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Abstract

This paper provides a review of prior research on the impact of cultural differences on merger and acquisition performance. Consistent with the “cultural distance” hypothesis, extant cultural fit and acculturation models suggest that cultural differences have a negative impact on the success of mergers and acquisitions. However, the empirical research evidence reviewed in this paper is mixed. While some studies found that cultural differences had a negative effect on financial performance, stock market performance, and/or socio-cultural integration outcomes, others found cultural differences to be unrelated or positively related to merger and acquisition performance. Several possible explanations for the lack of consensus that emerged from prior research are offered and sources of complexity underlying the culture-performance relationship in mergers and acquisitions are discussed. It is concluded that whether cultural differences have a positive or negative impact on integration outcomes will depend on the outcome variables under investigation, the nature and extent of cultural differences, the integration approach taken, and the interventions chosen to manage these differences. Therefore, rather than asking if cultural differences have a performance impact, future research endeavors should focus on how they affect merger and acquisition outcomes.

Conference Track: Cross-Cultural Management

Impact of Cultural Differences on Merger and Acquisition Performance: A Qualitative Review

Mergers and acquisitions [M&A] have become an increasingly popular strategy for achieving corporate growth and diversification, with M&A activity in the 1990’s smashing all existing records, both in terms of the number of transactions and the size of those deals (M&A Almanac, 2001; Thomson Finan​cial Services, 2001). Even though this unprecedented wave of M&A has subsided in the early 2000s as the global economy cooled off and slid into recession, the M&A volume worldwide remains at a much higher level than existed ten years ago. Most business observers believe that more deals can be expected in the long term (Evans, Pucik & Barsoux, 2002).
In spite of their popularity and strategic importance, the performance of most M&A has been disappointing. Research findings indicate that, irrespective of the performance measures utilized, more than half of M&A are not successful (Datta & Puia, 1995; Hunt, 1990; KPMG, 1999; Porter, 1987). For example, a study of 107 of the largest cross-border M&A completed between 1996 and 1998 found that 83% were not successful in producing any business benefit in terms of shareholder value (KPMG, 1999). At the same time, companies such as General Electric, British Petroleum, or Cisco have been very successful in managing acquisitions, and for every troubled “mega-merger” there may be many small acquisitions, which are substantially more successful (Evans et al., 2002).

M&A failures are often due to problems integra​ting the different cultures and workforces of merging organizations. “Sociocultural integration” (Shrivastava, 1986) of different organizational cultures, HR systems, managerial viewpoints, and other aspects of organizational life can lead to sharp inter-organizational conflict (Buono & Bowditch, 1989; Schweiger & Walsh, 1990; Stahl & Sitkin, 2001). Problems are exacerbated when M&A occur between companies based in different countries. Culture and language barriers, national stereotypes and chauvinistic biases can become a source of hostility and distrust between members of merging organizations, and pose major obstacles to reaping envisaged integration benefits (Cartwright & Cooper, 1996; Nahavandi & Malekzadeh, 1988; Olie, 1990).

This paper provides a review of prior research on the impact of cultural differences on M&A performance. We will start by reviewing extant “acculturation” and “cultural fit” models of the post-combination integration process, followed by a synopsis of empirical research in this area. As we will see, despite strong theoretical evidence that cultural differences negatively impact the post-combination integration process, the empirical research evidence is mixed. The paper attempts to explain the lack of consensus that emerged from prior research on the culture-performance relationship in M&A and provide direction  for future M&A research.

Impact of Cultural Differences on Merger and Acquisition Performance: Theoretical Evidence

The “cultural distance” hypothesis, in its most general form, suggests that the difficulties, costs, or risks associated with cross-cultural contact increase with growing cultural differences between two individuals, groups, or organizations (Hofstede, 1980; Kogut & Singh, 1988). Cultural distance, as measured in terms of differences in management style, organization design, work-related values, or other parameters, has been shown to have a profound impact on such processes as the choice of foreign entry mode and the perceived ability to manage foreign operations (e.g., Kogut & Singh, 1988), organizational learning across cultural barriers (e.g., Barkema, Bell & Pennings, 1996), the longevity of global strategic alliances (e.g., Parkhe, 1991), and level of adjustment of expatriate managers (e.g., Black, Mendenhall & Oddou, 1991).

In the context of M&A, it has often been argued – but less often been researched – that national and organizational cultural barriers can be major obstacles to achieving postcombination integration benefits (e.g., Buono & Bowditch, 1989; Olie, 1990; Shrivastava, 1986; Stahl, Pucik, Evans & Mendenhall, 2004). For example, a survey of top managers in large European acquirers showed that 61 percent of them believed that cross-border acquisitions are riskier than domestic ones (Angwin & Savill, 1997). The logic is that international M&A are particularly difficult to integrate because they require “double layered acculturation” (Barkema et al., 1996), whereby not only different corporate cultures, but also different national cultures have to be combined.

M&A theorists and researchers have proposed various models or frameworks to describe how cultural differences affect the integration process following M&A. Most of them can be classified as (1) cultural fit models, or (2) acculturation models.

Cultural Fit Models

“Cultural fit” models rest on the idea that the degree of culture compatibility between the organizations involved in a M&A is a critical determinant of the subsequent integration process, as well as post-combination integration outcomes. In focusing on the initial, conditioning factors at the time of the merger or takeover, these models are largely static and tend to neglect the dynamics of culture change following M&A. The important contribution of cultural fit models is that they illustrate that culture barriers can pose a major obstacle to achieving integration benefits, and that the sociocultural implications have to be considered already at an early stage in the M&A process, in the evaluation and selection of a suitable target and the planning of the integration process.
Perhaps the most widely used cultural fit model is Cartwright and Cooper’s (1993; 1996) Model of Culture Compatibility. It suggests there are four main types of organizational cultures, which vary in the degree of constraint that they inflict on the individual: power cultures, role cultures, task cultures, and person cultures. Cartwright and Cooper propose that in a “traditional marriage”, where one partner dominates the other, the cultures of the combining companies do not necessarily have to be similar, but have to be compatible, in order to integrate successfully. This would be the case, for example, if a company with a power culture that inflicts a high degree of contraint on its employees is acquired by a company with a task culture that allows for more personal autonomy. In contrast, culture change in the opposite direction – from a task culture to a power culture – is likely to lead to significant integration problems because managers and employees of the acquired firm, who prior to the takeover enjoyed a high degree of autonomy, do now suffer from increased personal contraint and cultural dissatisfaction.

For mergers of equals or “collaborative marriages”, Cartwright and Cooper predict a somewhat different process. Since in mergers of equals the goal is to combine the strengths of both organizations, the challenge is to create a coherent “third culture”. In this case, the cultural distance between the two companies becomes critical to the success of the merger. Since organizations normally strive to retain their own culture, Cartwright and Cooper suggest that the cultures of the companies involved in the merger should be similar or adjoining types (e.g., a role culture and a task culture).

According to Cartwright and Cooper, the impact of cultural differences on M&A performance depends primarily on the extent of cultural differences and the direction of cultural change. As long as cultural change increases the degree of autonomy for the individual employee, the new organizational culture will be embraced and the transition can take place smoothly. However, if the cultural change increases the degree of constraint on the individual by diminishing autonomy, this will lead to employee resistance and reduce the chances for successful integration. In “collaborative marriages”, the direction of change is less critical than the absolute cultural distance between the combining companies. Serious integration problems are predicted in mergers of equals, no matter what the direction of change is.

Cultural fit models such as Cartwright and Cooper’s suggest that, regardless whether the combi​na​tion is the result of a merger or an acquisition, the post-combination integration success will depend on how well cultural diffe​ren​ces are assessed and managed. Cultural due diligence is critical because the social and cultural aspects of M&A management play a key role in the post​-combination integration process and must be considered already at an early stage in the M&A process, as early as the evaluation and selection of a suitable target firm or merger partner, and the planning of the integration process.

Accultu​ration Models

In anthropology, the term “acculturation” is defined as “changes induced in (two cultural) systems as a result of the diffusion of cultural elements in both directions” (Berry, 1980, p. 215). In the context of M&A, Larsson and Lubatkin (2001) have conceptualized acculturation as the outcome of a cooperative process whereby the beliefs and values of two previously independent work forces form a jointly determined culture by developing a common organizational language, mutual consideration, and values promoting shared interests. As such, acculturation can be considered a prerequisite for M&A success, especially when a high level of integration is required. However, other M&A scholars have pointed out that acculturation modes or outcomes may be positive or negative, and are not necessarily the result of a cooperative process (e.g., Nahavandi & Malekzadeh, 1988; Sales & Mirvis, 1984).

A frequently cited acculturation model is Nahavandi and Malekzadeh’s (1988) Model of Acculturative Stress in Acquisitions. It suggests that, following a takeover, both the acquired and the acquiring organization strive to pursue their preferred mode of acculturation (integration, assimilation, separation, or deculturation). The acquired firm’s preferred acculturation mode is determined by the extent to which organizational members want to preserve their own cultural identity and to which they are attracted to the acquirer. In contrast, the acquiring firm’s preferred mode of acculturation is determined by its diversification strategy and tolerance for diversity. Nahavandi and Malekzadeh propose that the degree of congruence between the combining firms’ preferred acculturation modes will influence the amount of stress and conflict experienced in the acculturation process, and, ultimately, determine the success of the post-acquisition integration. 

Nahavandi and Malekzadeh’s model suggests that the impact of cultural differences on M&A outcomes depends on a number of other variables, most notably the acquirer’s diversification strategy, which, in turn, determines the integration approach chosen by the acquirer. If a high level of operational integration is attempted, this will likely result in acculturative stress and dysfunctional culture clashes, as the members of the acquired firm struggle to preserve their culture and retain autonomy. 

In contrast to cultural fit models that are largely static in that they focus on the initial, conditioning factors in a M&A, models of the acculturation process such as the ones proposed by Nahavandi and Malekzadeh (1988), Elsass and Veiga (1994), or Sales and Mirvis (1984) illustrate that culture change following M&A is a dynamic and discontinuous process whose outcome is difficult, if not impossible, to predict. 

Table 1 provides a synopsis of extant cultural fit and acculturation models. Most models are consistent with the “cultural distance” hypothesis, which, in its most general form, suggests that the difficulties, costs, or risks associated with cross-cultural contact increase with growing cultural differences between two indivi​duals, groups, or organizations (Hofstede, 1980; Kogut & Singh, 1988). However, the synopsis of models also suggests that the impact of cultural differences on M&A performance cannot be viewed in isolation from other variables that may influence the culture-performance relationship, such as the integration approach chosen (e.g., Nahavandi & Malekzadeh, 1988), the power differential or pattern of dominance between the combining organizations (e.g., Sales & Mirvis, 1984), and the degree of retained autonomy on the part of the target firm (e.g., Cartwright & Cooper, 1996). These variables potentially moderate the impact of cultural differences on M&A performance and must be controlled for when examining the culture-performance relationship.

____________________________________

Table 1 about here

____________________________________

Impact of Cultural Differences on Merger and Acquisition Performance: Empirical Evidence
Two recent reviews of the M&A literature concluded that the culture-performance relationship is complex, and that empirical evidence about the impact of cultural differences on M&A outcomes is mixed. Schoenberg (2000), after reviewing theoretical and empirical perspectives on the role that cultural differences play in the M&A process, noted that “[c]ultural differences, both organisational and national, can lead to difficulties in the post-acquisition period, which in turn can reduce acquisition performance. However, cultural differences should not automatically be associated with negative consequences” (p. 53-54). Schweiger and Goulet (2000), drawing on a slightly different sample of empirical studies, arrived at similar conclusions. However, the reviews provided by Schoenberg (2000) and Schweiger and Goulet (2000) are not exhaustive, in that they included only a portion of empirical studies of the culture-performance relationship in M&A that have been conducted to date, nor did they systematically relate empirical findings to study characteristics and M&A context variables.

In an attempt to explain the lack of consensus that emerged from these reviews, an extensive search of the M&A literature was conducted and the key findings and design characteristics of studies examining the impact of cultural differences on M&A performance were coded and analyzed. A review of empirical research that is sensitive to differences in methodologies and samples used, dimensions of cultural differences examined, and types of outcome variables measured might shed light on the complexity of the process by which cultural differences impact M&A performance, and help explain the contradictions that emerged from prior research on the culture-performance relationship.

Literature Search and Study Characteristics
In order to qualify for this review, at least one outcome variable measuring M&A performance had to be reported. Qualitative studies were excluded from the review. Cultural differences had to be assessed at either national or organizational level, or both. Studies that did not measure the extent of cultural differences, but compared domestic versus cross-border M&A, were included because the distinction between domestic and cross-border M&A represents a dichotomous measure of national cultural differences. In one case, a deviation from the eligibility criteria was accepted. A study by Krishnan, Miller & Judge (1997) used top management complementarity, defined as differences in functional backgrounds of board members, to assess cultural differences. Since board composition reflects corporate values, this was deemed an appropriate indicator of organizational culture. 

The literature search involved computerized and manual searches of relevant published materials (book chapters, journal articles, etc.). The computerized searches were performed on the following databases: ABI/INFORM, Business Source Premier, Proquest, EconLit, PsychInfo, and Science Direct. Keywords included combinations of the following terms: “merger”, “acquisition”, “culture”, “cultural differences”, “cultural distance”, “cross-border”, “performance”, “success”, and “acculturation”. Other search strategies included screening of bibliographies, textbooks and conference proceedings, internet search, manual search in relevant books and research journals, and consultation of M&A researchers and authors.

A total of 26 empirical studies meeting the eligibility criteria were identified through this process, covering 7979 M&A that had been consummated in North-America, Europe and Asia over a 50-year period. Appendix A provides a listing of the study sample. The studies identified differed widely in terms of sample characteristics and methodologies used, dimensions of cultural differences examined, outcome and control variables measured, and other study characteristics. Next, we will summarize key findings of studies that measured one or more of the following sets of outcome variables: financial performance, stock market performance, and socio-cultural integration outcomes.

Impact of Cultural Differences on Financial Performance
Table 2 presents the key findings of studies that examined the impact of cultural differences on financial performance. Consistent with the “cultural distance” hypothesis, a negative relationship between cultural differences and financial performance was found in some of the studies. Corporate cultural differences were shown to be negatively related to financial performance in domestic M&A (Datta, 1991; Datta, Grant & Rajagopalan, 1991). This negative relationship could be observed under conditions of low and high integration levels (Datta, 1991), and was amplified if post-acquisition autonomy of the target firm was low (Datta et al., 1991). Consistent with these findings, Weber and Pliskin (1996) found merger effectiveness to be negatively affected by corporate cultural differences. Schoenberg’s (1996) study revealed a negative relationship between differences in management styles and target firm performance regardless of the integration approach taken. However, this negative relationship could only be observed for acquisitions in the service industry and did not show up in manufacturing. A similar effect was found for cross-border acquisition targets as cultural incompatibility was negatively related to post-combination performance. This effect was shown to be greater when the degree of autonomy removal was high (Very, Lubatkin, Calori & Veiga, 1997). 

Contrary to expectations, some studies found a positive relationship between cultural differences and financial performance. Krishnan et al. (1997) found post-acquisition performance of acquiring firms to be enhanced by top management complementarity. Morosini, Shane & Singh (1998) observed a similar effect of national cultural distance in cross-border settings while results from interviews conducted in parallel suggested that performance was enhanced by providing access to diverse sets of routines and repertoires embedded in national culture. Other studies found cultural differences to be unrelated to financial performance but found evidence for moderating effects. Very, Lubatkin & Calori (1996), in a study of European acquisitions, found a moderating effect of target nationality. National cultural differences were not linked to post-combination performance when the target was British. Weber (1996) found corporate cultural differences to be unrelated to target firm financial performance. However, the relationship was moderated by autonomy removal, which was positively associated with cultural differences and financial performance. Finally, Larsson and Finkelstein (1999) found that management style similarity was indirectly associated with synergy realization through the level employee resistance. Management style dissimilarity lead to increased employee resistance, which in turn reduced the extent of synergy realization. 

____________________________________

Table 2 about here

____________________________________

Impact of Cultural Differences on Stock Market Performance 

Table 3 presents the results of studies that examined the impact of cultural differences on stock market performance. Consistent with extant theory, Chatterjee, Lubatkin, Schweiger and Weber (1992) found a negative relationship between corporate cultural differences and cumulative abnormal returns of acquiring firms in domestic takeover settings. Interestingly, degree of cultural tolerance exhibited by the acquirer was positively related to shareholder value creation in this study. In line with Chatterjee et al. (1992), Datta and Puia (1995) found national cultural distance to be negatively associated with cumulative excess returns of the acquiring firm in cross-border acquisitions. 

However, in direct contradiction to the “cultural distance” hypothesis, a greater number of studies found a positive relationship between cultural differences and stock market performance. In a study by Harris and Ravenscraft (1991), pooled target cumulative abnormal returns were higher in cross-border acquisitions than in domestic combinations. This finding is consistent with results of two studies by Swenson (1993) and Wansley, Lane and Yang (1983) that found cross-border targets to be generating more cumulative abnormal returns than domestic acquisitions. Yet other studies suggest that cultural differences and stock market performance might be unrelated (e.g., Dewenter, 1995; Eddy & Seifert, 1984). For example, national cultural distance dimensions were found to be unrelated to acquiring firms’ cumulative abnormal returns in two studies conducted by Markides and his colleagues (Markides & Ittner, 1994; Markides & Oyon, 1998). None of the control variables examined in these studies were found to be significant moderators of stockmarket performance. 
____________________________________

Table 3 about here

____________________________________

Impact of Cultural Differences on Socio-Cultural Success 

Table 4 presents the key findings of studies that examined the impact of cultural differences on socio-cultural integration outcomes. Consistent with the “cultural distance” hypothesis, the majority of studies found a negative relationship between extent of cultural differences and socio-cultural integration outcomes. Differences in corporate culture were found to be negatively related to integration effectiveness and commitment of the target firm’s top management in domestic acquisitions (Weber, 1996). In another study by Weber, Shenkar and Raveh (1996), corporate cultural differences lead to increased stress, a negative attitude towards the new organization, unwillingness to cooperate, and low levels of commitment and actual cooperation with the acquirer in domestic takeovers. Larsson and Risberg (1998) found that differences in corporate culture lead to poor acculturation outcomes, strong employee resistance, and low degrees of synergy realization in domestic combinations. Consistent with these findings, management style dissimilarity was observed to increase employee resistance in both domestic and cross-border M&A (Larsson & Finkelstein, 1999). Lubatkin, Schweiger and Weber (1999) found corporate cultural differences to be associated with top management turnover in the target firm one year post-acquisition in domestic takeovers. Krug and Nigh (1998) demonstrated a similar effect in cross-border acquisitions. The negative impact of cultural differences was less pronounced in the short-term when the acquirer had international experience and in the long-term when the acquirer’s international acquisition experience was in the target’s home country. Nonetheless, target executives were more likely to depart when their firm was acquired by a foreign firm, compared to domestic takeovers (Krug & Hegarty, 1997, 2001). Executives were more likely to stay when they were offered challenging positions with greater status and when they viewed the long-term effects of the combination to be positive, while good communication was insufficient to keep executives from leaving (Krug & Hegarty, 2001). 

Few studies found a positive relationship between cultural differences and socio-cultural integration outcomes. Weber et al. (1996) found that cultural differences lead to lower levels of target stress, less negative attitude towards the new organization, and higher levels of target commitment and cooperation in cross-border acquisitions. These effects were found to be inverse to those observed in domestic settings. These findings are supported by Larsson and Risberg (1998), who found high levels of acculturation and synergy realization, with only moderate levels of employee resistance, in cross-border M&A characte​rized by “dual culture clash” (i.e., high degrees of national as well as organizational culture differences). Again, these effects were found to be inverse to those observed in domestic M&A. Finally, the findings of a study by Very et al. (1996) suggest that cross-border acquisitions are not necessarily more stressful than domestic takeovers as some dimensions of cultural differences elicit perceptions of attraction rather than stress.
____________________________________

Table 4 about here

____________________________________

Impact of Cultural Differences on Merger and Acquisition Performance: Explaining the Puzzle
The foregoing review suggests that, despite strong theoretical evidence that cultural differences have a negative impact on the success of mergers and acquisitions, the empirical research evidence is mixed. Consistent with the “cultural distance” hypothesis and extant cultural fit and acculturation models of M&A, empirical evidence indicates that cultural differences are associated with various negative outcomes at the socio-cultural level, such as reduced employee commitment and cooperation, high levels of stress, and the departure of key employees. However, the impact of cultural differences on financial and stock market performance is less clear. While some studies found that cultural differences had the expected negative effect on financial and stock market performance, an equally large number of studies found cultural differences to be unrelated or positively related to financial or stock market performance. Thus, empirical support for the “cultural distance” hypothesis is weak.

Next, we will discuss several possible explanations for the lack of consensus that emerged from prior research on the impact of cultural differences on M&A performance, as well as sources of complexity underlying the culture-performance relationship in M&A. These are: 1) differential effects on outcome variables; 2) potential impact of moderator variables; 3) focus on initial conditioning factors rather than the dynamics of the integration process; 4) need to conceptualize culture as a multi-level construct; 5) unclear causality and other methodological concerns.

Differential Effects on Outcome Variables

M&A performance can be assessed in various ways. For the purpose of this literature review, we grouped performance measures into three categories: financial performance, stock market performance, and socio-cultural integration outcomes. Financial performance is an important measure of post-combination performance as it indicates whether envisaged synergies could be reached. Stock market performance reflects shareholders’ evaluation of the combination potential and the degree of confidence in the future performance of the M&A. It is usually measured around the time of the announcement of the deal and can thus be considered a predictor of the buyer’s or the combined organizations future performance. If measured one or two year after the announcement of the deal, it can be considered a reflection of the actual post-combination performance. Socio-cultural integration outcomes such as employee satisfaction or voluntary turnover reflect the degree of conflict and strain at the socio-cultural level and can thus be considered an indicator of the effectiveness of post-combination integration management from the perspective of employees and managers.
Not only capture these measures very different perspectives and aspects of the M&A process, they also vary in the time of measurement and the objectivity and reliability of the information source. While top management turnover (e.g., Krug & Hegarty, 1997; Lubatkin et al., 1999), sales growth (Morosini et al., 1998), or cumulative abnormal stock market returns (e.g., Datta & Puia, 1995; Dewenter, 1995; Markides & Oyon, 1998) can be measured relatively objectively, many of the studies reviewed in this paper relied on self-report measures of acquisition performance (e.g., Datta, Grant & Rajagopalan, 1991; Schoenberg, 1996; Very et al., 1997), merger effectiveness (e.g., Weber & Pliskin, 1996), acculturative stress (e.g., Very et al., 1996), or related outcome variables. The objectivity and reliability of these measures are questionable, especially when they are obtained from a single data source (e.g., a single executive in the acquiring firm).
Potential Impact of Moderator Variables

Theoretical as well as empirical evidence strongly suggests that the impact of cultural differences on M&A performance cannot be viewed in isolation from other variables that may influence the culture-performance relationship, such as integration level or degree of relatedness (e.g., Datta, 1991; Larsson & Lubatkin, 2001), mode of takeover (e.g., Hitt et al., 2001; Stahl, Chua & Pablo, 2003), relative size of the combining companies (e.g., Larsson & Finkelstein, 1999; Schoenberg, 1996), degree of retained autonomy on the part of the target firm (e.g., Datta & Grant, 1990; Haspeslagh & Jemison, 1991), and interventions chosen to manage cultural differences (e.g., Cartwright & Cooper, 1996; Hunt, 1990). For example, Stahl et al. (2003) found a significant interaction effect between mode of takeover and cultural distance on target firm member trust, suggesting that the detrimental effects of a hostile mode of takeover may be more pronounced in cross-border acquisitions than in domestic ones. Thus, the relationship between cultural distance and acquisition outcomes may be more complex than assumed. While cultural differences may have a neutral or even positive effect on target firm members’ reactions to a friendly takeover, the emotionally charged atmosphere and feelings of antagonism and helplessness resulting from hostile takeover tactics (Hambrick & Cannella, 1993; Marks & Mirvis, 2001) are likely to be amplified by cultural barriers and the associated stereotypes and chauvinistic biases.

Perhaps the single most important factor influencing the relationship between cultural differences and M&A performance is the integration approach chosen by the acquirer, which, in turn, depends on the degree of relatedness between the combining firm’s businesses. Acquisitions can be part of a strategy of related diversification in which the acquired business is expected to provide new resources, product lines, and managerial expertise, or foster growth through unrelated diversification with no intention of achieving synergies (Haspeslagh & Jemison, 1991; Larsson & Finkelstein, 1999). Post-acquisition integration levels for different companies, divisions, or subunit can range from total autonomy (the target firm maintains its corporate identity and organizational change is minimal) to total absorption (the corporate identity of the target firm is lost and control is exerted across all operations). While more closely related acquisitions usually require a higher degree of operational integration, post-acquisition integration efforts in unrelated mergers and acquisitions tend to be minimal (Chatterjee et al., 1992; Datta & Grant, 1990). Cultural differences are not likely to be as critical an issue for M&A that require low degrees of integration due to minimal interdependencies between the acquiring and the target firms’ businesses. In contrast, related M&A involve substantial integration, interdependence – and cross-cultural contact.

The foregoing discussion suggests a number of variables that potentially moderate the culture-performance relationship and must therefore be controlled for when examining the impact of cultural differences on M&A performance. Some of the studies reviewed in this paper controlled for the degree of relatedness of the acquirer’s and target’s businesses by including relatedness or level of integration as a control variable (e.g., Datta et al., 1991; Krishnan et al., 1997; Krug & Nigh, 1998; Larsson & Lubatkin, 2001), or by limiting the sample to related acquisitions (e.g., Chatterjee et al., 1992; Dewenter, 1995; Lubatkin et al., 1999). Other control variables used in these studies are relative size of the companies involved in an M&A (e.g., Larsson & Finkelstein, 1999; Schoenberg, 1996), degree of retained autonomy on the part of the target firm (e.g., Datta et al., 1991; Larsson & Lubatkin, 2001), and industry sector (e.g., Morosini et al., 1998; Weber, 1996). However, few studies controlled for more than one of the variables hypothesized to moderate the culture-performance relationship, and none controlled for all potential moderator variables discussed in the M&A literature.
Focus on Initial Conditioning Factors Rather Than Integration Process Variables

A “process perspective” on M&A suggests that post-combination integration outcomes depend heavily on the management of the integration process, and that these integration outcomes will, in turn, affect integration-related decision processes and actions (Haspeslagh & Jemison, 1991; Hunt, 1990; Jemison & Sitkin, 1986). One of the implications of this perspective is that, while the strategic, financial and organizational characteristics of the M&A situation can be considered important conditioning factors of the subsequent integration process, these factors can only predict the success of a merger or an acquisition if integration process variables are taken into account. For example, Hunt (1990), in a study of British acquisitions, found that factors such as the buyer’s strategy, acquisition experience, or health of the seller were only predictive of success if process variables such as the integration approach chosen and the social climate surrounding the M&A were taken into account.

This research suggests that extant culture fit models are too static – they do not capture the dynamics of the integration process. The same can be said about most of the studies of the culture-performance relationship reviewed in this paper. In focusing on pre-combination cultural differences and their impact on post-combination integration outcomes, these studies tend to ignore critical aspects of the integration process (e.g., the acquiring firm management’s integration-related decision and actions) and treat the integration process as a “black box”. However, longitudinal case studies (e.g., Buono, Bowditch & Lewis, 1985; Sales & Mirvis, 1984) have shown that the process of culture change following M&A is dynamic and discontinuous, and that acculturation outcomes are almost impossible to predict. Further, they are heavily influenced by the interventions chosen to manage the post-combination integration process. As Pablo, Sitkin and Jemison (1996) have suggested, while the initial strategic, financial and organizational conditioning factors (including the pre-combination culture fit) may form the upper bound on the degree of success that a combination can achieve, the management of the post-combination inte​gration process will determine the extent to which that poten​tial is realized.

Need to Conceptualize Culture as a Multi-Level Construct

While traditionally, research on the role of culture in management has focused on either the corporate or national level, recent research has acknowledged the existence of multiple cultures in organizations and advocated a multi-level approach to the study of culture (e.g., Sackmann, 1997; Schneider & Barsoux, 1996). For example, Schneider and Barsoux (1996) propose different types of organizational culture (professional, functional, company) and contextual culture (industry, country, regional). Cultural differences on each of the six dimensions may affect M&A processes. For example, David and Singh (1994) suggest that companies involved in M&A may not only differ in organizational and national culture but may also differ in professional culture. They studied cases of mergers between firms in the same industry with the same national culture, and found that differences in professional culture (private-sector vs government-owned) contributed to problems in post-acquisition coordination. In a case study of a cross-border acquisition, David and Singh held the degree of national, organizational, and professional cultural distance constant and recorded varying acculturation outcomes for different business units (R&D, production) in the acquired firm. These examples illustrate the need for a more comprehensive and fine-grained analysis of cultural differences in M&A research.

Virtually all of the studies reviewed in this paper used a rather simplistic and one-dimensional conceptualization of culture and the associated cultural “integration” process. While some studies focused solely on corporate cultural differences (e.g., Chatterjee et al., 1992; Datta, 1991; Schoenberg, 1996), others examined the impact of national cultural differences (e.g., Krug & Nigh, 1998; Morosini et al., 1998; Datta & Puia, 1995) or compared domestic and cross-border M&A (e.g., Harris & Ravenscraft, 1991; Krug & Hegarty, 2001; Wansley, Lane & Yang, 1983). Few studies examined both corporate and national cultural differences (e.g., Larsson & Risberg, 1998; Weber et al., 1996), and no study included differences in professional or functional cultures in the analysis. Further, in terms of cultural dimensions or variables examined, most of the studies focused either on differences in management style (e.g., Chatterjee et al., 1992; Datta et al., 1991; Krishnan et al., 1997; Schoenberg, 1996) or used a composite national cultural distance index (usually the Hofstede Index), which was comprised of a limited number of cultural dimensions (e.g., Datta & Puia, 1995; Krug & Nigh, 1998; Morosini et al., 1998). Few studies measured multiple dimensions of cultural differences.

The bulk of the research on the culture-performance relationship in M&A has adopted the notion of a uniform and consistent culture, implicitly assuming that all members of a given organization (e.g., the acquired firm) share the same cultural orientation. However, corporate subsystems are supposed to fully reflect their functional and cultural milieu so that specific subcultures are likely to exist within each corporation (e.g., in R&D and production), inevitably leading to internal differentiation and fragmented cultures (Schreyögg, forthcoming). Kleppestø (1998; forthcoming) argues that the literature on cultural issues in M&A errs in treating cultures as coherent substantive elements founded as a collectivity of views in each organization. Rather, he suggests that each organization consists of numerous individuals with individual self-identities that are socially and contextually produced and help create meaning on both an individual and collective level. As such, he proposes that sociocultural integration may not necessarily imply creating a unified cultural whole but perhaps is manifested by allowing space for different identities.

The more nuanced view of cultural integration recently offered by Kleppestø (1998) and several other authors (e.g., Vaara, 2003; Schreyögg, forthcoming) can provide deeper insights into the nature of the integration processes following M&A than research that is firmly rooted within the positivist approach to the study of culture, as most of the studies reviewed in this paper are. A more sophisticated conceptualization of culture would focus on multiple levels of analysis, acknowledge the existence of subcultures in organizations, and view culture (and cultural integration) as a dynamic and emergent phenomenon.

Unclear Causality and Other Methodological Concerns

The research reviewed in this paper raises a variety of methodological concers. Some of these concerns have already been discussed, including the lack of control of variables that potentially moderate the culture-performance relationship in M&A and the over-reliance on self-report measures (often obtained from a single data source) or other measures of questionable reliability, such as the Hofstede Index (Spector, Cooper & Sparks, 2001; Spector & Cooper, 2002).

Another problem seldom discussed in studies of the culture-performance relationship in M&A is related to the internal validity of the findings. The fact that most studies used a cross-sectional survey design and relied on retrospective evaluation of cultural differences raises concerns about the potential for percept-percept bias and reverse causality in the findings. For example, Datta (1991) found a negative relationship between extent of cultural differences (operationalized through differences in management style) and acquisition performance. He concluded that “compatibility of management styles is important to superior performance in acquisitions”, and that “acquisitions of firms with a different management style can result in conflicts, difficulties in achieving operational synergies, market share shrinkages and poor performance” (p. 291). However, an established correlation between two factors does not necessarily indicate the direction of the cause-effect relationship, nor is it enough to conclude that a cause-effect relationship exists (Kenny, 1979). Since Datta (1991) relied on self-report measures of acquisition performance and management style differences, there is significant potential for reverse causality. Other studies tried to avoid the problem of retrospective evaluation of cultural differences by using culture scores from a source external to the sample and not dependent on the memory of the respondents (e.g., the Hofstede Index). However, given the cross-sectional design used in those studies, the problem of spuriousness and reverse causality remains.
Conclusion

This paper provided a review of theoretical and empirical research on the impact of cultural differences on M&A performance. Consistent with the “cultural distance” hypothesis and extant cultural fit and acculturation models of M&A, empirical evidence indicates that cultural differences are associated with various negative outcomes at the socio-cultural level, such as reduced employee commitment and cooperation, high levels of stress, and the departure of key managers. However, the impact of cultural differences on financial and stock market performance is less clear. While some studies found that cultural differences had the expected negative effect on financial and stock market performance, an equally large number of studies found cultural differences to be unrelated or even positively related to financial or stock market performance. Thus, empirical support for the “cultural distance” hypothesis is weak.

Several possible explanations for the lack of consensus that emerged from prior research on the impact of cultural differences on M&A performance were offered and sources of complexity underlying the culture-performance relationship in M&A were discussed. These are: 1) differential effects on outcome variables; 2) potential impact of moderator variables; 3) focus on initial conditioning factors rather than the dynamics of the integration process; 4) need to conceptualize culture as a multi-level construct; 5) unclear causality and other methodological concerns. These explanations attest to the complexity of the process by which cultural differences affect M&A performance, and lead us to conclude that previous research on the culture-performance relationship in M&A has suffered from oversimplification. Whether cultural differences have a positive or negative impact on integration outcomes will depend on the outcome variables under investigation, the nature and extent of cultural differences, the integration approach taken, the interventions chosen to manage these differences, and a variety of other factors. Therefore, rather than asking if cultural differences have a performance impact, future research endeavors should focus on how cultural differences affect M&A outcomes.

While the “dark side” of cultural differences is extensively discussed in the M&A literature, few models of the post-combination integration process have been offered that account for the potentially beneficial effects of cultural differences in M&A. The findings of this literature review suggest that, if adequately managed, the inherent cultural differences in M&A can be an asset rather than a liability. Future research – and management practice as well – would benefit from a closer examination of factors that facilitate or constrain the realization of “cultural synergy” (Adler, 2002) in M&A.
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Table 1

Synopsis of Theoretical Models of the Culture-Performance Relationship in Mergers and Acquisitions

	Model
	Basis Assumption(s)
	Proposed Impact

of Cultural Differences
	Proposed Moderator(s)

	
	
	
	

	Cartwright & Cooper (1996)
	Organizational cultural types can be  described by a continuum in terms of the degree of constraint they place on individual employees

The attractiveness and acceptability of a combination partner´s culture is dependent on whether that culture is perceived as increasing or reducing employee participation and autonomy

The success of traditional combinations depends on accepted assimilation; collaborative combinations (e.g. mergers of equals) on smooth integration
	In traditional combinations differences in organizational culture are accepted by the target as long as employee autonomy is increased while diminishing autonomy will result in strong employee resistance which can put M&A success at risk

Cultural differences in collaborative combinations are problematic no matter what the direction of cultural change is. However, the greater the dissimilarity between cultural types, the longer the integration period
	Direction of cultural change with regard to employee autonomy

Power differential



	
	
	
	

	Elsass & 

Veiga 

(1994)
	Organizational acculturation can be described as a dynamic interaction between the opposing forces of cultural differentiation, or the desire of groups to maintain their cultural identity, and organizational integration, or the organizational need for cultural groups to work together
	Cultural differences between combining organizations strengthen the forces of cultural differentiation, which tend to resist the organizational integration forces installed during post-combination integration. 

The resulting acculturative tension can cause cross-cultural conflicts
	*

	
	
	
	

	Javidan & 

House

(2002)
	Cultural differences affect the post-merger firm´s strategic intent and organizational alignment in large cross-border mergers
	Cultural differences complicate communication between merging organizations, decision-making, and the formulation of a joint strategic intent in cross-border mergers. In addition, country specific external conditions make external adaption more difficult.
	Country specific

external conditions

	
	
	
	

	Larsson (1990)
	Positive definition of acculturation as the development of jointly shared meanings fostering co-operation between joining firms

Barriers to constructive cultural developments as explanations of why it is hard to develop productive joint organisational cultures in M&A
	Cultural differences reinforce all barriers to acculturation: Initial dilution as less meanings will be strongly shared by members of the combined organization; the lack of joint socialisation mechanisms as it is not clear who are the newcomers and how they should be trained; Separate cultural maintenance mechanisms as the own culture is glorified by both combination partners
	*

	
	
	
	

	Marks & 

Mirvis 

(1998)
	The extent of post-combination change taking place in acquiring and acquired company leads to different integration types

The most positive combination outcome requires a medium degree of change within both combination partners


	The degree of cultural differences determines whether these are beneficial or detrimental

Two identical organizational cultures can be no better than the sum of its parts when being combined while too much distinction in underlying values and ways of approaching work is unhealthy

A medium degree of cultural distinctiveness is beneficial to productive combination as a fair amount of culture clash prompts positive debate about what is best for the post-combination organization
	Degree of 

cultural differences

	
	
	
	


Table 1 continued

Synopsis of Theoretical Models of the Culture-Performance Relationship in Mergers and Acquisitions

	Model
	Basis Assumption(s)
	Proposed Impact

of Cultural Differences
	Proposed Moderator(s)

	
	
	
	

	Nahavandi & Malekzadeh (1988)
	Both acquired and acquiring firm choose a preferred mode of acculturation

The acquired firm´s preferred mode of acculturation is shaped by the desire to preserve its own cultural practices and the attractiveness of the acquirer while the acquiring firm´s preferred mode of acculturation is shaped by its multiculturalism and the degree of relatedness between the firms

Congruence of preferred acculturation modes is required for successful M&A implementation
	If a high level of integration must be achieved in a combination cultural differences can be considered to be an obstacle

Perceptions of cultural differences then create a strong desire to preserve its own culture in the target organization, which makes the acquirer´s culture less attractive

The resulting incongruence of preferred acculturation modes leads to a high degree of acculturative stress and puts successful M&A implementation at risk
	Integration level

Target´s desire to

preserve own culture

Attractiveness of acquirer

Multiculturalism

of acquirer

Relatedness

	
	
	
	

	Olie

(1990)
	The degree of integration, the kind of cultural exchange, the extent to which the own cultural identity of a combination partner is valued and the other firm´s culture is regarded as attractive, and external conditions lead to certain M&A forms

The “symmetry” of power between combination partners plays a major role in predicting combination outcomes
	As long as the acquiring organization is able to exert “asymmetric power” to impose its culture on the target, cultural differences will not endanger M&A success

Serious integration problems are expected in mergers of equals due to power “symmetry” and the need to create a coherent “third culture”
	Power differential

Integration level

Degree of cultural exchange

Strength of combination 

partners´ cultural identities

Attractiveness of combination partner

External conditions

	
	
	
	

	Sales & 

Mirvis

(1984)
	Acculturation form and type depend on the power differential between combining firms, the nature of relations between them, and whether the acquired firm is allowed to keep its own cultural identity
	Given two different organizational cultures, whether M&A will be successful depends to a great extent on the quality of the relationship between the parties and the acquired firm´s chance to participate in selecting the acculturation approach

Tension is created when cultural differences are combined with power imbalances
	Quality of relationship 

between combination partners

Power differential

Target autonomy

	
	
	
	


Notes. * = No moderating variable specified.

Table 2

Key Findings of Studies Examining the Impact of Cultural Differences on Financial Performance

	Author(s)
	Year
	Impact of Cultural Differences
	Moderator Variables Investigated
	Relevant Finding(s)

	
	
	
	
	

	Datta 
	1991
	-
	Integration level
	The negative relationship between differences in management styles and acquisition performance persisted in both low and high integration sub-groups

	
	
	
	
	

	Datta, Grant & Rajagopalan
	1991
	-
	Relatedness

Autonomy of target
	The negative effect of incompatible management styles on acquisition performance persisted in both unrelated and related acquisitions and was amplified if target post-acquisition autonomy was low

	
	
	
	
	

	Krishnan, Miller & Judge
	1997
	+
	Relatedness
	Top management complementarity was positively associated with post-acquisition performance of the consolidated organization in both related and unrelated acquisitions

	
	
	
	
	

	Larsson & Finkelstein
	1999
	0
	Integration level

Employee resistance

Combination potential
	Management style dissimilarity was not directly related to synergy realization as the degree of organizational integration and employee resistance were found to have a mediating influence

The same applied for a variable comparing domestic vs. cross-border M&As as employee resistance, the degree of organizational integration, and combination potential were found to determine the final impact on synergy realization

	
	
	
	
	

	Larsson & Risberg
	1998
	+
	Cross-border vs. domestic M&As
	Cross-border M&As with highly different corporate cultures showed highest level of synergy realization while domestic combinations with highly different corporate cultures showed a low degree of synergy realization

	
	
	
	
	

	Morosini, Shane & Singh
	1998
	+
	Relatedness

Integration strategy

Relative size
	Relatedness and the integration strategy chosen did not affect the positive relationship between national cultural distance and performance of the consolidated organization, while acquiring larger targets was associated with weaker performance

	
	
	
	
	

	Schoenberg
	1996
	-
	Industry

Integration type
	The negative relationship between differences in management styles and acquisition performance could be observed in service industry but not in manufacturing while a variable capturing the integration type did not have any effect

	
	
	
	
	

	Very, Lubatkin & Calori
	1996
	0
	Nationality of target
	Cross-border combinations were not related to post-combination performance when the target was British while French targets performed better in domestic M&As

	
	
	
	
	

	Very, Lubatkin, Calori & Veiga
	1997
	-
	Autonomy removal

Relatedness

Age of combination

Nationality
	When the degree of autonomy removal was high, the negative relationship between cultural incompatibility and post-combination performance was weaker while relatedness, age of the combination, and nationality were all associated with post-combination performance

	
	
	
	
	

	Weber
	1996
	0
	Autonomy removal
	Cultural differences were associated with autonomy removal which in turn was positively related to financial performance three to four years after the combination had taken place

	
	
	
	
	

	Weber & Pliskin
	1996
	-
	*
	None reported




Notes.  - = Negative impact of cultural differences on outcome variable; + = positive impact of cultural differences on outcome variable; 0 = cultural differences and outcome variables were found to be unrelated; * = no moderator variable examined.

Table 3

Key Findings of Studies Examining the Impact of Cultural Differences on Stock Market Performance

	Author(s)
	Year
	Impact of Cultural Differences
	Moderator Variables Investigated
	Relevant Finding(s)

	
	
	
	
	

	Chatterjee, Lubatkin, Schweiger & Weber
	1992
	-
	Acquirer´s tolerance of multiculturalism
	The acquirer´s tolerance of multiculturalism was positively associated with its stock market performance

	
	
	
	
	

	Datta & Puia
	1995
	-
	Relatedness
	Related cross-border acquisitions did not show any effects on stock market performance while relatedness was negatively associated with shareholder wealth 

	
	
	
	
	

	Dewenter
	1995
	0
	Hostile target maneuvering

Rival bidders

Cross-border vs. domestic M&As
	Hostile target maneuvering was associated with target shareholder wealth in cross-border acquisitions and higher than in domestic settings

The presence of rival bidders depressed target returns when the acquirer was foreign while shareholder wealth was created in domestic acquisitions

	
	
	
	
	

	Eddy & Seifert
	1984
	0
	*
	None reported

	
	
	
	
	

	Harris & Ravenscraft
	1991
	+
	Industry

Domestic vs. cross-border M&As

Strength of acquirer´s home currency relative to the dollar

Cross-border vs. domestic M&As
	R&D intensive industries were found to be associated with stronger target stock market performance in domestic and cross-border cases

When an acquirer´s home currency was strong relative to the dollar, target shareholder gains were higher in cross-border than in domestic acquisitions

	
	
	
	
	

	Markides & Ittner
	1994
	0
	*
	None reported

	
	
	
	
	

	Markides & Oyon
	1998
	0
	*
	None reported

	
	
	
	
	

	Swenson
	1993
	+
	Cross-border vs. domestic M&As

Target growth rate

Target´s 

price-earnings ratio

Likelihood of competition
	Foreign firms acquired targets which were more rapidly growing and higher price-earnings ratios than targets of domestic acquirers

Foreign acquirers were less likely to encounter competition from other bidding rivals or government agencies than domestic counterparts

	
	
	
	
	

	Wansley,

 Lane & Yang
	1983
	+
	*
	None reported

	
	
	
	
	


Notes.  - = Negative impact of cultural differences on outcome variable; + = positive impact of cultural differences on outcome variable; 0 = cultural differences and outcome variables were found to be unrelated; * = no moderator variable examined.

Table 4

Key Findings of Studies Examining the Impact of Cultural Differences on Socio-Cultural Success

	Author(s)
	Year
	Impact of Cultural Differences
	Moderator Variables Investigated
	 Relevant Finding(s)

	
	
	
	
	

	Krishnan, Miller & Judge
	1997
	-
	*
	None reported

	
	
	
	
	

	Krug & Hegarty
	1997
	-
	Combination year
	Top management turnover in domestic and cross-border combinations remained equal through the third year following the acquisition while four and five years after the acquisition it was higher in cross-border settings

	
	
	
	
	

	Krug & Hegarty
	2001
	-
	Relative standing of target executives

Quality of communication
	Challenging positions with greater status, positive perceptions of the merger announcement and of the combination´s long-term effects increased the likelihood of executives to stay

Good communication was insufficient to overcome initial negative impressions of the combination

	
	
	
	
	

	Krug & Nigh
	1998
	-
	International

acquisition experience

Country-specific acquisition experience
	The negative effect of national cultural distance on executive turnover was reduced in the short term when the acquirer had international experience while in the long-term country specific acquisition experience was required to scale it down

	
	
	
	
	

	Larsson & Finkelstein
	1999
	-
	*
	None reported

	
	
	
	
	

	Larsson & Lubatkin
	2001
	0
	Nationality of acquirer
	Although domestic M&As did not differ from cross-national combinations with regard to the level of achieved acculturation, Swedish buying firms were less successful at achieving acculturation than US counterparts

	
	
	
	
	

	Larsson & Risberg
	1998
	+/-
	Cross-border vs. domestic M&As
	Cross-border M&As with highly different corporate cultures showed highest level of acculturation and a moderate level of employee resistance while in domestic combinations with highly different corporate cultures a low level of acculturation and strong employee resistance was observed

	
	
	
	
	

	Lubatkin, Schweiger & Weber
	1999
	-
	Combination year

Industry

Autonomy removal
	Cultural differences were associated with top management turnover in the first year after acquisition while in the fourth combination year the variables were unrelated

The effect of cultural differences was greater in banking than in manufacturing

Autonomy removal was associated with top management turnover in the first and fourth combination year

	
	
	
	
	

	Very, Lubatkin & Calori
	1996
	0
	Attractiveness of acquirer´s culture
	Cross-border combinations were not necessarily more stressful than domestic M&As as differences in specific value dimensions could elicit attraction rather than stress

	
	
	
	
	

	Weber
	1996
	-
	*
	None reported

	
	
	
	
	

	Weber, Shenkar & Raveh
	1996
	-/+
	Domestic vs. 

cross-border M&As
	In domestic settings corporate cultural differences were negatively associated with autonomy removal and attitudinal and behavioral variables while in cross-border M&As the effects were positive and inverse for both corporate and national cultural differences




Notes.  - = Negative impact of cultural differences on outcome variable; + = positive impact of cultural differences on outcome variable; 0 = cultural differences and outcome variables were found to be unrelated; * = no moderator variable examined.

Appendix A

Studies Examining the Impact of Cultural Differences on M&A Performance

	Author(s)
	Year
	Sample and Method
	Dimension(s) of

Cultural Differences
	Outcome and 

Control Variable(s)
	Key Finding(s)

	
	
	
	
	
	

	Chatterjee, Lubatkin, Schweiger & Weber
	1992
	30 domestic US M&As between 1985 and 1987

Survey questionnaire sent to acquired firm´s  top managers to assess cultural differences and multiculturalism of acquirer

Market model estimating stock market performance
	Perceived corporate cultural differences
	Acquiring firm´s cumulative

abnormal returns  

(-10 to +5 days around

combination announcement)

Controlling for acquirer´s tolerance of multiculturalism and relative size of acquirer to target
	Corporate cultural differences were negatively related to stock market performance of the acquiring firm



	
	
	
	
	
	

	Datta
	1991
	173 domestic U.S. acquisitions in manufacturing and mining industries between 1980 and 1984

Survey questionnaire sent to top managers of acquiring firm
	Perceived differences in management style


	Perceived acquisition performance

(Performance index)

Controlling for integration level
	Differences in management style were negatively related to post-acquisition performance of acquiring firms



	
	
	
	
	
	

	Datta, Grant & Rajagopalan
	1991
	191 domestic  U.S. acquisitions in manufacturing and mining industries between 1980 and 1984

Survey questionnaire sent  to top managers of acquiring firm
	Perceived incompatibility 

of management styles


	Perceived acquisition performance

(Performance index)

Controlling for relatedness and the degree of post-acquisition autonomy given to the target firm 
	Incompatibility of management styles was negatively associated with acquisition performance of acquiring firms




	Author(s)
	Year
	Sample and Method
	Dimension(s) of

Cultural Differences
	Outcome and 

Control Variable(s)
	Key Finding(s)

	
	
	
	
	
	

	Datta & Puia
	1995
	112 worldwide US cross-border acquisitions between 1978 and 1990

Market model estimating stock market performance of acquiring firm
	National cultural distance

(Hofstede index high vs. low)


	Acquiring firm´s cumulative 

excess returns

Controlling for relatedness 

(high vs. low) 

and 

various time periods surrounding the acquisition announcement 

(-1, 0; -5, +5; -10, +10; -15, +15; -20, +20; -30, +30 days)


	Acquisitions belonging to high cultural distance sub-group showed negative cumulative excess returns for all time periods except the first (-1;0)

For the low cultural distance group stock market performance remained stable across all time periods



	
	
	
	
	
	

	Dewenter 
	1995
	294 US domestic and 90 US cross-border acquisition targets between 1978 and 1989 with acquirer and target being related

Market model estimating stock market performance of target firm
	Domestic vs. cross-border comparison
	Cumulative abnormal returns

of target firm

Controlling for industry, hostile maneuvering of target, rival bidders, and method of payment 
	The target´s stock market performance in cross-national acquisitions did not differ from the one in domestic settings with shareholder wealth gains around zero



	
	
	
	
	
	

	Eddy & Seifert
	1984
	723 US domestic and 90 worldwide US cross-border acquisitions between 1972 and 1977

Security market data calculating security returns of acquiring firms
	Domestic vs. cross-border comparison
	Security returns around

combination announcement

(Acquiring firm´s stock prices

 and dividends) 

Controlling for relatedness, size of acquirer, financial leverage, and dividend payout record
	Security returns of domestic acquirers did not differ from firms acquiring cross-nationally

	
	
	
	
	
	


	Author(s)
	Year
	Sample and Method
	Dimension(s) of

Cultural Differences
	Outcome and 

Control Variable(s)
	Key Finding(s)

	
	
	
	
	
	

	Harris & Ravenscraft
	1991
	2877 US domestic and 472 worldwide US cross-border acquisitions between 1976 and 1989

Market model estimating stock market performance of target firm and use of US database to obtain annual average bid premiums
	Domestic vs. cross-border comparison
	Target firms´ cumulative abnormal returns for two periods of time around combination announcement 

(-20, +4 and -3, +1 days)

Average bid premiums

Controlling for relatedness, industry, method of payment, multiple bids, acquirer´s prior US experience, R&D expenses, total selling expenses, tax regulations, and deviation of acquirer´s home currency from US dollar 
	Target´s cumulative abnormal returns and average bid premiums in cross-border acquisitions were higher than in domestic settings



	
	
	
	
	
	

	Krishnan, Miller & Judge
	1997
	147 domestic U.S.  acquisitions between 1986 and 1988

Company survey of consolidated firms with data obtained from corporate reports and databases
	Top management complementarity


	Post-acquisition performance of consolidated organization

(Return on assets)

Top management turnover

Controlling for relatedness, prior organizational performance, and 

relative size
	Top management complementarity was positively associated with post-acquisition performance of the consolidated organization 

Top management complementarity was negatively related to top management turnover

	
	
	
	
	
	

	Krug & Hegarty
	1997
	102 domestic and 168 cross-border acquisition targets in the US between 1986 and 1988

Company survey based on register of corporations, executives, and directors
	Domestic vs. cross-border comparison
	Target´s top management turnover in each of the five years following the acquisition

Controlling for size of target firm
	Four and five years after the acquisition the top management turnover in cross-border settings was higher than in domestic acquisitions

	
	
	
	
	
	


	Author(s)
	Year
	Sample and Method
	Dimension(s) of 

Cultural Differences
	Outcome and

Control Variable(s)
	Key Finding(s)

	
	
	
	
	
	

	Krug & Hegarty
	2001
	70 domestic and 130 cross-border acquisition targets in the US between 1986 and 1989

Survey questionnaire sent to target´s top managers which stayed with the target (“stayers”) or left it (“leavers”) six years after acquisition 
	Domestic vs. cross-border comparison 
	Probability of top managers to stay vs. leave

Differences in top managers perceptions with regard to the decision to stay vs. leave

Controlling for hostility of acquisition, publicly traded targets, pre- and post-acquisition growth, and management level of executives
	Executives were more likely to depart when their firm was acquired by a foreign firm than in domestic settings



	
	
	
	
	
	

	Krug & Nigh
	1998
	103 US cross-border acquisition targets between 1986 and 1989 

Company survey of target firms based on register of corporations, executives, and directors
	National cultural distance

(Hofstede index)
	Target´s top management turnover  rates one, three, and six years after acquisition

Controlling for integration level, international and US acquisition experience of acquirer, and pre-acquisition performance of target
	National cultural distance was related to executive turnover of target firms one and three years after acquisition



	
	
	
	
	
	

	Larsson & Finkelstein
	1999
	Case studies of 45 domestic and 16 worldwide cross-border M&As between 1959 and 1989 

Case survey
	Perceived management style dissimilarity

Domestic vs. cross-border comparison
	Perceived synergy realization

Employee resistance

Degree of organizational integration

Combination potential

Controlling for relative size of

target to acquirer
	Management style dissimilarity was associated with employee resistance and negatively related to the degree of organizational integration

Cross-border combinations were associated with higher combination potential but created employee resistance and were negatively related to the degree of organizational integration



	Author(s)
	Year
	Sample and Method
	Dimension(s) of 

Cultural Differences
	Outcome and

Control variable(s)
	Key Finding(s)

	
	
	
	
	
	

	Larsson & Lubatkin
	2001
	38 domestic and 12 worldwide cross-border case studies of M&As between 1959 and 1988

Case survey
	Domestic vs. cross-border comparison

Nationality of acquirer 

(US vs. Swedish)
	Perceived degree of achieved acculturation between joining firms

Controlling for autonomy removal, social controls, relatedness, relative 

size of target to acquirer, and year of combination
	Domestic M&As  did not differ from cross-national combinations with regard to the level of achieved acculturation



	
	
	
	
	
	

	Larsson & Risberg
	1998
	Case studies of 45 domestic and 16 worldwide cross-border M&As between 1959 and 1989

Case survey
	Perceived corporate

cultural differences 

(high vs. low)

Domestic vs. cross-border comparison
	Degree of acculturation

Employee resistance

Synergy realization

No control variables reported
	Cross-border M&As with highly different corporate cultures showed highest level of acculturation and synergy realization while employee resistance was moderate

Domestic combination with highly different corporate cultures showed a low level of acculturation, the strongest employee resistance and  a low degree of synergy realization

	
	
	
	
	
	

	Lubatkin, Schweiger & Weber
	1999
	69 related domestic acquisition targets in the US between 1985 and 1987

Survey questionnaire sent to target´s top managers to assess cultural differences and three years later to human resource officers to determine executive departure rate
	Perceived corporate cultural differences
	Target top management turnover in first and fourth year after combination had taken place

Controlling for perceived autonomy removal, relative size, and industry
	Corporate cultural differences  were positively related to target top management turnover in the first year after acquisition




	Author(s)
	Year
	Sample and Method
	Dimension(s) of 

Cultural Differences
	Outcome and

Control Variable(s)
	Key Finding(s)

	
	
	
	
	
	

	Markides & Ittner
	1994
	276 US cross-border acquisitions between 1975 and 1988

Market model estimating stock market performance of acquiring firms
	National cultural distance

(Four Hofstede dimensions included separately)
	Acquiring firms´ cumulative 

abnormal returns around combination announcement

(-1,0 days)

Controlling for relatedness, equity stake vs. full acquisition, method of payment, relative size of target to acquirer, tax regulations, strength of US dollar, acquirer´s prior international experience, income, and profitability, English speaking target country, stock market returns in US and target country, and differences between US hourly wages and those in target country 
	None of the different dimensions of national cultural distance was related to shareholder wealth of the acquiring firm



	
	
	
	
	
	

	Markides & Oyon
	1998
	236 US cross-border acquisitions in Canada and Europe between 1975 and 1988

Market model estimating stock market performance of acquiring firm
	National cultural distance

(masculinity dimension only)
	Acquiring firms´ cumulative abnormal returns for two time periods around combination announcement 

(-1,0 and -1,+3 days)

Controlling for variables shown in Markides & Ittner (1994) summary
	Masculinity was not related to the stock market performance of acquiring firms

	
	
	
	
	
	

	Morosini, Shane & Singh
	1998
	52 European cross-border acquisitions between 1987 and 1992,  in which either the acquirer or the target was Italian

Survey questionnaire sent to acquiring top managers and field-based interviews with acquiring managers
	National cultural distance (Hofstede index)
	Performance of 

consolidated organization

(Sales Growth)

Controlling for relatedness, target size, integration strategy,  year of acquisition, and industry
	National cultural distance was positively related to post-acquisition performance of the acquiring firm




	Author(s)
	Year
	Sample and Method
	Dimension(s) of 

Cultural Differences
	Outcome and

Control Variable(s)
	Key Finding(s)

	
	
	
	
	
	

	Schoenberg
	1996
	124 European cross-border acquisitions between 1988 and 1990

Survey questionnaire sent to top managers of acquiring firms


	Perceived differences in management styles
	Perceived acquisition performance

(Performance index)

Controlling for relative organisational size of target to acquirer, prior acquisition profitability of target, relatedness, previous acquisition experience, industry,

and integration type 

(“preservation”  vs. “symbiosis”)
	Differences in management styles were negatively related to acquisition performance of the acquiring firm



	
	
	
	
	
	

	Swenson
	1993
	477 US domestic and 226 US cross-border acquisition targets between 1974 and 1990 

Market model estimating stock market performance of target firm
	Domestic vs. cross-border comparison
	Target firms´ cumulative abnormal returns around combination announcement

(-1,0 days)

Controlling for competitive bids, hostile acquisitions, industry, price-earnings ratio, debt-equity ratio, interest payments as percentage of sales prior acquisition, growth of respective targets in years preceding takeover
	Cross-border acquisitions generated more target shareholder wealth than domestic ones

	
	
	
	
	
	

	Very, Lubatkin & Calori
	1996
	36 domestic and 70 cross-border M&As in Europe between 1987 and 1989

3x2 sampling design (British acquiring British or French; US acquiring British or French; French acquiring British or French) 

Survey questionnaire sent top managers of target firms
	Domestic vs. cross-border comparison

Acculturative stress dimensions

 (Value differences between normative ideal and reality)


	Perceived post-

combination performance

(Performance index)

Acculturative stress

Controlling for relatedness, administrative involvement, and relative size of acquirer to target


	Cross-border combinations were not more stressful than domestic M&As


	Author(s)
	Year
	Sample and Method
	Dimension(s) of 

Cultural Differences
	Outcome and 

Control Variable(s)
	Key Finding(s)

	
	
	
	
	
	

	Very, Lubatkin, Calori & Veiga
	1997
	108 European cross-border M&As between 1987 and 1989

3x2 sampling design (British acquiring British or French; US acquiring British or French; French acquiring British or French)

Survey questionnaire sent to top managers of target firms
	Perceived corporate 

cultural incompatibility
	Perceived post-combination performance of target

(Performance index)

Controlling for autonomy removal, relative size of acquirer to target, relatedness, age of the combination, and nationality of target (British vs. French)
	Corporate cultural incompatibility was negatively related to the target´s post-combination performance



	
	
	
	
	
	

	Wansley, Lane & Yang
	1983
	39 US domestic and 164 US cross-border acquisition targets between 1970 and 1978

Market model estimating stock market performance of target firm
	Domestic vs. cross-border comparison
	Target firms´ cumulative abnormal returns at various points in time around combination announcement

(-10 days before, on the announcement day and 40 days after)

Controlling for relatedness and method of payment
	Cross-border acquisitions created more target shareholder wealth than domestic takeovers



	
	
	
	
	
	

	Weber
	1996
	73 domestic US M&As in banking and manufacturing between 1985 and 1987

Survey questionnaire sent to top managers of target firms
	Perceived corporate 

cultural differences
	Financial performance of target firm

(Increase in return on assets)

Perceived integration effectiveness

Top management commitment

Autonomy removal

Controlling for industry, relative size of target to acquirer, friendliness of combination, and relatedness
	Corporate cultural differences were not related to financial performance of the target firm while being negatively associated with integration effectiveness and top management commitment 




	Author(s)
	Year
	Sample and Method
	Dimension(s) of 

Cultural Differences
	Outcome and

Control Variable(s)
	Key Finding(s)

	
	
	
	
	
	

	Weber & Pliskin
	1996
	69 domestic US M&As between

1985 and 1987

Survey questionnaire sent to top management team of consolidated organization
	Perceived corporate 

cultural differences
	Perceived merger effectiveness (operations, production, marketing, R&D, and personnel)

Controlling for industry, and the extent of information system integration
	Corporate cultural differences were negatively related to merger effectiveness of the consolidated organization



	
	
	
	
	
	

	Weber, Shenkar & Raveh
	1996
	8 domestic and 8 cross-border M&As with US targets between 1985 and 1987

Survey questionnaire sent to target´s top managers
	Domestic vs. cross-border comparison

Perceived corporate cultural differences

National cultural distance

(Hofstede index)


	Perceived autonomy removal

Perceived stress

Attitudes towards cooperation 

Negative attitude towards 

new organization

Commitment

Cooperation with acquirer


	In domestic settings corporate cultural differences are associated with less autonomy removal of target, increased stress, less attitudes towards cooperation and a negative attitude towards the new organization, less commitment and decreased actual cooperation with the acquirer

In cross-border settings corporate cultural differences were found to be beneficial as the relationship of corporate cultural differences to autonomy removal and the attitudinal and behavioral variables was inverse to the effects found in domestic settings

National cultural distance had similar beneficial effects as it was associated with less stress, attitudes towards cooperation, less negative attitudes towards cooperation, and increased commitment and cooperation with the acquirer
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