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1. Introduction

1. WHY A BOOK ABOUT EMOTIONS IN
MERGERS AND ACQUISITIONS IS NEEDED

Emotions play a crucial role in everybody’s life. They are always present,
they enrich experiences, challenge and make us feel alive. Over the last few
decades, emotions have been studied in different disciplines. Psychologists,
sociologists, anthropologists, philosophers, brain researchers, neurobio-
logists and neurophysiologists approached this subject from diverse per-
spectives and agreed that emotions strongly influence human thinking
and acting.

While mainstream management literature is still on a ‘rational’ track
that disregards emotions, some recent developments recognize the import-
ance of addressing emotions in organizations. The same is true for merger
and acquisition (M&A) literature. Day-to-day perceptions confirm that
mergers and acquisitions are highly emotional life events for all those
affected. But only after years of ‘merger mania’, combined with high failure
rates (about 70 per cent of all mergers fail to reach their initial goals), has
the importance of focusing on ‘soft’ issues been acknowledged. Never-
theless, even within the people-oriented stream of M&A literature, emo-
tions as such are still underresearched. Emotions are mentioned in the
context of the so-called ‘merger syndrome’, but they are almost never
studied explicitly.

1.1.1 'Why Should Managers Learn about Emotions?

Considering the high M&A failure rates, which are often combined with
personal human tragedies, managers have to ask themselves: what can
leaders do to make a merger or an acquisition a more successful and a more
pleasant experience for all those affected? The present book was inspired
by this highly relevant question, which has only received limited attention
in current M&A literature.
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1.1.2 Some Critical Questions which will be Addressed in this Book

Before providing an answer to the question how to manage emotions in
order to integrate successfully two or more organizations, some other ques-
tions have to be answered:

e Why do mergers fail so often to reach their strategic and financial
goals?

e Why are changes related to mergers and acquisitions such emotion-
ally challenging events?

e What are emotions, actually?

e Which kinds of emotions are experienced in post-merger integration
stages?

e How to deal with them?

e How does managerial behaviour and communication influence emo-
tions of employees?

e Why do employees’ emotions count? What impact can employees’
emotions have on M&A outcomes?

e Do positive or negative emotions contribute more to an efficient
and successful merger process? Can consciously ‘installed’ negative
emotions, such as fears and feelings of uncertainty and stress, make
M&As more efficient?

e Why not just ignore emotions, and behave like ‘rational” grown-ups?

These and many similar questions will be answered in this book.

1.2 M&As AND MANAGEMENT CHALLENGES

Mergers and acquisitions (M&As) have dominated business headlines and
the world economic scene for more than two decades (Buono et al., 2002).
There were five major waves of mergers and acquisitions in the 21st century
(Buckley and Ghauri, 2002). The last wave began at the end of the 1990s
and experienced its peak with a transaction volume of almost US$3.5
trillion worldwide in 2000. While the merger wave declined in recent years,
it seems to have risen again since 2003 (ThomsonFinancial, 2004).

Strictly speaking, only a very small number of all so-called ‘mergers and
acquisitions’ are real mergers according to the definition of ‘merger’ and
‘acquisition’. An acquisition is usually known as the purchase of more than
50 per cent of an existing target company’s stock capital, or as the complete
takeover of a factory or department which is legally dependent on another
company (Gerpott, 1993), while a merger is understood as a complete
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union or amalgamation of two or more companies in order to become a
managerially interwoven, economical and legal unity (Gabler-Verlag,
1993). Therefore, even if the two partners are considered to be equal, in
reality most of the cases are an acquisition in which one organization takes
over the control of the other (Buckley and Ghauri, 2002; Buono et al.,
2002; UNCTAD, 2000). In fact, fewer than 3 per cent of cross-border
mergers and acquisitions by number are mergers. Nevertheless the litera-
ture as well as colloquial language use the term ‘merger’ or ‘M&A’ to refer
to what is actually an acquisition (Buckley and Ghauri, 2002). This custom
is also followed in the present book.

M&As often became a high-risk form of business activity involving
the collective annual financial investment and influencing the working
lives of millions of employees. Most executives justify their decision to
merge with economic considerations (Ivancevich et al., 1987; Jansen,
2001; Marks, 1988; Oehlrich, 1999). However, in the long term it is sug-
gested that between 50 and 80 per cent of all mergers are financially
‘unsuccessful’ or at least show no significant increase in terms of financial
return (Buono et al., 2002; Cooper and Gregory, 2003; FAZ, 2000; Marks,
1988; Wirtschaftswoche, 2002).! Between one-third and one half of all
M&As fail owing to underestimated human factors (Cartwright and
Cooper, 1993a, 2000; Dannemiller Tyson, 2000; Davy et al., 1989). The
literature since the late 1980s has suggested that human aspects should be
considered of equal, if not of greater, importance in mergers and acqui-
sitions, especially if the statement, ‘Financial synergy is dependent upon
“people synergy”’ (Cartwright and Cooper 1990, p. 68) is taken seriously.
But decision makers and managers still seem largely to overlook this fact.
In other words, the reasons for failure often do not lie in the hard factors
but in the forgotten soft factors. Managers’ attitude that they are not able
to manage those soft factors, the absence of simple models to apply, or
simply managers’ belief that human factors are not crucial for a success-
ful M&A, lead to a neglect of essential soft factors (Schuler and Jackson,
2001).

An increasing amount of literature recognizes that steps undertaken in
the pre-merger stage have a big influence on the success of the post-merger
phase (Appelbaum et al., 2000a, 2000b; Cartwright and Cooper, 2000;
Jansen, 2001). This book, however, does not emphasize the pre-merger
planning in general. It rather focuses on the conscious designing of com-
munication and integration processes in order to approach and involve
a critical mass of employees who accept the M&A decision, support the
implementation and make its success possible. Just the awareness of
employees’ emotions, a sound knowledge of how emotions emerge and
of their potential consequences for the M&A implementation can help
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managers to prepare individuals in leading functions to better manage the
post-merger integration process.

1.3 M&As AND RESEARCH CHALLENGES

In academic as well as managerial discussions, financial, legal and strategic
factors are strongly emphasized. Most M&A studies measure success in
economic terms only, and therefore the greater part of literature does not
even mention human factors. Most research studies and the majority of
M&A decision makers follow this track. Their decisions are thus overtly
motivated, evaluated and justified by economic aspects, ignoring culture
and people-related issues (Ivancevich et al., 1987, Marks, 1988).

For a long time the rather small amount of published psychological/
behavioural research on mergers and acquisitions was widely criticized for
being fragmented and limited whereas M&A reality was supposed to be a
complex phenomenon. This literature was also criticized for having ‘con-
tributed little of substance to the acquisition debate’ (for example, Buono
et al., 1985; Hunt, 1988). However it has to be pointed out that, after
decades of forgotten human factors in M&As, the importance of soft
factors seems to be increasingly recognized. This trend started in the late
1980s and is reflected by a rising number of studies since 1990 concerning
the human factor in mergers and acquisitions. These studies typically
focus on issues such as the compatibility of organizational cultures,
employee expectations, the impact of uncertainty and stress on job sat-
isfaction, psychological contract, motivation, commitment and loyalty,
unproductive behaviour, absenteeism rates, lower morale and acts of sab-
otage (for example, Bruckman and Peters, 1987; Buono and Bowditch,
1989a; Buono et al., 2002; Cartwright and Cooper, 1990, 1993b; Cooper
and Finkelstein, 2004; Hall and Norburn, 1987; Hubbard and Purcell,
2001; Jemison and Sitkin, 1986; Schuler and Jackson, 2001; Siu et al.,
1997; Werner, 1999).

For many psychologists, sociologists, neurobiologists and brain
researchers alike, it seems to be evident that emotions play an important
role in human thinking and acting (for example, Ciompi, 1999; Elster, 1999;
Frijda, 1986; LeDoux, 1998; Martin, 1998). Over the last few years, general
management literature has also shown increasing interest in emotions.

Over the previous 60 to 70 years research of affects at the workplace
had not progressed significantly. While progress had been rather slow and
episodic over all those years, development seems to have been more rapid
recently. ‘Objectively, emotions matter because many forms of human
behaviour would be unintelligible if we did not see them through the prism
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of emotion’: with these words Elster (1999, p. 404) makes a claim for every-
one in management to study emotions. Indeed, organizations are increas-
ingly considered to be ‘emotional arenas’ (Fineman, 2000), and emotions
develop into a kind of a subdiscipline in the study of work and organiza-
tions. An increasing movement towards a more ‘passionate’ management is
discernible now (Krell and Weiskopf, 2001). Applied psychologists are
increasingly studying the relations between emotions and motivation
(Pinder, 1998), the consequences of affect and mood at work (for example,
Bartel and Saavedra, 2000; Herriot, 2001; Weiss et al., 1999) and emotional
contagion: the ‘catching’ and passing on of emotions (Doherty, 1998;
Verbeke, 1997). More popular management literature comes up with
‘emotionalized’ issues such as workplace envy, intimacy, sexual harassment
and stress (Fineman, 2000). One of the most fashionable topics among
organizational consultants and psychologist is ‘emotional intelligence’
(Abraham, 1999; Goleman, 1995; Goleman et al., 2002b). Emotionally
intelligent individuals are supposed to be better and more successful
leaders. As emotional intelligence is believed to be a skill one can learn, for
a few years now, management training has been mushrooming in the USA
and in Europe. Another area of concern in the organizational context is the
emotional-aesthetic experience (Wasserman et al., 2000). People are influ-
enced by the places and objects around their work place. Machines, office
layouts, colours, noise, music, task activities, food and so on are sources of
emotional experiences because they trigger — through all senses — ‘feelings
of “rightness”, discord, warmth, harshness or alienation’ (Fineman, 2000).
Major management symposia, conferences, publications and web-based
discussions are now incorporating emotions in their programmes. On
bookshelves we find titles such as: ‘Emotions in the Workplace” (Kluger
and Rafaeli, 2000), ‘Emotional Impact: Passionate Leaders and Corporate
Transformation’ (Channer and Hope, 2001), “The Emotionally Intelligent
Workplace’ (Cherniss and Goleman, 2001), ‘Applying Emotional Intel-
ligence in the Workplace’ (Cooper, 1997), ‘Emotion in Organizations’
(Fineman, 2000), ‘Primal Leadership: Realizing the Power of Emotional
Intelligence’ (Goleman et al., 2002b), ‘Emotions at Work’ (Herriot, 2001)
and many more.

Though several disciplines, including recent management literature,
consider emotions a crucial factor in human behaviour, it comes as a
surprise that the M&A literature is still largely neglecting these issues.
Only a few recently published studies incorporate emotions (Fugate et al.,
2002; Kiefer, 2002b). This is in sharp contrast to day-to-day perceptions
and to reports which recognize that mergers and acquisitions elicit deep
emotions such as irritation, anger, aggression, frustration or anxieties
about losing career opportunities or even one’s job. Negative M&A -related
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emotions and desperation may sometimes even lead to suicides (Buono
and Bowditch, 1989a).

Some managers intuitively know how to cope with such emotions of
employees. Others do not either because they do not know how they could
positively influence employees’ emotions or because they are completely
unaware of others’ emotions. The impact of various styles of managerial
communication and behaviour on employees’ emotions during the M&A
process is still unclear. Cognitive appraisal theorists assert that the central
nervous system of individuals needs to be exposed to internal stimuli (that
is, thoughts) and/or external stimuli (someone else’s statements or behav-
iour) in order to evaluate those stimuli. Depending on the relevance,
urgency or danger of the stimulus for the individual, the brain is more or
less activated. This leads to a physiological state, called ‘emotion’, which is
linked to a certain readiness to act. We deduce that employees’ perception
of managerial communication and behaviour constitutes a stimulus for
employees. Therefore we suggest that managerial stimuli will have an
influence on emotions of employees and on their disposition to react and
contribute during phases of major organizational changes. Consequently it
is imperative for managers to realize how their words and behaviour will
have an impact on co-workers’ emotions and employees’ ‘natural’ way to
react. With this awareness it will be easier to guide communication and
integration processes towards success for all parties.

Against this background, which is determined by (a) the fact that
mergers and acquisitions are highly emotional events for all those affected,
(b) the suggestion from several disciplines that emotions are a crucial factor
in human behaviour, (¢) rather low levels of awareness regarding the role of
emotions in organizations in general, and (d) an unconsolidated literature
base on emotions in M&As, it is considered important to provide updated
theoretical and empirical insights.

1.4 OBJECTIVES AND CONTRIBUTION

The work we have carried out focuses on employees’ emotions after the
announcement of the upcoming organizational changes; that is, in the
post-M&A phase. Some statements regarding the ‘merger syndrome’ (for
example, Appelbaum et al., 2000b; Marks and Mirvis, 1997b) assume that
managers’ behaviour and communication styles in the post-merger inte-
gration process might have an influence on employees’ emotions. Therefore
the intention is to examine theoretically and empirically the connections
between employees’ emotions, managerial behaviour and communication
styles, and M&A outcomes.
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Specifically the objectives and the contribution of the present book are
as follows:

1. to create awareness of emotions in mergers and acquisitions;

2. to introduce emotions in M&A literature by providing a comprehen-
sive conceptual framework that is able to explain the connections
between management of emotions and M&A success;

3. to present ‘toolkits’ for emotions measurement in M&As which can
guide managerial decision making;

4. to analyse four different M&A cases and to draw conclusions regard-
ing which managerial behaviour and communication style triggers
which kinds of emotions in employees;

5. to describe which effects these employee emotions have on certain
M&A outcomes.

1.5 ORGANIZATION OF THE STUDY

In order to achieve the objectives mentioned above, the work will start with
a conceptual background which helps to promote a broader understanding
of current literature in the field and which ends with the development of a
conceptual framework. Part I presents the empirical project with its result,
followed by a discussion of the findings.

Part I provides the conceptual background on M&As and emotions
(Chapters 2-4). It starts with a literature review regarding merger and
acquisition processes (Chapter 2). After an introduction to the phenome-
non of M&As and its crucial soft factors, the ‘merger syndrome’is analysed.

The emotional turmoil of post-merger integration, mentioned in the
context of the merger syndrome, stems largely from the fact that members
of the merging organizations have to cope with a change of their social
identities. Social identity theory helps to explain group formation processes
and group identities, as well as emotions felt towards the own group
(ingroup) and other groups (outgroups). Since mergers and acquisitions
are highly emotional processes of group formation and changing group
identities, social identity theory will be used as background for a deeper
understanding of merger integrations and the role of emotions in the
context of social identities. This will be the content of Chapter 3.

Chapter 4 deals with emotions in post-merger integration. The first
section, on theoretical bases, defines emotions and describes how they
emerge. Different perspectives on emotions will be presented by discussing
their relation to rationality and by giving an overview of current emotion
theories. In this context, cognitive appraisal theory of emotion will be



8 Introduction

adopted as the theoretical background for the present work. The following
section analyses current M&A literature with respect to emotions. Based on
cognitive appraisal theory of emotions, section 4.3 views managerial com-
munication and behaviours in M&As as causes of employees’ emotions.
Section 4.4 relies on social identity theory and explains some specific M&A
outcomes as a function of emotions. As a result of the literature review, a
conceptual framework of the role of emotions in the M&A process will be
developed in section 4.5.

Part II of the work is devoted to empirical M&A case studies. Chapters 5
and 6 present the goals, procedures, methods and the sampling frame. The
findings of the qualitative study are presented in Chapters 7 to 10.

Part III of the book discusses the findings of the empirical study and
its limitations. It concludes with implications for future research and for
management.

NOTE

1. In these sources ‘success’ is always understood as the non-achievement of the initially
intended M&A objectives, thus the term ‘success’ usually refers to financial aims.



PART I

Understanding M&As and emotions






2. The M&A process

In this chapter the M&A process will be presented to the reader. It seems
appropriate to first explain the merger phenomenon, its motives, reasons
for failure, and to describe the stages in the M&A process (section 2.1).
After having pointed out that the often forgotten ‘soft factors’ are actually
the ‘tough’ ones which are crucial for merger success (section 2.2), the
merger syndrome will be discussed by analysing its causes, typical emotions
and its consequences (section 2.3).

2.1 THE MERGER PHENOMENON

2.1.1 Merger Mania or Mergers in Decline?

The term ‘merger mania’ has dominated business headlines for a couple of
years. One can hardly pick up a newspaper without reading of a proposed
bid or the announcement of a takeover or merger. Indeed over the last
decade, the level of M&A activities has increased substantially in size and
in frequency. Mergers and acquisitions have also increasingly stimulated
scientific publications over the last two decades.

However the merger phenomenon is not a new one. The 20th century was
characterized by five major merger waves: at the turn of the century
(1898-1902) the first merger wave witnessed an increase in horizontal
mergers and gave rise to many American industrial groups. The second
wave, between 1926 and 1939, affected mainly public utility companies. In
the third merger wave (1966-9) ‘diversification’ was the main driving force
for company mergers, while the fourth wave (1983-6) tried to reverse this
earlier focus and propagate rationalization and efficiency instead. The fifth
and biggest merger wave started around 1997 and continued until the early
years of the 21st century. This fifth merger wave had ‘globalization’ as its
motto and largely involved companies from continental Europe. The years
1997 to 2000 were all record years regarding the sums involved in mergers
worldwide. In 1998, the sum doubled with respect to the preceding year,
reaching US$2.1 trillion worldwide. In 1999, the US$3.3 trillion mark was
exceeded, and in the peak year, 2000, a total of almost US$3.5 trillion was
reached. Since 2001 this most recent merger wave has diminished

11
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Figure 2.1 Merger wave: transaction volumes worldwide, in billions US$

(see Buckley and Ghauri, 2002; Buono et al., 2002; Wirtschaftspolitik,
2000), but a new increase has been noticeable since spring 2004. Figure 2.1
indicates the transaction volumes (in billions US$) involved in M&A
activities worldwide since 1987. The recent merger wave is clearly visible.

2.1.2 Types of Mergers and Acquisitions

Mergers and acquisitions are often classified into four main types, depend-
ing on the extent to which the business activities of the acquired company
are related to those of the acquirer: horizontal, vertical, conglomerate and
concentric (Cartwright and Cooper, 1996; Nahavandi and Malekzadeh,
1993; Walter, 1985):

® Horizontal or related mergers and acquisitions combine two similar
companies in a related line of business in the same industry. This can
be the case of a merger between direct competitors.

® Vertical mergers and acquisitions unite firms from successive
processes within the same industry. They refer to organizations in a
supplier—customer relationship.

o Conglomerate mergers and acquisitions occur between companies in
completely unrelated business fields. They are often a consequence of
diversification strategies.
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® Concentric mergers and acquisitions combine organizations from
different but related industries. This often happens when an acquirer
tries to expand into other fields of business activity.

2.1.3 Why Companies Merge and why they often Fail

Motivation for M&As

There are several motives for companies to consider a merger or an acqui-
sition. The reasons mentioned most frequently are synergy effects or
economies of scale and scope. It is widely assumed that such synergy effects
would guarantee survival in an increasingly complex and dynamic envir-
onment with rising pressure from stronger competition. The unification of
companies allows for centralization and rationalization of activities which
lead to a better use of common resources (in production, administration,
sales and so on), to cost cuttings (for example, lower purchase prices due to
increased quantities) and to time saving (Buono et al., 2002; Gerpott, 1993;
Witt, 1998).

Other motives for M&A activities are based on managerial strategies
such as the objective of product diversification, of gaining access to each
other’s technology or market reach and thus increasing the market share.
The achievement of a dominant position in the industry and the power to
manipulate the rules of competition and antitrust are also frequent reasons
for M&As. Value creation for both companies (either through cost cutting
or through added value due to increased scope) is a further M&A justifica-
tion which is often mentioned, especially by the acquiring firm. For the
selling (or acquired) company the main reasons are financial problems
or succession problems (Buono ez al., 2002; Gerpott, 1993; Jansen, 2001;
Ochlrich, 1999).

Also ‘external’ factors can lead to ‘merger mania’: market conditions
that offer more companies for sale, easing regulations, increasing avail-
ability of capital, the possibility to create a monopoly or to get tax relief,
the need to share risk, the existence of complex inseparable problems
and increased specialization (Cartwright and Cooper, 1990; Jansen, 2001;
Ochlrich, 1999).

But there are also more tacit and widely unrecognized reasons which
can be put down to psychological motives. The hidden fear of obsoles-
cence, personal interests of shareholders to maximize the value of the
company (shareholder value) and management prestige, such as increas-
ing market share and restoring market confidence, are typical examples.
Furthermore bored CEOs might be looking for ‘some excitement’ or for
the satisfaction of ‘personal whims’. Egoistical needs of powerful indi-
viduals to gain collective influence, or simply the urge to follow the current
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fashion of empire building are additional motives which can be found in
literature (Cartwright and Cooper, 1990; 2000; Cooper and Finkelstein,
2004; Halpern and Weston, 1983; Hunt, 1988; McKinsey & Associates,
1988; Napier, 1989; Rhoades, 1983).

Frequent reasons for failure

The motivations for mergers and acquisitions are manifold but many end
in financial disappointment. Most M&A decisions are overtly motivated,
evaluated and justified by economic considerations (Ivancevich ez al., 1987;
Jansen, 2001; Marks, 1988; Oehlrich, 1999). Interestingly enough, precisely
these goals often are the ones that cannot be reached after the merger.
Existing data about merger failure rates significantly diverge from each
other,! but there is a recognizable trend that suggests that between 50 and
80 per cent of all mergers are financially ‘unsuccessful’ or at least show no
significant increase in terms of financial return (Buono et al., 2002; Jansen
and Korner, 2000; Marks, 1988; Wirtschaftswoche, 2002). In the literature
the term ‘success’ usually refers to financial aims and the achievement is
typically measured in turnover in relation to pre-merger times, share price
fluctuations, profit-earning ratios or productivity. However the intended
synergy effect is often not achieved (Appelbaum et al., 2000b; Cartwright
and Cooper, 1993a).

There are several assumed reasons why so many M&As fail. Under-
privileged due-diligence analyses, poor selection decisions (for example, an
overestimated purchase price paid), lack of pre-planning, strategic and
financial mismatch or incompetence, and unpredicted changes in market
conditions are only a few of the well researched merger failures related to
financial and marketing issues (Cartwright and Cooper, 1990; Fairburn
and Geroski, 1989; Hughes and Wolff, 1987; Rockness et al., 2001).

In theory and practice, however, financial factors seem to be emphasized
too heavily, and success is measured too often in financial terms only.
Although human factors are supposed to be responsible for between one-
third and one-half of all merger failures (Cartwright and Cooper, 1990;
Dannemiller Tyson, 2000; Davy et al., 1989) it is surprising that the soft
factors in M&As have attracted attention only since the late 1980s.
Frequently cited reasons for merger failure are poor communications, the
lack of any human merger plan, absence of emotional intelligent leader-
ship and thus an ad hoc reactive approach to human problems (Cartwright
and Cooper, 1990; Fox et al., 2001; Huy, 1999; Jansen and Pohlmann, 2000;
Kiefer and Eicken, 2002; Kluger and Rafaeli, 2000). In these cases ‘merger
success’ i1s measured in terms of behavioural indices like employee stress,
organizational commitment and morale, job satisfaction, mental and
physical well-being, sickness absence or fluctuation rates. Usually these
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measurable indices consist in a pre- and post-merger comparison (for
example, Cartwright and Cooper, 1993a).

2.1.4 Stages in the M&A Process

The merger process can be divided into several stages. The most common
classification is the categorization in ‘pre-merger’ (planning), ‘during-the-
merger’ (realization) and ‘post-merger (integration)’ stages (Appelbaum
et al., 2000a, 2000b; Cartwright and Cooper, 2000; Jansen and Pohlmann,
2000; Picot, 2002).

Pre-merger stage

The pre-merger stage consists of an extensive decision-making, planning
and positioning process. The decision to acquire or to merge is typically
made by a few executives only, or sometimes even by a single chairman
or CEO. After the decision on principle, the first step is the screening of
potential targets and the drawing up of a ‘hit list’ of identified potential
candidates, which generally comprises a maximum of five companies. The
two most important criteria of selection mentioned in the literature are
(a) projected earning potential and (b) strategic fit in terms of products,
markets, geographical location and so on (Cartwright and Cooper, 1990;
Hunt, 1988; Picot, 2002). This implies that the decision to merge is based
on economic and financial considerations while the ‘true’ psychological
reasons are often masked.

During the so called ‘due-diligence process’ the target is investigated in
more detail, with particular emphasis on its legal and financial health and
the potential strategic match. This process is highly confidential and is
carried by a selected team of accountants and lawyers (Appelbaum et al.,
2000a, 2000b; Picot, 2002).

First impressions on the culture of the acquisition target may come up,
but they are unlikely to influence the buying decision. As the companies
have already invested much time and money they tend to be unwilling to
pull out of a potential deal. The stage is characterized by bidding and nego-
tiations between buyer and seller and, ‘because the negotiation phrase is
almost exclusively about bargaining, the rationale and logic of the decision
to buy is never likely to be called into question’ (Cartwright and Cooper,
2000, p. 10). There are of course some exceptions, with the decision to
abandon the proposed merger or acquisition even after several months of
negotiation, but such examples are rare.

In many cases rumours start to spread abroad in this stage of the merger
and certain signs in the company indicate the changes on the horizon. For
instance, the decision to ‘freeze’ recruitment, to run down stocks or to
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suspend training programmes makes people suspicious. Usually this is a
very exhausting period for managers. Having completed the deal they
therefore often lack the energies which are actually especially needed for the
subsequent integration process (Cartwright and Cooper, 1996; Searby,
1969).

During-the-merger phase

The activities around the signing of the contracts and the official announce-
ment are defined as the ‘during-the-merger’ stage: the top managers of
both companies come together and negotiate the last details before signing
the contracts; redundancies are defined and the merger’s proclamation
planned; the announcement has to be prepared thoroughly by answering
questions such as who is going to announce the M&A, when, where and
in which form it should take place. Finally the official (written or oral)
announcement of the merger or acquisition falls within this stage (Buono
et al.,2002).

Post-merger phase

It is commonly accepted that the steps undertaken in the pre-merger stage
have a big influence on the success of the post-merger integration phase.
However, in the end, it is the integration phase that is responsible for
the success or failure of the merger (Appelbaum et al. 2000a, 2000b;
Cartwright and Cooper, 2000; Jansen, 2001).

The core assignment of the post-merger stage is the integration of the
strategic capabilities of the two companies in order to realize the poten-
tial synergies and to create the expected value added. Therefore a certain
atmosphere has to be generated that allows the transfer of resources and
skills. Managers of different hierarchical levels have to interact with col-
leagues from the partner organization. The intention is to coordinate,
adapt, change, reorganize and to set up common structures and processes
in the different business areas (Haspeslagh and Jemison, 1991; Jansen,
2001; Picot, 2002).

Effective communication and interaction between the merging partners
is an indispensable component for the creation of an atmosphere that
allows for the transfer of capabilities. This transfer and integration of
capabilities will only be successful under the conditions that both partners
demonstrate some understanding and respect for each other’s organ-
izational structures, processes and corporate culture. Furthermore the will-
ingness to cooperate and the availability of financial and non-financial
resources are crucial to enabling integration success. This explains why man-
agerial behaviour is crucial after the signing of the contract (Haspeslagh
and Jemison, 1991).
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Merger integration can happen on different levels (Jansen, 2001): the
integration of two companies on a strategic level means coordinating their
strategies, their visions, the business units and their management orienta-
tions. On the administrative level, common planning and control processes
have to be defined, accountancy and information technologies have to get
harmonized and interfaces have to be welded together. On the operative
level, the two partners have to come to an agreement regarding their future
product lines and technologies, their research projects, the geographical
location of the production sites, cost-cutting options and synergy poten-
tials. The different stakeholders’ needs have to be discussed and taken into
consideration on a so-called ‘external integration’ level. Personnel integra-
tion has to be achieved in terms of harmonization of management styles,
incentives and remunerations, personnel development, conflict manage-
ment, socialization, communication and decision-making structures and
processes. Similar to personnel integration, cultural integration is an often
forgotten but crucial factor in the integration of two companies. Cultural
integration means solving the question of how far corporate cultures
should be maintained or assimilated, according to which norms and values
the merged organization should live and work, and which messages should
be transmitted to the environment (through its corporate design, for
instance). The present study focuses on these last two forms of integration,
personnel and cultural integration because, as we have said, the human
factor is thought to be one of the most important factors in determin-
ing success or failure of a merger or an acquisition (see, for example,
Cartwright and Cooper, 1995).

2.2 THE ‘TOUGH’ ‘SOFT FACTORS’ OF MERGERS
AND ACQUISITIONS

The first subsection below reviews current M&A literature with respect to
people issues. Since cultural integration is one of the biggest soft factor
issues discussed in the context of mergers and acquisitions, subsection 2.2.2
will address the topics of cultural compatibility and cultural integration.

2.2.1 People: the Forgotten Factor in M&As?

Although human factors have not received appropriate attention in the
M&A literature for a long time, their importance has been increasingly
recognized in recent years. It appears to be common knowledge that
mergers and acquisitions often fail to reach the intended financial goals
because of underestimated human factors. It is suggested that ‘employee
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problems’ are responsible for between one-third and one-half of all merger
failures (Dannemiller Tyson, 2000; Davy et al., 1989). This does not come
as a surprise when considering that between 50 and 75 per cent of key
managers voluntarily leave acquired companies within the first two or
three years post-acquisition, and considering that the employee turnover
rates are around 60 per cent. Even in friendly and (financially) successful
takeovers, this extremely stressful experience is considered to have nega-
tive residual effects on employees’ psychological health (Cartwright and
Cooper, 2000).

The two recent merger waves are considerably different from the previ-
ous ones in terms of size, geographical spread and nature: while most of the
M&As at the end of the 1960s were of the conglomerate type, now, in
the last two waves of M&A activity, companies mostly merge with firms of
the same kind of business (horizontal or related type). The tendency of an
acquiring organization to change completely the acquired company is less
strong when the two firms work in unrelated businesses. The consequences
of conglomerate M&As thus remain mainly at the level of senior manage-
ment and do not really affect employees. In a horizontal or related merger,
however, the potential for synergies is larger, redundancies and power
games are more frequent and employees are more likely to be affected by
the merger or acquisition. As a result, the successful integration of people,
their systems, procedures, practices and organizational cultures is more
important than ever before (Cartwright and Cooper, 1995). This has
become the challenge par excellence for communication and for change
management.

It is suggested that good and informative communication between
the merging partners is an indispensable component for the creation
of an atmosphere of interaction that allows the transfer of capabilities
(Haspeslagh and Jemison, 1991). This transfer and thus the use of syner-
gies will only be successful if both partners show some understanding and
respect for each other’s organizational structures, processes, corporate
culture and emotions. The willingness to understand, to cooperate and to
create a common and better whole is considered to be as important as the
availability of material resources.

Despite increasing awareness of human factors in current studies,
according to Buono et al. (2002), understanding of the full effects of
mergers on organizations and their human resources is still limited
because relevant literature is largely pragmatic in nature. These studies are
mostly concerned with the question either of how to survive the merger or
of how to maintain organizational morale and productivity (Birch, 1983;
Sinetar, 1981; Uttal and Fierman, 1983). Current literature including the
human factor in mergers and acquisitions focuses on such aspects as
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organizational culture, whether people’s expectations are met or not, the
(in)compatibility of the two cultures, uncertainty and stress and their
impact on job satisfaction, psychological contract, motivation, commit-
ment and loyalty, unproductive behaviour, absenteeism rates, lower morale
and on acts of sabotage (for example, Bruckman and Peters, 1987; Buono
and Bowditch, 1989a; Buono et al., 2002; Cartwright and Cooper, 1990,
1993b; Hall and Norburn, 1987; Hubbard and Purcell, 2001; Jemison and
Sitkin, 1986; Kiefer, 2002a; Schuler and Jackson, 2001; Siu et al., 1997;
Werner, 1999).

Attitudes towards the job and other facets of organizational life, as well
as the process through which these perceptions and attitudes are formed,
are still less analysed (Buono et al., 2002).

Reviewing the literature of the last two decades reveals that the human
factor was often cited as the ‘forgotten factor’ in mergers and acquisitions.
This was certainly true until the 1980s. However, considering the increasing
amount of M&A literature that incorporates ‘soft factors’, it seems that
people issues can no longer be neglected. Strategic M&A preparations
require thinking about both human and financial aspects (Marks and
Mirvis, 1986). In this sense it can be questioned whether it is still appropri-
ate to call the human factor ‘the forgotten factor’. Nevertheless the impres-
sion remains that people issues are still widely neglected in practice,
although the human factors are receiving more and more attention in the
M&A literature.2 Indifference is also reflected in daily media releases which
tend to ignore the human factor when reporting mergers or acquisitions.

2.2.2 Culture Compatibility and Cultural Integration

The discussion of cultural compatibility and cultural integration of two
companies is only indirectly of interest for the study of emotions in M&As,
but, since it is a crucial ‘soft’ issue and probably the subject of one of the
most intense debates in M&A literature concerned with soft factors, it
seems appropriate to give an overview. People feel certain emotions towards
their own organizational culture and do not readily accept the perspective
of changing this identity or adopting another one (see also the discourse
regarding social identity theory in the post-merger context in section 3.2).
Hence it is worthwhile to give a brief introduction to the field of organiza-
tional culture in M&As.

Organizational culture and identity

The notion of organizational culture has raised considerable interest
during the last two or three decades and helped to stress the importance
of the human factor for organizational success. The term ‘organizational
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culture’ first appeared in managerial discourses under the narrower expres-
sion ‘corporate culture’. It was seen as playing an important role in
organizational processes, leading competitive advantage, influencing per-
formance, knowledge transfer, the internationalization of firms and other
outcomes (Irrmann, 2002).

Also M&A literature recognized the impact of organizational cultures
on M&A success. Comparing organizational culture with the concept of
‘personality’, Cartwright and Cooper declared: ‘As culture is as funda-
mental to an organization as personality is to the individual, the degree of
culture fit that exists between the combining organizations is likely to be
directly correlated to the success of the combination’ (Cartwright and
Cooper, 1993b, p. 60). Since culture clashes and collision of mentalities are
not an exception in post-merger phases, the exploration of organizational
cultures, their similarities, their compatibility and the possibilities to inte-
grate them indeed became hot topics in M&A research (Brooks and Dawes,
1999; Buono et al., 1985; Cartwright and Cooper, 1993b, 1996; Cooper
and Cartwright, 1996; Gertsen and Sederberg, 1998; Nahavandi and
Malekzadeh, 1993; Olie, 1990; Saderberg et al., 1998; Walter, 1985).

Organizational culture has been defined in manifold ways. Most of
the definitions consider organizational culture as the complex whole of
explicit and implicit patterns which are transmitted by symbols. Examples
of explicit patterns or ‘objective culture’ are visible artefacts and behav-
iours produced by the organization. This includes architecture and interior
design of the building, configuration of the offices, dress codes, established
rites and so on. Implicit or ‘subjective culture’ of an organization is based
on common experience and determines what is perceived as ‘acceptable’.
Subjective culture consists of patterns of knowledge, capabilities, beliefs,
assumptions, values, roles, expectation norms, characteristics of perceiving
the environment, expected organizational citizenship behaviour, myths,
‘language’ and similar issues (Buono and Bowditch, 1989b; Hofstede, 1980;
Nahavandi and Malekzadeh, 1993; Pettigrew, 1979; Schein, 1983, 1985).

It is remarkable that organizational culture is generally presented as a set
of values, norms, roles, assumptions and ideas that are ‘homogeneously
and unanimously shared by the entire organization (. . .) as if the organ-
ization would be a closed, homogeneous and well-defined universe whose
super-ordinate culture would dictate attitudes and behaviours to the indi-
viduals’ (Irrmann, 2002, p. 3). In such a single-culture perspective, organ-
izational culture is seen as something ‘pre-existing’ and imposed upon
employees. Researchers often assume that leaders are the (main) source
of organizational culture (for example, Schein, 1983, 1985). This is why
followers of this monolithic view of culture tend only to approach top
managers when exploring organizational cultures.
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However a company does not consist of managers only. Several studies
showed that organizational members bring their mentalities and their
social background (such as their working-class background) into the
company as well (Irrmann, 2002). The background influences people’s
perception of their own and others’ identity (Hochschild, 1983). This
explains why there are heterogeneous cultures and identities within one
organization,’ and it is in line with studies related to social identity theory:
employees, for instance, tend to identify more with the group of most inter-
action during periods of important changes than with the company as a
whole (Dahler-Larsen, 1997; Hernes, 1997; Kramer, 1991). It is hence more
realistic to talk about coexisting subcultures and subidentities and not
to refer to a single homogeneous culture when studying organizations
(Sackmann, 1992). Since the coexistence of multiculturality is neglected in
most of the M&A culture studies, in the following sections the expression
‘organizational culture’ refers to the culture of the company as a whole.

Types of organizational cultures and culture compatibility

Various researchers have tried to find explanations for the high failure rate
of M&As in cultural differences between the two companies (Buono et al.,
1985). These studies follow a monolithic approach in general and rely on
normative typologies of organizational cultures. Deshpande et al. (1993),
for example, classify organizational cultures into four categories:

1. market culture (emphasis on competitive advantage and market
superiority);

2. clan culture (emphasis on internal maintenance of commitment, cohe-

siveness, morale);

hierarchical culture (with bureaucratic structures, orders and rules);

4. adhocracy culture (creative, flexible, innovative, entrepreneurial culture).

w

Another example of classification stems from Harrison (1972) and is
cited in Cartwright and Cooper (1993b). Harrison describes the following
four culture types:

1. power culture (emphasis on power, individualism, valuing prestige,
autocratic government, implicit rules; motivation through personal
loyalties and fear of punishment);

2. role culture (bureaucratic, hierarchical, impersonal, predictable and
efficient culture; emphasis on formal procedures, standardization and
written rules which make employees dispensable);

3. tasklachievement culture (emphasis on team commitment, organ-
izational mission statements, customized products, work structures
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according to task requirements; offers employees flexibility, high levels
of autonomy, satisfying and creative environments that, however, can
be exhausting);

4. person/support culture (emphasis on egalitarianism, personal growth
and development; typical of communities, cooperative and non-profit
organizations).

Scientists claim that culture fit (or cultural similarity) is of equal, if not
of greater, importance than ‘strategic fit’ for a successful M&A integration
(Cartwright and Cooper, 1993b). Several researchers have therefore tried to
prove that higher cultural similarity would lead to fewer difficulties in the
post-merger integration and thus lead to a smoother and better integration
(for example, Datta and Puia, 1995).

However, when two cultures collide, they (have to) adjust to each other
to a certain extent. This phenomenon is called ‘acculturation’. In general,
the weaker company, which is usually the acquired company, adapts its own
culture more to the culture of the acquirer, which tends to be the stronger
firm after the merger (Buono et al., 1985; Nahavandi and Malekzadeh,
1993; Walter, 1985). The extent to which members of an organization are
ready to adapt their culture to the culture of the merging partner is known
as ‘acculturation mode’. The acculturation mode depends on certain
factors: on whether company members retain or abandon their own organ-
izational culture, for example, or on how far they adopt or refuse the
partner’s culture. Nahavandi and Malekzadeh (1988) first proposed the
often cited acculturation model that focuses on the adaptation and accul-
turation in mergers and acquisitions. The model consists of four possible
forms of acculturation:

1. assimilation: when the partner’s culture is perceived as very attractive;
high willingness to relinquish one’s own, old culture;

2. integration: the other’s culture is seen as very attractive, but there is no
willingness to leave one’s own culture;

3. deculturation/marginalization: the partner’s culture is not attractive, but
neither is one’s own, and therefore there is willingness to abandon the
old culture;

4. separation: the other’s culture is perceived as unattractive, and there is
no willingness to adopt it.

Underlying this model is the assumption that, whenever two compa-
nies agree on the preferred method of acculturation for the implemen-
tation of an M&A, the integration process will go more smoothly. In
contrast, when the two firms do not agree on the acculturation mode this
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can lead to tension and organizational resistance. Cartwright and Cooper
(1993b) examine the importance of the cultural fit and compatibility
for the integration of the merging companies. The authors point out that
cultural fit and cultural compatibility are different things: ‘cultural fit’
usually defines a similarity between cultures, while ‘compatibility’ in the
M&A context does not necessarily mean having a similar organizational
culture.

Cartwright and Cooper compare M&As with marriages and assume that
premarital culture type(s) influence post-merger compatibility. Comparable
to a civil marriage, in the organizational ‘marriage’, success does not only
depend on the two personalities. Similar personalities do not necessarily
match better than two different but ‘compatible’ partners. In the same way,
a successful integration of two cultures does not imply that the two cultures
are similar. The congruence or “fit’ refers to the common preference for a
certain acculturation mode to adopt after the M&A. The authors therefore
provide an analysis of compatibility in various cultural combinations,
relying on Harrison’s (1972) culture types (power, role, task/achievement,
person/support) and on Nahavandi and Malekzadeh’s (1988) acculturation
modes mentioned above.

The authors discuss the various combinations of these four types of
organizational cultures in an M&A situation where one partner dominates
and state that almost all M&A cases fall into the redesign merger type,
which is comparable to traditional marriages in which one partner is more
dominant and considered as superior. The collaborative merger type corres-
ponds to modern marriages that aim at win-win situations. The best of
both parts is unified in a new organizational culture. This is, however, a very
rare form of organizational marriage. Extension mergers are a kind of
‘open’ marriage where each partner accepts the differences of the other’s
culture without the intention to change it. This almost never happens in
practice. Cartwright and Cooper (1993b) further suggest that combinations
of role and power, role and role, and task with power, role or task are poten-
tially successful. All other combinations are potentially problematic and
sometimes even potentially disastrous. This clearly shows that a well
working ‘organizational marriage’ does not necessary require similarity of
the two organizational cultures, but cultural compatibility or agreement on
the same sort of ‘marriage’.

Cultural integration in the post-merger stage

In order to realize the potential synergies and to create the expected value
added after an M&A, the two companies’ duty is to coordinate, adjust,
reorganize and set up common processes and systems, like production
systems, technologies, customers and sales know-how, purchase procedures
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or product lines (Haspeslagh and Jemison, 1991; Jansen, 2001; Picot, 2002).
Integration has to happen on various levels: for example, on a strategic,
administrative, operative, external, personnel and cultural level.

The cultural integration deals with the question of how far the two organ-
izational cultures should be maintained or assimilated. It tries to solve the
question of according to which norms and values the merged organization
should live and work, and which messages should be transmitted to the
environment.

Integration does not necessarily mean a complete ‘amalgamation’ of the
two companies. The degree of integration depends on various factors. One
criterion is the requirement for strategic interdependence and for organ-
izational autonomy. Accordingly we can distinguish between the three
following integration approaches (Haspeslagh and Jemison, 1991; Werner,
1999): ‘absorption’ describes the case with high strategic interdependence
and low organizational autonomy (that is, 100 per cent ‘fusion’); ‘preserva-
tion’ is given when the two companies show a high need for organizational
autonomy and for strategic interdependence. This implies a minimal adap-
tation to the partner; ‘symbiosis’ presents an intermediate integration
degree between the two abovementioned forms. It is characterized by a
high need of organizational autonomy and by a strong necessity for stra-
tegic interdependences. The three forms will be further explained in the
empirical part of the book when discussing the analysed M&A cases (see
section 9.1.1).

The degree of integration also depends on the M&A type. Related
M&As, for example, require the most integration, conglomerate the least.
Also the cultural fit plays a role: two very similar cultures will have fewer
conflicts in agreeing on a common integration mode to adopt than two
rather dissimilar cultures.

According to social identity theory, the extent of identification with
their own ingroup influences people’s commitment, the readiness to leave
one’s own culture and the willingness to adopt another identity (Doosje
et al., 1998; Ellemers et al., 2002; Terry et al., 1996; Terry et al., 2001).
Furthermore national culture (perceived culture distance) and the tempo-
ral dimension influence the degree of integration (Meschi, 1997).

One of the most important factors in how well two companies inte-
grate their cultures is the way the integration is managed. Fisher (1994)
asserts that those are the best mergers where the managers of both com-
panies take the time to thoroughly understand what they are getting into.
The leaders must be willing to create a new culture that makes use of
the best parts from both partners. In order also to convince all company
members, it is essential to be honest with employees about all aspects of the
agreements and to take some time to reassure valuable workers that their
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jobs are safe. Companies that successfully integrate after a purchase or a
merger have usually examined carefully the other’s culture already in the
due-diligence process. It is crucial that the two organizations follow an
‘intended strategy’ of cultural integration and that they are ready to spend
some time on it (Meschi, 1997). Brooks and Dawes (1999) take an opti-
mistic perspective and argue that merging institutions may gain competi-
tive advantage if they use the cultural integration in a positive way. By
extending their horizon and by matching cultural developments to the
dynamics of the environment, the merging companies can achieve signi-
ficant skills which are important success factors in a competitive market
environment.

Risberg (1997) recognizes the necessity to stimulate cultural change
too. Her suggestions focus on communication throughout the acquisition
process in order to produce and negotiate a common understanding for
ambiguities and cultural differences.

2.3 THE MERGER SYNDROME

The merger syndrome is a phenomenon first documented by Marks and
Mirvis (1985, 1986). The term describes employees’ (and managers’) reac-
tions after the announcement and in general all positive and negative effects
and consequences triggered by a merger. Usually employees of the acquired
company are more affected by the big changes. That is why the merger
syndrome is more intensively felt in the ‘weaker’ organization (Appelbaum
et al., 2000b; Hornig, 1985).

The merger syndrome is characterized by a change of identity, higher
centralization of decision making, coping with high levels of stress, formal-
ization of communications on the one side and starting of rumour mills on
the other, moving into a crisis-management mode, power games, a loss of
identity, motivation and commitment, decreased productivity, feelings of
insecurity and impotence, anxiety, mistrust and by manifold similar and
simultaneously occurring phenomena (Appelbaum et al., 2000b; Bruckman
and Peters, 1987; Dickmann, 2000; Marks, 1999; Marks and Mirvis, 1986;
Schlieper-Damrich, 2000).

The literature does not clearly distinguish between causes and conse-
quences when describing the occurrences of the merger syndrome. The
phenomena rather seem to be interdependent, and the authors confine
themselves to loosely describing the single events. In an attempt to struc-
ture the mentioned facts from literature, Figure 2.2 is designed to give an
overview of the merger syndrome. This framework is based on cognitive
appraisal theory and on the deduced propositions developed above.
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Figure 2.2 Structured summary of what different authors mention in the
context of the ‘merger syndrome’

2.3.1 Causes

The merger syndrome appears’ in domestic as well as in international
‘marriages’, within and across industries, in friendly equally well as in
hostile takeovers and independently of the sizes of the involved companies
(Marks, 1997, 1999).

Post-merger integration stages are characterized by centralization of deci-
sion making and by less communication with the employees (Appelbaum
et al.,2000b; Marks, 1988). This phenomenon is presumably due to the fact
that in the pre-merger planning stage managers are expected to maintain
strict silence on the upcoming decision, and therefore they are rather cau-
tious not to reveal too much information prior to complete implementation
(Marks, 1999).

High work load and high uncertainty and expectations tend to lead
manager teams of both companies to slide into crisis management mode.
This situation is sometimes compared to states of warfare where hard
and critical decisions are made, where the other side’s perspective and
priorities are misestimated or fully ignored, and where counterstrategies are
discussed (Marks, 1988, 1999; Marks and Mirvis, 1986).
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Employees feel as group members of their own organization and iden-
tify with their organizational culture. With the acquisition by another
company often a loss of identity occurs (Cartwright and Cooper, 2000).
Employees’ identification with their company and their commitment are
therefore likely to change after such a major intervention in organizational
life (Appelbaum et al., 2000a, 2000b; Bruckman and Peters, 1987; Covin
et al., 1996; Dickmann, 2000). The challenge for people is therefore to cope
with this change of social identity.

One of the most evident signs of the merger syndrome is heightened self-
interest. People are preoccupied with what the organizational combination
might mean for themselves as individuals, for their incomes, their careers
and their families. They develop plausible stories and also figments of
imagination about possible implications of the M&A for future benefits, on
the future location of the site and headquarters, and on redundancies.
Power games become more evident: people start to fight for their positions
and privileges, for certain projects and for ‘their’ products (Cartwright and
Cooper, 2000; Marks, 1999).

2.3.2 Emotions

The defensive, fear-the-worst response called ‘merger syndrome’ is a
normal and expected human reaction to the experience of such a major
corporate change. It is also not surprising that organization members going
through a merger or an acquisition are shaken by intensive emotions
(Appelbaum et al., 2000b; Dickmann, 2000; Marks and Mirvis, 1986). The
literature mentions different emotions in M&As. However these emotions
are only mentioned and never defined, poorly described, hardly ever
brought into context (causes and consequences) and never listed or
analysed completely.

The spectrum of emotions ranges from very ‘negative’ (or unpleasant) to
quite ‘positive’ (or pleasant). Most of the affected organizational members
feel irritated and insecure. They are not (immediately) able to see the
upcoming changes as a positive challenge. To the contrary, they see them
as a threat. There are usually not many individuals who experience joy and
pride after the announcement, and they are more likely to be found within
the acquiring organization. Lots of employees fear to lose their position,
power or even their jobs. Their anxieties slop over to their partners and chil-
dren and become also the latter’s problem (Appelbaum et al., 2000a, 2000b;
Cartwright and Cooper, 1996, 2000; Marks, 1999). The reaction to uncer-
tainty is often aggression. Employees feel overcome by a sense of helpless-
ness, degradation, impotence and worthlessness and respond with bitterness,
anger and rage against the decision makers and the acquiring organization.
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These emotions, spilling over into family life, can lead to frustration, depres-
sion and to a sinking into apathy (Appelbaum et al., 2000b; Cartwright and
Cooper, 1993a, 2000; Dickmann, 2000). Also cases of suicide are known in
situations which are perceived as frightening and hopeless (Buono and
Bowditch, 1989a).

Managers tend to isolate themselves from employees in such situations.
Sometimes this is because they do not know what to tell their staff or how
to tell them (Gutknecht and Keys, 1993; Marks, 1999). Sometimes it is
because managers are extremely stressed, or they are insecure and do not
know how to deal with employees’ emotions. Very often managers think
erroneously that reporting all the happenings to the staff will increase their
stress and so they prefer not to say anything; or they adopt a ‘trust us’
attitude regarding ‘all those details’. The fact that managers communicate
less with their employees during M&As, however, leads to doubts and
distrust. This leads of course to tensions in the relationships between
employees and supervisors (Marks, 1999).

In most of the M&A cases the buying company takes it for granted that
they are doing business better than the ‘weaker’ organization. Therefore
they impose their strategy, procedures and products on the acquired
company. People who have to accept this feel unsuccessful and react emo-
tionally (with aggression or frustration). This situation is similar in more
‘equal’ relationships when persons in a leading position meet their new
colleagues in order to find potentials for future synergies. They have to
check who produces the better products, uses more efficient processes,
works more effectively and thus who is more ‘successful’. The internal
conflicts for positions, privileges and projects lead again to emotions like
Jjealousy, mistrust and suspicion. Considering the stressful situation and
people’s high involvement and vulnerability, it is difficult to come to ‘object-
ive’ assessments and valuations. People of the ‘weaker’ company often feel
disappointed and ashamed of being judged ‘unsuccessful” and of feeling
exhausted.

When the first co-workers and friends have become redundant and have
left the company, grief spreads out among the survivors and they often feel
pity (compassion) for their colleagues and a sense of guilt. This phenom-
enon is also known as the ‘survivors’ syndrome’ (Appelbaum et al., 2000b;
Davy et al., 1989).

2.3.3 Consequences
The consequences of this emotional turmoil are decreased motivation,

lower job satisfaction and reduced commitment towards the company.
These states are expressed by reducing working input to a minimum



The M&A process 29

amount and doing work-to-rule only. Another issue is the looking around
on the market for job alternatives. The best employees start to leave the
uncertain and exhausting situation voluntarily and take the offers of other
recruiting organizations. In some cases this leads, following dismissals,
to a mass exodus. In order to cope with all these challenging events
people start to talk, gossip and distract each other from their work. This
happens especially when top-down information is not clear or considered
to be insufficient. The rumour mill starts and worst-case scenarios boom
because no news is usually decoded as ‘bad news’. The phone bills increase
while the overall job performance goes down (Appelbaum et al., 2000a;
Bourantas and Nicandrou, 1998; Cartwright and Cooper, 1993a, 2000;
Marks, 1999; Marks and Mirvis, 1986; McTigue Bruner and Cooper,
1991; Siu et al., 1997).

Information and know-how are sometimes consciously held back as a
consequence of mistrust and suspicion. In such an atmosphere cooperation
becomes difficult and good teamwork almost impossible. The partner-
organization and even co-workers are sometimes rather seen as competi-
tors than partners. The tensions in relationships between people on the
same hierarchical level inside and across the companies, and in superior—
employee relationships are likely to increase.

Managers and employees from relatively well-prepared M&As feel an
extremely high degree of stress due to the high level of uncertainty, the
increased work load and high expectations of success. Stress reactions
(symptoms of stress), decreased well-being and deteriorated health are the
consequences which appear in the post-merger months. Executive man-
agers are especially affected by this phenomenon (Baruch and Woodward,
1998; Marks and Mirvis, 1985, 1997b; Siu et al., 1997; Warr, 1994). Among
the symptoms of decreased well-being are higher blood pressure,
headaches, visual problems, tingling in arms and legs, indigestion, diar-
rhoea or frequent urination, impotence or menstrual problems, muscle
tension, sleep problems, change of eating habits, increased smoking, use
of alcohol or dependence on drugs, careless driving and proneness to acci-
dents, excessive and rapid mood swings, lack of concentration, increased
irritability and anxiety. The health risk factors are high levels of stress
(work demands and overloads), loneliness of command, periods of crises
and risks of failure. These risk factors affect all dimensions of health, that
is, physical well-being, psychological (or emotional) health, spiritual vital-
ity and ethical health. Physical fitness, social support, stress management
skills and a balanced investment in life activities are supposed to be
strengths factors which influence physical and mental well-being positively
and lead to positive long-term effects. For employees this means vitality,
low morbidity and mortality; for companies organizational and financial
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health (Campbell Quick et al., 2000; Cartwright and Cooper, 1993a, 1994,
2000; Cooper and Cartwright, 1994; Marks, 1999; Marks and Mirvis, 1986;
Nelson et al., 1995; Sparks et al., 1997).

One of the main reasons why most of those affected have difficulties
coping with the M&A is the fact that what they have perceived as their iden-
tity is being transformed into something new: the organizational culture of
both merging partners is altering. Mergers and acquisitions can therefore
be seen as a change of social identity. The following chapter will elaborate
on this perspective in more detail.

NOTES

1. According to Cartwright and Cooper (1995, p. 33), ‘estimates of merger failure rates vary
from a pessimistic 77 per cent reported by some US studies (Marks, 1988; McKinsey &
Associates, 1988) to a more optimistic 50 per cent quoted by several UK sources (British
Institute of Management, 1986; Cartwright and Cooper, 1992; Hunt, 1988)’.

2. In personal conversations with human resource consultants of different international
companies (for example, Mercer HR consulting, Watson Wyatt, PricewaterhouseCoopers)
it was confirmed that even so-called ‘HR consultancies’ are more concerned with bringing
together structures (that is, tax and pension schemes) instead of people. The reason is that
the merging clients do not want to spend money on these soft issues (conversations,
November—December 2002).

3. Organizational identity and organizational culture are sometimes implicitly, sometimes
explicitly, used as synonyms (Irrmann, 2002).



3. Post-merger integration as a change
of social identity

The social identity theory’s focus is on identity construction and group
interaction. It has been widely applied in studies of acculturation in social
anthropology, in studies of inter-group relations and specifically in man-
agement studies. The social identity theory can help us to better understand
what happens emotionally when two groups or identities (or organizations,
in the case of M&As) come into contact with each other and are supposed
to create a new common identity. While emotions in the studies of social
identity have been neglected for a long time (Greenland and Brown, 2000;
Johnston and Hewstone, 1990), recently the interest in this dimension of
social identity theory seems to have been discovered in several authors
(for example, Carr, 2001). The emergence of academic Internet discussion
groups on emotions provides evidence for a growing relevance of the topic.
Also conferences with titles like ‘Identity and Diversity in Organizations’
that call for papers regarding ‘emotions in the workplace’ (Lisbon,
Portugal, 14-17 May 2003) are not unusual any more.

For various reasons social identity theory is of particular interest here:
first, because M&A integration processes are about identity changes, group
formation and inter-group relations; second, because emotions are con-
sidered as one of the components of social identity; third, because this
theory implies a cognitive appraisal which leads to emotions; and fourth,
because social identity theory has already been applied by some authors to
the study of post-merger integration processes (Hogg and Terry, 2003;
Kleppesta, 1998; Terry et al., 2001).

This chapter is divided into four sections and starts with an introduction
to social identity theory by presenting its fundamental concepts (3.1).
The second section argues that M&As can be seen as a change of social
identity. Therefore the post-merger integration process is examined from
the perspective of social identity theory in section 3.2. Section 3.3 shows
that emotions are connected with this process. Thus the focus will be on the
affective component which has often been overlooked in social identity
theory research. The final section of this chapter (3.4) aims to work out
when it comes to positive and when to negative emotions.

31
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A later chapter (section 4.4) will refer to the social identity theory
discourses of this chapter when emotions will be discussed as cause of
changing relationships and as reasons for employees’ commitment and
identification with the newly merged company.

3.1 SOCIAL IDENTITY THEORY

The social identity theory goes back to Henri Tajfel and John Turner. Their
article ‘Anintegrative theory of intergroup conflict’ (Tajfel and Turner, 1979)
is considered to be the classical chapter of the social identity approach
(Abrams and Hogg, 1990; Tajfel, 1982). The theory plays an important role
in the field of social psychology, especially within studies of inter-group
interaction, group behaviour and the social self.

Identity can be seen as the way(s) an individual is or wishes to be known
by certain others. It means a person’s definition and description of self.
Social identity theory is based on the idea that people are divided or divide
themselves into groups, and that individuals define themselves according
to their group membership (ingroup) and in comparison to other groups
(outgroups). Social identity is hence defined as ‘the individual’s knowledge
that he/she belongs to certain social groups together with some emotional
and value[s] significance [regarding] the group membership’ (Tajfel, 1972,
p. 31). In other words, social identity is an individual’s self-conception as a
group member (Abrams and Hogg, 1990). It can therefore be seen as an
individual psychological perspective and not as a social viewpoint. It is the
individual who feels part of a social group. However, next to individual
abilities and characteristics, also ‘defining characteristics of the category’
(which can be particular beliefs, behaviours or the position in the society)
may become part of self-definition for the members of the category (Hogg
et al., 1995, p. 259).

The definition of social identity refers to the three components of group
membership, postulated by Tajfel (1978a): the cognitive, evaluative and
emotional components. The cognitive component points to the awareness
of individuals that they are part of a specific group (ethnic group, gender,
occupation, association or religion, for example). It is also responsible for
one’s ability to recognize similarities and differences among relevant stimuli
(Hogg et al., 1995). The fact that the individual is able to judge the group
and its membership as positive or negative represents the evaluative com-
ponent. The emotional component stems from the belief that the cognitive
and evaluative aspects of a group (and its membership) are accompanied
by emotions towards the ingroup as well as towards the outgroup
(Tajfel, 1978a). For obvious reasons the emotional component is of special
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interest for this work and will thus be discussed in more detail later in the
chapter.

Social identity theory relies on various concepts which will be introduced
briefly in the following.

3.1.1 Fundamental Concepts of Social Identity Theory

The concept of social categorization is also known as self-categorization
or social classification. It refers to the process through which people
assign other people and themselves to various groups. People categorize
themselves and others on the basis of perceived similarities and diff-
erences and by using abstract prototypes of member characteristics. These
prototypical member characteristics, such as religion, ethnicity, political
attitudes or interests, make categorization easier. People are not seen as
separate distinct individuals but as carriers of specific group character-
istics or prototypes. Depersonalization is one of the behavioural conse-
quences of categorization and it is applied to both ingroup and outgroup
members (Hogg and Abrams, 1988; Hogg et al., 1995; Tajfel and Turner,
1986). The accentuation of differences between groups (categories) only
occurs on those dimensions which are believed to be related to the
categorization. This implies that effects of the categorization are more pro-
nounced when the categories are important to the perceiver (Abrams and
Hogg, 1990).

Social identity theory is also inspired by Festinger’s (1954) social com-
parison theory. This theory states that people have an upward directional
drive to compare themselves with others who are similar to or slightly
better than themselves on relevant dimensions. The individual’s desire for
positive self-image or self-esteem builds the motivation for group com-
parison and evaluation (Tajfel, 1978b). Social identity theory implies that
an individual’s identity is influenced by his/her social identity which is
achieved through social comparison. Generally the comparison is between
ingroups and outgroups. The differentiation is usually based on dimensions
which are of social value and on issues in which the ingroup believes itself
to be better than outgroups. In this way the ingroup distinguishes itself
positively from outgroups and enhances its own social identity. While social
categorization stimulates the search for distinguishing features, social
comparison and the need for positive identity accentuate selected differ-
ences that favour the ingroup (ingroup favouritism). The two processes
act together and hence reduce perceived intra-group variation (Abrams
and Hogg, 1990; Hinkle and Brown, 1990). The distinctiveness theory
(see Grier and Deshpande, 2001; McGuire, 1984) goes hand in hand
with the concept of social categorization and social comparison: people
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compare themselves with others in a social environment and use their
distinct characteristics to establish that they are unique and distinctive.
Each group tries to define its distinct and clear position in the social
context. This happens by defining one’s own group as different from other
groups and one’s own group members as similar to each other but different
from the individuals belonging to outgroups.

These concepts can offer explanations for the frequent conflicts between
members of two merging companies. As long as people feel this urge to
compare their social group with outgroups, to be seen as distinctive from
others and to favour their own ingroup by creating prejudices towards
or by discriminating outgroups (Johnston and Hewstone, 1990), it is not
surprising that the ‘us versus them syndrome’ (Morosini, 1998) in post-
merger organizations as well as conflicts between the two ‘camps’ are
difficult to overcome.

3.2 POST-MERGER INTEGRATION FROM
A SOCIAL IDENTITY PERSPECTIVE

Against the background of social identity theory, identity construction and
group interaction in M&As have to be reconsidered. The theory suggests
that outgroups play a vital role in the formation of one’s social identity
(Abrams and Hogg, 1990; Hinkle and Brown, 1990). From an employee’s
perspective the original (pre-merger) organization can be seen as ‘ingroup’
and the new partner organization as ‘outgroup’. The M&A integration
process can be explained as the process of creating a common superordin-
ate identity in the perception of the employees of both organizations.
The change of identity which occurs in post-merger situations is a highly
emotional process, accompanied by stress, uncertainty and big organiza-
tional changes (for example, Cartwright and Cooper, 2000). The individ-
uals’ identities (as a holder of a certain position and as a group member of
one of the two prior organizations) are in danger of being transformed. As
a logical consequence emotions such as fear, anxiety, frustration, depres-
sion, anger and aggression may arise.

Thus social identity theory can build an interesting background for a
better understanding of post-merger integration processes. This is confir-
mend by several studies (Hogg and Terry, 2003; Kleppesto, 1998; Terry
etal., 2001).

‘Organizational identity’ and ‘organizational culture’ are often used as
synonyms, sometimes implicitly, sometimes explicitly (Irrmann, 2002).
Since organizational culture is influenced by all organizational members,
it will in any case change at the moment when the organization grows
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through a merger or an acquisition. Usually the concept of organizational
identity is not referring to the individual or subgroup identity but to the
group members’ self-conceptualization and categorization of ‘who we are’
as an organization. Organizational identity is defined as comprising those
characteristics of an organization that its members believe are central,
distinctive and enduring (Ashforth and Mael, 1996). A large amount of the
literature on organizational identity considers the existence of multiple
identities within the organization as the norm and recognizes that there
are many potential benefits as well as costs associated with multiple iden-
tities (Irrmann, 2002).

Organizational identities, similar to social or cultural forms of identities,
radically depend on the context in which they develop. Identities are
co-created in relationships with others. As Collier puts it, ‘who and how we
are depends on who we are with’ (Collier, 1994).

In the present work, ‘organizational identity’, as a synonym of ‘social
identity’, refers to the whole company after the merger. However it is
suggested that social categorization and comparison are transitory phe-
nomena (Hinkle and Brown, 1990). As each individual is a member of a
number of social groups (company, subgroups such as subsidiary, depart-
ment, team and so on), it will depend upon situational factors which
ingroup is salient compared to other groups. Indeed employees very often
identify more with their department, work team or a specific hierarchical
level. The so-called ‘primary group’ (or group of most interaction) is
often more important than the organization as a whole (Hernes, 1997,
Kramer, 1991). Hence it has to be kept in mind that organizational iden-
tities are dynamic phenomena which develop through encounters. These
encounters can take place between two (or more) merging companies,
between subidentities of the partner organization (departments or teams)
and also between the new organization as a whole and external entities.

Some authors suggest that, by becoming a member of a new group or
organization, individuals surrender some of their individuality and identity
(see, for example, Carr, 2001). However others (Hogg and Abrams, 1988;
Hogg et al., 1995; Tajfel and Turner, 1986) argue that this only corresponds
to a contextual change of their identity (from one membership to another)
rather than a loss of identity: prototypical characteristics of an organiza-
tion (such as shared norms, emotional contagion, collective behaviour and
empathy) are also assigned to the members of the organization, according
to the concept of depersonalization. By changing organization, the indi-
vidual only exchanges some of these specific prototypical characteristics
for new ones, but they are not lost.
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3.3 SOCIAL IDENTITY THEORY
AND EMOTIONS

The definition of social identity (Tajfel, 1972, 1978b)! implies a cognitive
appraisal that leads to emotions. Tajfel explicitly included the affective or
emotional significance of group membership in social identity theory. It is
known that emotions towards one’s own group tend to be positive, while
emotions towards the outgroup are likely to be negative (Gaertner et al.,
2000). Nevertheless this emotional component has largely been ignored in
theoretical and empirical developments of social identity theory (Hinkle
and Brown, 1990). Only recent publications have suggested integrating
social identity theory and research on affective processes (for example,
Brown, 2000; Greenland and Brown, 2000). The argument is that, if social
identity theory is to help in the resolution of social conflict, it must be able
to theorize how, when and why groups display dislike, hostility and other
forms of negative affect towards one another. It must be able to predict such
phenomena of negative emotion and behaviour.

Among the few studies concerned with emotions in social identity theory,
Wann and Branscombe (1995) researched the relationship between arousal
and identification on stereotyping. They found that high ‘identifiers’ with
the ingroup show stronger effects of arousal. Wilder and Shapiro (1989)
analysed intergroup anxiety and fear. Several other studies (Greenland and
Brown, 2000; Mackie et al., 2000; Nehme, 1995; Smith et al., 1999) followed
this example. Furthermore emotions like anger and contentment (Mackie
et al., 2000) and guilt (Doosje et al., 1998) became the focus of attention in
studies of inter-group relations. Although the few existing pieces of research
are rather speculative, they provide some starting points that invite further
research (Brown, 2000).

The first to be mentioned is Smith’s (1993) effort to bring social identity
theory and social emotions into one framework by explaining the phe-
nomenon of prejudice through cognitive appraisal theories. Smith explains
five major emotional states: fear, jealousy, contempt, anger and disgust.
Each of these emotions has its own antecedent conditions and very
different consequences of inter-group behaviour. For example, fear and
Jjealousy may be more typical of low-status groups, while anger and disgust
are more likely for dominant groups. This means for M&As that fear and
jealousy will be more common amongst members of the acquired company
or the weaker partner, and emotions like anger and disgust more common
amongst members of the stronger, acquiring company. Brown (2000) con-
siders Smith’s (1993) attempt to be a promising direction to pursue,
although Smith’s model still needs further specifications regarding condi-
tions under which one emotion will change into another.
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Fiske et al., (1999) made a further important contribution by pointing
out that not only the process but also the content of inter-group stereotypes
should be taken into consideration (Brown, 2000). The authors suggested
arranging the variety of positive and negative attributes of inter-group
stereotyping along two dimensions: one representing ‘competence’ which
leads to respect or disrespect, and the other dimension ‘warmth’, meaning
liking or disliking. They further proposed that stereotype content is con-
sistently related to status and interdependence: high-status groups are
more likely to be seen as competent and thus respected; groups of high
interdependence are more likely to consider each other as ‘warm’ and
thus liked. For M&As this means that an acquired firm with important
know-how is not necessarily in the weaker position. If its competencies are
higher than in the buyer organization, the bought company might be more
respected and thus in a stronger position than they would be without
those competencies. Furthermore, if the members of the two merging firms
realize that they are interdependent, they will consider the partner as
more valuable and develop more positive emotions and higher acceptance
of the M&A.

Brewer (1999) identified a number of variables which may stimulate
ingroup narcissism, outgroup derogation or worse. According to Brown
(2000), Brewer’s analysis might help to bridge the gap between differenti-
ation and dislike. Among the societal and social psychological variables are
the following:

a. societal complexity (in a merger of two ‘simpler’ companies with fewer
cross-cutting categories more inter-group hatred might be experienced
than in a merger of two more complex organizations);

b. the development of ideologies of moral superiority (the ‘legitimized’ mal-
treatment of ‘the others’ is expected to be more common in large and
depersonalized organizations);

c. the presence of superordinate goals without a corresponding super-
ordinate identity (since in such a case groups tend to view the loss of
subgroup identity aversively, it is important to create a common sense
of identity immediately after the M&A);

d. the endorsement of common values by different groups (especially
in the early post-merger stage this might enhance the desire for
distinctiveness).

When two companies merge, fear of ‘the others’ (known as inter-group
anxiety) is a frequently experienced emotion. The antecedents of inter-
group anxiety, described above, can be seen as inextricably connected with
various social identity processes (Wilder and Shapiro, 1978): Stephan and
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Stephan (1985) define inter-group anxiety as the feeling that an individual
experiences when anticipating or experiencing contact with an outgroup
member. Individuals may feel inter-group anxiety because they fear that
they will be discriminated against or that they might make an embarrass-
ing mistake. Individuals might also wish to appear egalitarian and fear that
they might unwittingly appear prejudiced. According to Greenland and
Brown (2000) and Stephan and Stephan (1985), the antecedents of inter-
group anxiety can include outgroup cognitions (stereotypes about the
members of the partner company and expectations, for example), prior
inter-group relations (a history of conflict or competition with only limited
personal experiences, for instance) and situational or contextual factors
(for example, being part of the smaller company or in situations where the
roles are ambiguous).

Stereotyping, prejudices (as a consequence of negative stereotypes) and
discriminating behaviour (as a consequence of prejudices) are phenomena
of high interest in the research of social identity (Smith, 1993). They are
common occurrences in mergers and acquisitions but hardly ever studied
in this context. Therefore it is worthwhile to familiarize the reader with the
findings of a few researchers of social identity theory who have tried to
explain the origins of prejudice and discrimination.

Until recently inter-group prejudices and the related concepts of stereo-
typing and discrimination were only considered as attitudinal constructs
without relation to emotions. Stereotypes of an outgroup are widely
defined as the perceiver’s beliefs about the group’s attributes (for example,
an outgroup can be seen as dirty, musical or lazy). These stereotypic
beliefs may be positive or negative and may be attributed to the whole out-
group or to just a few members (ibid.). While there was a large consensus
to define prejudice as an attitude towards an outgroup, these days the def-
inition of prejudice triggers more disagreement (Dovidio and Gaertner,
1986).

The whole concept of prejudice and discrimination changes if we do not
define prejudice as an attitude any more, but as ‘a social emotion experi-
enced with respect to one’s social identity as a group member, with an
outgroup as a target’ (Smith, 1993, p. 304 ). This corresponds to Zanna and
Rempel (1988), who postulated five years earlier that attitudes can be based
on emotional reactions.2 To see prejudice, not as an attitude but as a
consequence of emotional reactions, allows accepting that the range of
relevant appraisals goes beyond simple stereotypes. This also allows seeing
prejudice as situation-specific and episodic instead of considering it as a
function of general belief or attitude structures. This presents a much
richer picture of inter-group relations, of social emotions and action
tendencies than a pure attitudinal view of prejudice could offer. Despite the
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situation-specific and episodic nature of prejudice, there are relatively
general and consistent attitudes concerning particular outgroups as well
(Smith, 1993). One explanation is that outgroups which the perceiver never
met in person are cognitively represented only in terms of the perceiver’s
beliefs. Such beliefs about a group’s attributes are usually connected with
less strong emotions. These attitudes are based on general beliefs about
outgroups and exist in a relatively context-free way. They are therefore
produced whenever an outgroup is mentioned. This is consistent with
Fishbein and Ajzen’s (1975) belief-based attitude model (attitude-driven
behaviour). A second explanation for the existence of relatively consistent
stereotypes about outgroups is the fact that attitudes are generated through
episodic, emotional experiences over time (Frijda et al., 2000). The more
homogeneous the group is perceived to be and the more consistent the
emotional reactions to the outgroup are, the easier it is for attitudes to
become generalizations, stereotypes and prejudices (Smith and Lazarus,
1993). For the management of post-merger integrations this implies that
it is obliging to generate occasions where people from the two organizations
can come into contact. Once the members of the two companies meet
on a personal level and see the individuals behind the (stereotyped)
partner organization, the chances of experiencing more positive emotions
are good.

Not only research on social identity theory reveals the connection to
emotions; several M&A studies also mention emotions which arise due to
the change of organizational identity. Morosini (1998), for example, sug-
gests that, after the announcement and in the first post-merger integration
process, the ‘us and them syndrome’ intensifies because of perceived threat
to one’s own organizational identity. Next to personal threats (danger of
losing the personal work identity and work security) these ‘us versus them’
feelings are intensified by the perceived threat against one’s own organiza-
tional culture (Bijlsma-Frankema, 2001; Buono and Bowditch, 1989a;
Buono et al., 2002; Kleppesta, 1998; Olie, 1990). These emotions seem to
be more intense among members of the ‘weaker’ (acquired) organization
who feel higher levels of stress due to uncertainties and more intense
negative emotions like the fear of losing their culture and jobs, anger or
frustration (Hornig, 1985). However, members of the ‘stronger’ (and thus
‘more valuable’) company can also experience fears. Empson (2000, 2001)
distinguishes between the fear of exploitation, which is the fear of not
gaining anything from the cooperation, and the fear of contamination,
namely the fear that one’s own corporate image would be diminished
through the merger with the ‘lower-status’ company. We suppose that
negative emotions like these on both sides are responsible for the conse-
quent desire for distinction.
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3.4 CONDITIONS FOR THE CREATION OF
A COMMON SOCIAL IDENTITY

If we accept the idea that M&As imply a change of social identity, the
following question emerges: how to bring the two organizational identities
together and how to transform them into a new, common social identity.

Numerous studies relying on contact theory have focused on ways to
reduce inter-group conflicts. It has often been assumed that positive contact
between members of different groups would personalize and improve inter-
group relations, and in particular reduce negative outgroup stereotyping
and discrimination. This simple view has been challenged by later studies
which presented conflicting results (Marques, 1990): in some cases contact
did reduce hostility between the groups (Caspi, 1984), but in others it had
no effect or even enhanced negative feelings (Stephan and Rosenfield,
1978). Starting with the conclusion that contact per se is not sufficient to
produce an improvement in the relations between the two merging com-
panies, the question arises of which kinds of contact can help to improve
the relationship.

The first sociopsychological formulation of contact theory came from
Allport (1954). He suggested a number of qualifying conditions which are
necessary for successful contacts in order to improve inter-group relations
in the long term. Following Allport’s findings, a favourable outcome of
contact would be achieved if the interacting members of the two com-
panies are of equal status, are pursuing common goals and are backed by
social and organizational support. Much research has been concerned with
adding to or modifying factors on Allport’s list. Sherif (1967), for example,
supported the assumptions; Brown and Wade (1987) added the condition
that the roles of each of the groups (companies) had to be clearly defined;
Brown (1984) showed that equal status of groups only improved inter-
group relations in cooperative encounters. Consequently, if the two firms
are in competitive situations, equal status can enhance undesired compe-
tition and animosity between the two merging partners.

Research on inter-group contact has largely been ignoring social identity
theory, which proposes that outgroups can play a vital role in the formation
of one’s social identity (Marques, 1990). One of the main contributions of
social identity theory to the contact hypothesis has been to emphasize cat-
egorization processes. There are three categorization perspectives derived
from social identity theory. The first promotes interpersonal (Brewer and
Miller, 1984), the second inter-group (Hewstone and Brown, 1986) and the
third superordinate (Gaertner et al., 1989) categorization as the optimal

method for inducing positive change during inter-group contact (Gaertner
et al., 2000).
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Brewer and Miller (1984) argue, with their decategorization model, that
contact on an interpersonal level allows us to see the individuals behind the
group ‘cover’ and to perceive outgroup members in terms of their individ-
ual qualities rather than their group memberships. Several studies support
this idea (Bettencourt et al., 1992, 1997; Miller et al., 1985). Adapting this
suggestion to M&A situations, the contact at an interpersonal level would
permit the individual to see similarities, as well as differences, between their
own and the partner company. Categorization and negative stereotyping
would become superfluous.

Hewstone and Brown (1986), however, criticize the interpersonal
contact hypothesis by arguing that group memberships must remain psy-
chologically available if the positive effects of a beneficial contact should
be attributed to the outgroup as a whole. They therefore propose inter-
group categorization in which the individual’s category membership (of
the pre-merger organization) remains salient.? Under the condition that
the contact is positive (as proposed by Allport, 1954), this would have the
best effects on advantageous group stereotyping. Numerous studies have
supported this idea by demonstrating that salient group membership is
more likely to influence perceptions of the group as a whole (Desforges
etal., 1991, 1997; Van Oudenhoven et al., 1996; Wilder, 1984). Following
Greenland and Brown (2000), the members of the partner organization
should ideally see each other as ‘different but equal’ in order to reduce
conflicts between the two firms.

The third categorization model is Gaertner and his colleagues’ super-
ordinate model (Gaertner et al., 1989, 1990). It can be seen as an approach
in between the interpersonal and the inter-group perspectives. The super-
ordinate model suggests that interactions lead to a recategorization of both
ingroup and outgroup members into a larger superordinate category.
Members of the two merging firms will be able to quickly identify with the
common superordinate organization, primarily because they realize what
they have in common, and because intra-group processes will increase
attraction between the members of the whole post-merger organization.
Gaertner and colleagues have demonstrated that superordinate categor-
ization is associated with positive outgroup attitude (Dovidio et al., 1997;
Gaertner et al., 1989, 1996). However it has to be noted that all the experi-
ments have also incorporated positive inter-group interdependence
(Greenland and Brown, 2000). Transposed to the post-merger context, this
means that the perception of mutual dependence can be a crucial factor for
successful integration.

A number of criticisms can be made of categorization literature. These
include an overreliance on methodologies that have no psychological
significance to the participants (such as ad hoc experimental groups) and
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that overemphasize the differences between the categorization models
(Greenland and Brown, 2000). Gaertner et al. (2000) have therefore pro-
posed that optimal categorization should simultaneously involve salient
superordinate and subgroup categories. For a post-M&A situation this
could be interpreted as an invitation to create a common superordinate
identity, but also to establish project groups across the two companies in
order to allow for subgroup categories. The most important criticism of
categorization literature for the purpose of this project is the fact that
affective processes in categorization are neglected (Greenland and Brown,
2000). The present study aims to make a contribution in this respect.

Early M&A literature inquires whether similar pre-merger organiza-
tional cultures, under certain conditions, provided a better fit than two very
different cultures. Scholars following social identity theory presented con-
flicting results. According to the belief congruence theory (Rokeach ez al.,
1960), similarity leads to attraction (Byrne, 1971). In other words, individ-
uals prefer to socialize with individuals who are similar to themselves
(rather than dissimilar) and to be part of a group with similar group
members regarding social status, interests and so on (Nesdale and Flesser,
2001). Recalling the distinctiveness theory, which asserts that groups aim
for a clear positioning by presenting themselves as different from others, it
becomes clear that a similar partner organization might be considered as a
threat to the ingroup’s identity, while a dissimilar merging partner might
not. Studies indeed confirm discrimination against similar but not against
dissimilar outgroups (Brown and Abrams, 1986; Diehl, 1988, experi-
ment 2). These results pose serious problems for both belief congruency
theory and social identity theory. Belief congruency theory, for example, is
challenged because it predicts attraction to outgroups which share similar
attitudes. Social identity theory on the other hand is disputed because it
predicts that dissimilar outgroups are less discriminated than similar out-
groups. However similar groups are nevertheless discriminated to a certain
extent because the ingroup cannot achieve positive distinctiveness by other
means (Hinkle and Brown, 1990). Summing up, it appears that in inter-
group contacts of two merging companies similarity does not lead to
enhanced liking and attraction as is the case in interpersonal situations.
Similarities within the ingroup lead to a stronger ingroup favouritism (due
to the stronger homogeneity), while similarities between one’s own and the
partner company lead to a stronger discrimination.

Thus, following Brewer and Miller (1984) and Marques (1990), the
appropriate strategy for improving inter-group relations in the post-merger
context is (a) to avoid direct comparisons between the two companies, (b) to
de-emphasize similarities between the two companies (that is, between the
ingroup and the outgroup), and (c¢) to highlight dissimilarities within the
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two ingroups (companies) by focusing on their department or team levels
rather on the whole (old) organization.

In order to reduce categorical responding and inter-group conflicts
and extend Brewer and Miller (1984), the strategy suggested is (a) to
increase differentiation (distinctiveness of individuals within the pre-merger
company) and (b) to increase personalization by breaking down company
boundaries and by emphasizing the treatment of individuals as individuals
as opposed to pre-M&A company members. This individualization of rela-
tionships could be reached through cross-organizational projects, as well as
through social events.

The underlying hypothesis is that any aspect of contact heightening
group categorization will result in a negative inter-group effect. This
hypothesis is supported by Miller et al. (1985), Wilder (1978) and Langer
et al. (1985). Crain and Mahard (1982), however, maintain that this is not
always the case. They propose another strategy to reduce inter-group con-
flicts, namely to make more than one overlapping category salient at the
same time, so that some individuals are simultaneously members of the
outgroup on one dimension and members of the ingroup on other dimen-
sions. This is closely related to the superordinate model by Gaertner and his
associates (Gaertner et al., 1989, 1990), as discussed above.

Other situational factors besides perceived similarity are perceived rela-
tive position, perceived permeability of group boundaries and perceived
outcome (Piontkowski et al., 2000; Tajfel and Turner, 1986). Groups that
perceive themselves in a disadvantaged social position relative to outgroups
(perceived relative position) are more likely to feel higher degrees of dis-
crimination by outgroups. A merging company whose individuals share low
self-esteem relative to the merger partner shows more levels of insecurity,
and tends to protect its identity and to discriminate against the members of
the partner organization (Kleppesta, 1998). High-status partners, on the
other hand, identify themselves more readily with the new organization
created through a merger or an acquisition (Terry et al., 2001).

This means that a company’s self-image influences the perceived dis-
crimination by the M&A partner and in consequence the readiness to con-
tribute to a successful post-merger integration. Indeed M&A studies state
that generally the dominating company (the acquirer or the organization
with the higher capital involved) is more influential in shaping the newly
merged organization. Van Knippenberg and his colleagues (2002) analysed
two merging organizations (education and government) and concluded
that a dominant position in a merger is conducive to post-merger integra-
tion because it gives a sense of continuity between pre-and post-merger
identification. If the dominant position is associated with discontinuity,
this is more likely to lead to a reduced organizational integration. However
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the complex identification processes are difficult to predict because they
can lead in opposite directions (Irrmann, 2002): members of a large acquir-
ing bank, for example, tended to accept the new superordinate culture and
believed in better prospects as individuals, while the members of the
acquired bank collectively resisted this view and tended to stick to their pre-
acquisition identity (Anastasio et al., 1997). In the example of an airline
merger (Terry et al., 1996), however, members of the lower-status company
more readily accepted the new superordinate corporate identity because
they believed it gave them better personal career opportunities. In this case
it was the higher-status group members who collectively feared to lose
status and resisted change.

Perceived permeability of group boundaries is defined as a group’s
perceived possibility of participating in the activities and life of the salient
outgroup. In the case where the boundaries of the two merging companies
are perceived to be permeable, employees identify more with the newly
unified organization (Haslam, 2001; Terry et al., 2001).

Integration of the two organizations is further facilitated when the
potential outcome of the contact with the partner company is perceived,
not as threatening, but as beneficial. In the case where the result is perceived
to be valuable, integration attitudes are encouraged, while effects which are
perceived as threatening lead to separation or discrimination attitudes
(Haslam, 2001; Piontkowski et al., 2000).

In conclusion we can say that mergers and acquisitions imply a change
of identity which constitutes a highly emotional process for all those
affected. The present study builds on the following fundamental premise:
employees who demonstrate positive emotions about the merger or acqui-
sition are more likely to abandon the previous organizational identity, to
identify with the newly merged company and to show higher commitment
to the new organization. This means that positive emotions like pride, joy
and curiosity may lead to a stronger social identity in the new organization
as a whole. On the other hand, negative emotions related to the merger or
acquisition such as anxiety, anger or guilt may lead to a stronger identifi-
cation with the old pre-merger organization.

NOTES

1. Social identity is defined as ‘the individual’s knowledge that he/she belongs to certain
social groups together with some emotional and value[s] significance [regarding] the group
membership’ (Tajfel, 1972, p. 31).

2. Zanna and Rempel (1988) presented an attitude as an evaluation of an object (outgroup)
that can stem from three types of information: from beliefs about the object (for example,
beliefs about the partner organization), from the perceiver’s emotional reactions (for
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example, how the individual feels when meeting members of the merging partner) or
from the perceiver’s past behaviour. Once an attitude is formed (from any of the three
mentioned bases) it is cognitively represented and retrieved separately. An attitude can
therefore develop and differ from its initial state (Smith, 1993).

Inter-group categorization requires more than mere interaction between members of
different groups. It demands, first, that the social categories be psychologically salient,
second, that group homogeneity be perceived, and third, that behaviour demonstrates
intra-group uniformity.



4. Emotions in post-merger integration

We have already mentioned in the context of the merger syndrome that the
announcement of a merger or an acquisition can elicit deep emotions.
M&As can be considered as a change of social identity. We also explained
that the perception of one’s identity has an emotional component. The cre-
ation or change of identity is therefore always connected with emotions.
However both M&A research and research on social identity theory are still
largely ignoring the emotional component. Only very recent literature in
both fields considers emotions. In order to contribute to the closing of this
gap, it seems necessary to discuss first some theoretical bases of emotions
(section 4.1). The few noticeable exceptions of M&A studies that explicitly
focus on emotions will be summarized in section 4.2. The two subsequent
sections present M&As as a cause of emotions (4.3) and emotions as a
reason for certain M&A outcomes (4.4). In section 4.5 a comprehensive
conceptual framework will be developed which incorporates emotions. The
framework is built on cognitive appraisal theory and social identity theory
as well as the merger syndrome.

4.1 THEORETICAL BASES

The terms ‘emotion’, ‘feeling’, ‘mood’ and ‘affect’ are widely used in daily
conversations as well as in research. It would seem fair to assume that every-
body knows what these phenomena are about. However a first attempt to
define these terms showed that this is not the case (Wenger et al., 1962).
Currently there is no unanimously accepted definition, for emotions and
misunderstandings are abundant. Therefore it is useful to define what
exactly is meant by ‘emotions’ in the present work (see section 4.1.1).

One of the barriers that makes it difficult to clearly understand emotions
is the idea that an emotion, like anger or jealousy, can have an independent
presence within a person through time. We commonly speak of being ‘over-
whelmed’, ‘paralysed’ or ‘gripped’ by an emotion. In this way, the myth of
some independent outside agency is used in order to describe a contrasting
inner state. Or we personify an organ and speak of emotion as if it had
a physical location or residence, like love in the heart and envy in the bile.
In a similar way emotions are considered to have a continuous existence

46
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when we say that an emotion is ‘accumulated’ or when we talk about an
‘old’ emotion (see for example, Hochschild, 1983).

A second barrier to the understanding of emotions is the idea that,
when overcome by an emotion, individuals are led to act irrationally and
see reality distortedly. This may sometimes be the case but not always.
When a person encounters a poisonous snake, feels afraid and runs away,
for example, his/her emotion-driven action is consonant and therefore
‘rational’. For sure a certain intensity of emotions can drive people to
undertake actions they would not in the absence of emotional arousal.
However, in colloquial language, ‘acting emotionally’ is often related to
unwise and irrational behaviour and cited in the context of examples that
prove irrationality (Hochschild, 1983). Since ‘rationality’ is often opposed
to ‘emotions’ we will explain the two terms and their underlying concepts
in section 4.1.2.

Many researchers from different disciplines have studied emotions. Some
misunderstandings have appeared owing to the lack of awareness that
researchers view emotions from different perspectives. Therefore we give
below a short overview of the most influential orientations, schools and
findings in emotion literature (pp. 52-8). The main focus will be on psy-
chology because it is the discipline which showed the most intensive inter-
est in emotions over the 20th century.

4.1.1 Terminology

Emotions have been studied within various scholarly disciplines which
include psychology (see Cornelius, 1996; Frijda, 1986), sociology (see
Williams, 2001), communication studies (for example, Andersen and
Guerrero, 1998; Buck et al., 2002; Martin, 1998), anthropology (see Darwin,
1872; Mead, 1975), biology (for example, Damasio, 1994), neurobiology and
neurophysiology (LeDoux, 1996; Rolls, 1990), philosophy (for example,
Freud, 2001), ethology (Kraut and Johnson, 1979), management (for
example, Fineman, 2000; Herriot, 2001; Nippa, 2001) and marketing (for
example, Bagozzi et al., 1999; Geuens and De Pelsmacker, 1999; Hazlett and
Yassky Hazlett, 1999; Luomala and Laaksonen, 2000). This multiplicity of
perspectives on emotions attests to the complexity and ubiquity of the phe-
nomenon. It complicates attempts to categorize perspectives on emotions
and to find a useful definition. Only within psychology, for instance, there is
a large variety of differing conceptual perspectives, overlapping with other
disciplines such as cognitive sciences, physiology, anthropology and sociol-
ogy (see Tomiuk, 2000).

Across the variety of disciplines which frequently offer radically different
perspectives, even less consistency can be found in the use of terminology
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related to emotions. The lack of a consensual or classical definition of emo-
tions is attributed to various reasons. Their characterization as unplanned,
unexpected and non-rational issues makes it difficult to describe emotions
in rational terms (Parkinson, 1996). Hence the complexity of the set of
emotional phenomena leads to an unclear delineation between emotions
and related phenomena. Against this background it becomes even more
important to define some key terms which in literature are often used in
vague and confusing ways. In this book affect will be conceived as an
umbrella term, encompassing terms which describe more specific mental
processes (emotion, mood). According to Bagozzi et al. (1999), affect is
seen as a general category for mental feeling processes, rather than a par-
ticular psychological process per se.

Feeling is understood as a mental state consisting of awareness of situ-
ational meaning structure and of action readiness change at a level of mere
potentiality, mere inclination and mere plan. Feelings are monitors which
register the context of relevant concern (Frijda, 1986).

Man