic planning. Little attention, however, was paid to the information technology (IT) because IT was not considered as disruptive factor. In the late 1990s, the attitude towards IT within the PMI changed. “Corporate mergers and the problems of IS integration” (Stylianou et al., 1996), “Most mergers fail due to IT headaches” (MacMillan, 2000), “Merger fail to deliver as IT issues are overlooked” (Brown, 2001), “IT key to integration success” (Bentley, 2002) these and similar titles appeared on the pages of management magazines and newspapers. The reason why is the rising complexity of IT. In the early 1980s, IT entered into new era, era of strategic information systems (Ward & Griffiths, 1999, p.10). One and a half decade later, at the end of 1990s, IT achieved a high level of sophistication and maturity, which began to increase degrees of business change and consequently risk (Venkatraman, 1991). 

Nowadays there are very few disagreements about the importance of IT as a part of the PMI in general and the IT-strategy formulation and execution in particular. However, the complexity is still not fully understood. Especially the debates concerning the IT-strategy are often superficial. The research trend in the field tends to be rather positivistic than phenomenological and consequently provides few, if at all, insight knowledge. 

There is an obvious gap and a substantial need to move towards in-depth investigations to be able to understand the underlying phenomenon. 

In doing so, the phenomenological research is being conducted. In the course of the research, the opportunity for the comparative analysis of two cases occurred. The first case concerns with the formulation and execution of the IT-strategy within the PMI in an international environment. Here it has to be called the PMI-case. The second case addresses the large integration initiative to optimise substantially the national IT-landscape and also deals with the formulation and execution of the IT strategy. Here it has to be called the optimisation initive study or shortly the OI-case. The high similarity between cases in terms of pure IT-factors (IT-Landscape, interface topology, application portfolio etc.) as well as of a main initial objective (cost reduction) allowed to compare selected issues and distil five differences. The substantive paper introduces these differences, links them to some broad general theories and in such a way deepens our understanding concerning the formulation and execution of the IT-strategy in the international PMI context. 

Finally the terms “merger” and “acquisition” are used interchangeably throughout the text. As pointed by Cooke (1986, introduction), “in reality there are only a handful of genuine mergers in any year. The majority of transactions are, in fact, acquisitions”. The distinction between these two terms is not important for this paper. 

2. Selection of Case Studies

The PMI-case was conducted within two companies headquartered in Germany and the USA. German company (the Acquirer) conducted the acquisition of one of its American rivals (the Target) in order to strengthen its competitive position on the North American market. To take all advantages from the acquisition, the Acquirer planned to integrate the Target into its corporate operations. The IT-operations of both, the Acquirer and the Target, were strongly affected by the acquisition and consequently became one of essential parts of the integration planed. The major objective of the IT-integration initiative was a reduction of the IT-costs. It was expected that the simplifying of the heterogeneous IT-landscapes naturally occurred after the acquisition would provide the desired cost benefits. The simplifying had to be achieved through the reduction of the IT-systems and overhead cutting related to this.

In the OI-case the German company (here to be called the GMN) undergo the corporate restructuring a couple of years ago. As a result a heterogynous IT-landscape occurred. From the several reasons the integration work was not performed directly after the restructuring. Much later, in time of its financial prosperity, the GMN decided to optimise its IT-landscape through reducing the number of IT-systems and in such a way to reduce the costs associated with the heterogeneity. The magnitude of the IT-changes, the GMN had to deal with, was large. Furthermore, it was anticipated that the improved cost structure would provide the GMN the significant competitive advantages on the market. From these reasons this optimisation initiative was considered as strategic. 

There were a lot of similarities between two cases. Firstly, all three companies (the Target, the Acquierer and the GMN) had a comparable size and were 100%-sunsidiries of a large multinational corporation listed at New York Stock Exchange. Secondly, they all operated in the high-tech industry and served with their products the international commodity markets. Thirdly, the major objective concerning the IT-integration was the same – the cost reduction. Finally, the main elements of the IT – architecture such as the application portfolio, the interface topology or the technical infrastructure prior to the integration’s beginning as well as the technical integration scope were to a great extent similar. 

Two dissimilarities could be emphasised: social environment and international context. The optimisation of the IT-landscape in the OI-case was performed nationally. Furthermore, no staff reduction was planed because GMN was in a wealthy financial conditions. Finally the elements of the GMN’s environment such as organisational structure or business processes were defined and stable. On the contrary, the integration work performed within the PMI-case was a cross-continental one. The cost savings had to be achieved not only through the technical improvement of the IT-landscape but also through the reduction of the personnel. It was also not fully clear what kind of a business model the Target should adopt in the future. 

3. Methodological Aspects

The research is currently in progress. It embraces not only topics addressed in this paper but also other ones. The substantive paper introduces a small part of the findings. To avoid the misleading interpretation the term “research” should be understood as exclusively related to the research activities, which led to the findings mentioned above. 

The research was highly phenomenological in its nature. The author did not aim to collect a large amount of data, derive the statistical dependencies and in such a way establish the cause-affect relations between the elements of the IT-strategy. Much more, he intended to gain in-depth knowledge by carefully describing and explaining the reach qualitative data gathered within the natural settings of the GMN, the Acquirer and the Target. The phenomenological paradigm affected the choice of research methodology (compare with Hussey & Hussey, 1997, p.54). Some elements of ethnography and action research were applied. Multiple case study became however the dominant research methodology. This methodological triangulation increased a quality of the findings. 

Selected principals of ethnography (see Hussey & Hussey, p.68; Remenyi et al, p.51) were broadly applied. The author became the full member of the companies’ studied and was involved in most of their activities related to the formulation and execution of the IT-strategy. This involvement lasted over several months. So, he could observe and intensively study not only the “hard” facts related the formulation and execution of the IT-strategy but also “soft” issues associated with the patterns of people’s behaviour. 

The assumptions of action research (see Lewin, 1946. pp.34-36) could be also found in the methodological design. In both cases, the IT-strategy was consciously formulated and executed. In terms of action research, the process of the IT-strategy formulation corresponds with the planning stage. Furthermore, the formulated IT-strategy was implemented in order to achieve the conscious change. These activities are similar with those of the action stage of action research. The next logical stage would be monitoring the results of the action. Unfortunately, the author left all companies directly after the action stage and consequently could not perform the monitoring and in such a way close the cycle. 

Multiple case study (see Scapens, 1990, pp. 259-281; Bonoma, 1985, p.204; Remenyi et al, pp. 166-167) became a dominant methodology. The research was an empirical enquiry that investigated the formulation and execution of the IT-strategy in two particular contexts, after the merger and in scope of the optimisation initiatives. Furthermore, this enquiry was conducted in the natural settings of the GMN, the Acquirer and the Target. The unit of analysis, the formulation and execution of the IT-strategy, was a single, complex and interdisciplinary instance. To understand it, (a) the holistic and in-depth study (b) over a significant period of time (c) with a high sensitivity to the natural settings and the contexts was required. 

4. IT-Strategy Formulation: Some Critical Issues 

4.1. Decision Environment

In both cases, the IT-strategy was considered as a set of relevant decisions. This is because the top executives of the GMN as well as those of the Acquirer and the Target believed that the integration success would arise not from happy circumstances but as a result of a conscious and structured process of the strategy formulation. An inevitable element of any decision making process is a decision environment (Cooke & Slack, 1991, pp.26-31). The latter is defined as a set of all elements that exists outside the boundary of an organisation and affects or has the potential to affect it (Daft, 1998, p.82). 

The decision environment (the DE) in both cases was very different. The matrix based on the Duncan’s (1972) model illustrates the differences. Two characteristics of the DE, complexity and stability, help to assess the extent of certainty or uncertainty. The complexity refers to heterogeneity, or the number of elements relevant to the decisions. In a complex environment, many elements have to be considered. The stability refers to whether elements of the DE are dynamic. The environment is stable if it remains the same over a significant period of time. 

The complexity of the DE in the OI-case was moderate-to-high. Several interrelated decision areas were considered. Each decision area included the possible courses of actions (options), the factors influencing the options, the consequences of choice of the particular options as well as the criteria to assess these consequences. Although number of decision areas in the PMI-case was smaller than in the OI-case, its [PMI-case] complexity was however was much more higher. The differences of the German and American labour legislation, the dissimilar buying patterns of the institutional clients in both countries as well as some other factors of the international context complicated the DE. 

The stability is another characteristic, which distinguishes the OI-case from this by the PMI. Such organisational dimensions as an organisational structure, a business process, future information requirements and so forth were clearly defined within the OI-case prior to the formulation of the IT-strategy providing the reliable information basis for a decisions making. During the strategy execution, these elements did not experience any significant changes. 

Figure 1: Differences of Decision Environment. 
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Conversely, the DE within the PMI-case was highly dynamic. The future business model of the Target was not precisely defined. As a result, the relevant decisions were made using a broad set of assumptions. Obviously, the validity of these decisions was low. Later, whilst executing the IT-strategy, a lot of the assumptions proved to be false, especially concerning the organisational structure and the business process. This in turn led to the necessity to significantly adjust the elements of the IT-strategy. Thus, for example it was unclear whether the research and development of new products as well as the manufacturing functions of both companies, the Target and the Acquirer, would be centralised or remained decentralised. Considering different conditions of two geographical markets, German and American, the strategy team made the assumptions that the R&D as well as the manufacturing would be kept unchangeable i.e. the products would be produced in Germany and the USA. In team’s opinion the sensitivity to the local context was more important than the cost reduction through eliminating the duplicate functions. These assumptions became the corner stones of such fundamental IT-decisions as the design of the Target’s and Acquirer’s organisational units within an ERP-system, the strategic reporting structure or the data migration and archiving strategy. Much later, during the execution phase of the IT-strategy, the top management announced that the R&D as well as manufacturing facilities would be centralised and run exclusively in Germany. Several interrelated strategic IT decisions were revised and adjusted. 

It seems to be that the IT-strategy in the PMI-context was formulated in a highly uncertain DE. On the contrary, the strategic IT-decisions within the OI-case were made in the environment with the low to moderate uncertainties. As a matter of fact, these differences significantly influenced the magnitude of change, which had to be elicited by the IT-strategy. 

4.2. Magnitude of Change

As pointed by DeWit et al (p. 237) “the strategy formation is concerned with the realisation of change”. The question whether or not an organisation must be change is no longer an issue. Much more important is the question how it could be done. The debate about continuous i.e. piecemeal incremental change versus discontinuous i.e. dramatic radical change is the subject, which is hotly contested by both practitioners and theorists (DeWit et al, p. 238). The formulation of the IT-strategy is not an exception because it also should lead to the desired change through its execution. The comparative analysis of both cases shows that there are differences between them in terms of the magnitude of this desired change. The framework provided by DeWit et al (pp.244-245) helps to reveal them. It divides the magnitude of changes into two component parts:

· scope that refers to the number of aspects to be considered by the IT-strategy. 

· amplitude that deals with the extent of change regarding the elements within each aspect to be considered. 
While formulating the IT-strategy as a part of PMI-initiatives, its scope was determined under the motto “as few aspects as possible and as much as necessary”. Thus, for example only those applications were taken into consideration, which ultimately supported the core business processes and functions. The non-core applications were consciously removed from the agenda. On the contrary, the amplitude of change in respect of the aspects, qualified as relevant for IT-strategy formulation, was high and especially for the Target. The latter was forced to radically adjust its business model to that of the Acquirer. Using the terms of DeWit et al (p.245), the IT-strategy was formulated with the aim to achieve a focused radical change.

The formulation of the IT-strategy within the OI-case had definitely another scope and amplitude. A broad variety of aspects, significant and probably less significant, were considered. It inevitably led to the increasing of the scope. In contrast to the PMI, for example, not only the core applications but also those deployed to support the non-core business processes and functions were considered. The amplitude of change was low to moderate because the business model of the GMN remained to a great extent the same. Using the terms of DeWitt (p.245), the IT-strategy was formulated with the aim to achieve a comprehensive moderate change.

Figure 2: Scope and Amplitude of IT Strategy. 
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There are several reasons for these differences in the magnitude of the desired change. It appears to be, however, that the DE had one of the strongest impacts on the scope and consequently on the magnitude of the IT-strategy. The high uncertainties regarding information required for the decision-making within the PMI forced to reduce the scope and in such a way avoid the decisions based on speculations. Conversely, the relatively high reliability and validity of information available within the OI-initiatives stimulated the broadening of the scope. 

An unexpected phenomenon related to the PMI, the complexity paradox, occurs. On the one hand, the uncertain DE complicates the decision-making process and increases the complexity of the PMI. On the other hand, it forces to reduce the scope of the integration what in turn reduces the level of complexity associated with integration initiatives. 

4.3. Priority Dilemma 

The dilemma is well known in a project management science. Many projects demand an irrational mix of quality, cost, and time for a given scope. Hartman (2000, p. 123) brings it to the point: “You can have it fast, you can have it cheap, you can have it the best, but pick any two!” This statement seems to be the epitome of the priority dilemma. 

As far as the execution of the IT-strategy could be seen as a project, the IT-strategy formulation could be seen as an exercise to design this project. Designers (strategy developers) face with the priority dilemma. Considering the PMI and the OI, the priority within a triangle “fast-cheap-best” was given differently. 

In the PMI-case, the Target and the Acquirer aimed to complete the integration in time, to the lowest costs and with an acceptable level of quality. Apparently, time is a limited resource while conducting the PMI. It is well known that the first wave of integration initiatives has to be completed within the 12-16 months. Otherwise, the chances of a success decline dramatically. The time restrictions are often combined with the limitation of the financial funds available after a merger. These two factors, time and money, influenced the decision in favour of a good-enough solution with respect to the quality level. 

Figure 3: Priority Dilemma. 


[image: image3.wmf]Given

Scope 

Time

Quality

PMI

-

case

OI

-

case

Cost


In the OI-case, the first priority was given by the GMN to the cost factor and the quality. In other words, the integration was assumed to provide a best-of-breed solution to possibly lower costs. Time was not considered as a critical factor. It was obvious that under certain circumstances the time schedule could be extended.

It appears to be that giving the right priority to the cost, quality, and time factors within the PMI is a critical issue for the success of the IT strategy execution. From this reason, the priority dilemma has to be carefully treated whilst formulating the IT-strategy. A good enough solution is probably more reasonable than the best-of-breed one, ceteris paribus.

5. IT-Strategy Execution: Some Critical Issues

5.4. Managing Scope

The DE not only significantly affected the formulation of the IT-strategy, as shown in the previous section, but also remained its influence during the execution phase. The different extent of uncertainties concerning the DE in the formulation phase led to the different levels of environmental dynamics while executing the IT-strategy. This in turn resulted in the different attitudes towards managing the integration scope previously defined. 

Because of high uncertainties of the DE, the Acquirer and the Target avoided making some strategic decisions during the formulation phase. However, they were unconditionally forced to address the previously disregarded issues while conducting the IT-strategy execution to be able to proceed with the integration work. Often these new decisions affected those previously made increasing in such a way a level of environmental dynamics. The decision-making process itself was less structured and more informal. Time limitations and the top management overloaded with the implementation work led to the delegation of the decision-making authority to the lower than usual organisational level. This was accompanied by an attempt of “new” decision makers, whether desired or not, to include into the narrow integration scope additional topics and work packages. The international aspects of the PMI caused the further complications of the decision-making. The differences in cognitive and emotional orientations among the German and American decision makers were too obvious. They often required long discussions over very simple and sometimes fully insignificant issues. Apparently, all this increased the complexity and threatened to question the integration success. To cope with the threat, an aggressive management of the integration scope was required and conducted. Any changes were accepted after a sound justification only. Thus, the effective scope management became a one of the most critical success factors of the whole IT-strategy execution. 

On the contrary, the level of environmental dynamics within the OI-case was relatively low. Almost all decisions required to shape the IT-strategy were made prior to the execution. A reliable informational basis available for these decisions ensured that very few of them were only slightly adjusted. Although the scope management was also conducted, it did not have such an importance like in the PMI-case. 

5.5. Changing Role of Plan

There are thousands of papers in academic and management literature about the strategic planning both, in a general and in an IT context. The planning school of strategy, established by Igor Ansoff, achieved a pick of its popularity in 1970s and had a tremendous impact on the strategic management. “Today, while hardly absent, it casts barely a pale shadow of its former influence” (Mintzberg, 1998, p.48). The plan and planning gained a negative touch and are often associated with control and inflexibility. 

The comparative analysis of the OI-case and the PMI-case revealed a new role of a plan while executing the IT-strategy. Although the level of environmental uncertainties within the PMI was higher than within the OI, the PMI-plan was not only better developed than the OI-plan but also used more intensively. These quite unexpected results are not suited to the dominant opinion concerning the plan and the planning. The detailed investigation provided the answer for a Why-question. The primary objective of the PMI-plan was to catch the major elements of the integration initiative, on the one hand, and to understand the dependencies between them, on the other. In such a way, the plan was seen as a system, which should be well developed and understood. This system thinking allowed the Acquirer and the Target to quickly adjust their activities to changes of the internal and external environment and to cope with a high degree of uncertainties associated with these changes. The traditional objectives of the plan such as a resource and responsibility allocation or the progress control were also considered but as a second priority only. 

The international context of the PMI significantly strengthened the role of the plan as an effective communication means. Three factors of this context could be particularly stressed: the geographical spread, the time zone differences, and English as a project language. The execution of the IT-strategy across two continents, Europe and America, provided very few opportunities of a face-to-face communication. The integration teams on the both sides of Atlantic were forced to use intensively the videoconferencing facilities to coordinate their efforts. The time zone differences, however, put restrictions on this communication channel. A working day in Germany and in the USA had only two overlapping working hours. Finally, some members of the German integration team did not have a perfect command of English. The coordination of the diverse integration activities became the real challenge. It was a well-developed PMI-plan that helped to cope with these uncertainties. Available 24 hours a day, seven day a weak, understandable even for those without sound language skills, it was not only important coordination tool but also became a one of the most important communication means. 

Controversially, the traditional objectives (resource allocation, control etc.) became a focal point of the OI-plan because the environmental pressure and the level of uncertainties were insufficient to change the “old” pattern of the strategic planning. 

6. Summary and Conclusions

This paper was concerned with the important and interesting phenomenon, the formulation and execution of the IT-strategy within the PMI. Despite of its importance for the real-live business environment, this phenomenon is insufficiently studied. To increase our understanding about it, the main results of the comparative analysis of two cases were introduced. The first case dealt with the formulation and execution of the IT-strategy in the international PMI-context. Another addressed the same strategic IT-issues but within the integration initiatives for optimising an existing IT-landscape in the national environment. The high similarity of the initial situation in both cases provided the basis for the comparison of the high quality. The revealed differences are allocated in the following areas: 

1 IT strategy formulation

· Decision environment 

· Magnitude of change

· Cost-quality-time dilemma

2 IT strategy execution 

n Managing scope 

n Changing role of plan

The IT-strategy within the PMI has other gravity than this by the conventional integration initiatives, ceteris paribus. Four conclusions could be particularly stressed. 

1 An uncertain DE leads to a lower quality of the strategic decisions and consequently to a higher degree of risk for the integration success. This risk could be reduced through the proactive narrowing of the integration scope. 

2 Considering the quality of the integration, the good-enough solution seems to be a better choice for the PMI than the best-of-breed solution. Time and cost take priority over quality. 

3 The determining of the narrow integration scope while formulating the IT-strategy is an important issue. It is even more important to conduct an effective scope management during the strategy execution. This management is one of the critical factors for the integration success. 

4 The well-developed integration plan could be an effective means to react quickly to environmental dynamics. Its major role is not a traditional static resource or responsibilities allocation but revealing the dependencies between relevant factors of an internal and external environment in which the PMI takes place. 

5 An international context of the PMI significantly influences both, the formulation and execution of the IT-strategy. Three issues could be particularly stressed: 

· It increases the complexity of the DE.

· It facilitates the role of the PMI-plan as an effective means to cope with the communication difficulties. 

· It requires a very rigorous scope management.

These conclusions cannot be accorded prescriptive quality. The objective to achieve the high degree of generalisability was outside of the purpose of this analysis. Much more the research aimed to gain in-depth knowledge about the formulation and execution of IT strategy while conducting the PMI and to explain this phenomenon using the broad general theories. Of course, the whole finding is not limited by the content of this paper. The PhD-research is in progress. 

Although the research was highly phenomenological in its nature, the author nevertheless do not neglect the strengths of the positivistic paradigm. In recognition of these strengths, he sees the opportunities for other researchers to derive some hypotheses from the findings for their further testing by the large samples. 
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