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ABSTRACT

Extending earlier research on the performance of mergers and acquisitions (M&A) and the management of the post-acquisition integration phase, this paper attempts to unearth some of the process and managerial antecedents explaining acquisition performance. Despite extensive research efforts on M&A over the past decades, it has recently been argued that there is insufficient understanding of how the progress of post-acquisition integration impacts the performance of mergers and acquisitions. In essence, the post-acquisition phase has remained to a large extent a ‘black box’, out of which positive or negative performance has been observed. But what takes place within this ‘black box’? How does post-acquisition integration impact the performance of M&A? Based on an extensive study of eight acquisitions, in this paper, a grounded model of the ways in which the integration phase comes to affect acquisition performance is developed. In so doing, this paper provides a step toward an improved unearthing and opening the ‘black box’ of post-acquisition integration and its impact on acquisition performance.
INTRODUCTION
In the present era of globalisation, mergers and acquisitions (M&A) have become an increasingly favoured means of strategic, product, or market expansion for companies seeking to enhance their competitive position. However, research has shown that ensuring the success of M&A is a highly complex managerial challenge (Haspeslagh & Jemison, 1991; Larsson & Finkelstein, 1999). Studies on the performance impact of M&As on buying firms show that, contrary to expectations, M&As do not necessarily improve the financial performance of the buying firm (Oler et al., 2008; Zollo & Meier, 2008; Schoenberg, 2006; Papadakis & Thanos, 2010). In a meta-analytical study reviewing studies of the performance impact of M&A on the buying firm, King et al. (2004) conclude that regardless of whether performance was assessed using stock or accounting measures, M&As not only do not improve, but can even worsen the long-term financial performance of the buying firm. 

The downside of these studies is that they have measured the financial performance of M&As in the short to medium term. Specifically, studies employing stock market based measures typically assess M&A performance for some days or months surrounding the event (e.g. Aybar & Ficici. 2009; Gubbi et al., 2010; McNamara et al., 2008), while studies using accounting based measures typically evaluate the performance for a one-to-three year period (e.g., Krishnan et al., 2007; Desai et al., 2005; Zollo and Singh, 2004) . In contrast, studies taking a five-to-ten year-perspective tend to paint a more positive picture. Serial acquirers have been found to succeed in most of the acquisitions they undertake (Keil & Laamanen 2008). Furthermore, if performance is measured in the five-to-ten year period after the deal, only 20-25% of acquisitions seem outright failures, half of them can be deemed to have been rather successful, and up to 25-30% can be regarded as successes (Keil & Laamanen 2008). In sum, the performance impact of M&As on acquiring firms would tend to be negative in the first post-deal years, then possibly moving toward the positive in the longer-term. In other words, M&As would seem to be so complex to integrate organisationally that it takes buying firms on average five to ten years, until they are possibly able to report positive performance figures from them. Other studies have estimated this time frame at eight to twelve years (Quah & Young, 2005; Biggadike, 1979). These findings point to the inherent managerial complexity in making mergers and acquisitions successful. In other words, mergers and acquisitions (M&A) remain phenomenally complex managerial undertakings. 

Despite a wealth of interest in the study of M&A performance, most of this research has been focused on measuring M&A performance using different measuring instruments, time frames, research settings (for a review, see e.g. Thanos and Papadakis, 2012). However, the question of “how does the management of the post-acquisition integration process impact the performance of mergers and acquisitions” remains unanswered (King et al., 2004; Haleblian et al., 2009). In other words, there is a scant understanding of the process and managerial antecedents behind M&A performance. In light of the fact that the post-acquisition integration phase has repeatedly been mentioned as a key factor explaining M&A failures (Haspeslagh & Jemison, 1991; Larsson & Finkelstein, 1999), it can be argued that this is a serious research gap. Haleblian et al.’s (2009) recent comprehensive review of 300 published papers in top-tier journals further echoes the validity of this point. To use their language (p. 490) “we encourage research that explores the processes that foster effective integration”. 

In contrast, we note that the bulk of existing research appears to have considered integration as a “one-shot game”, instead of a long-term process (Barkema & Schjiven, 2008: 715). Cording et al.’s (2008) findings on the need to account for performance mediators in the integration process is a noticeable step forward. Recently, Reus & Lamont (2009) and Slangen (2006) provided empirical evidence on the mediating and moderating roles of integration capabilities and processes upon the relationship between cultural differences and the performance of international M&A. Both these scholars welcomed additional research on the influential role of the post-integration phase. Some research has taken a conceptual or qualitative approach. Gates & Véry (2003) provide a conceptual overview of the processes of value creation and value leakage following acquisitions, whereas Meyer (2008) identifies the main causes of value leakage following acquisitions. Whilst recent findings provide openings as to the ways in which individual actors, be they acquired firm managers (Graebner, 2004) or acquiring firm integration managers (Teerikangas et al., 2011) come to affect acquisition performance, we remain in lack of an appreciation of the ways in which the integration process comes to affect acquisition performance. 

It should therefore not come as a surprise that prominent M&A scholars have raised concerns as to the prevailing lack of appreciation of the factors impacting the performance and outcomes of M&A (Hoskisson et al., 1993; Hitt et al.. 1998; King et al., 2004). In their extensive meta-analytical study of research on M&A performance, King et al. (2004) identified no significant M&A performance antecedents, concluding that “additional, unknown variables may impact M&A performance”, and subsequently calling for more theory-building research on M&As, using novel methods. This issue is visible both as regards studies on M&A performance (King et al., 2004) and as regards studies on the relationship between cultural differences and the performance of cross-border acquisitions (Stahl & Voigt, 2008; Teerikangas & Véry, 2006, 2012). 
In this paper, an effort is made to address this important gap. The research question guiding our work has been: “How does the integration phase affect acquisition performance?” In contrast to the bulk of research on M&A performance having been conducted using quantitative approaches, we decided to deviate from this tradition. This aligns with the recent recommendations of Meglio & Risberg (2010, 2011) and Cartwright et al. (2012). In this paper, we thus report the findings of a large-scale inductive, qualitative study on the integration-related performance antecedents of acquisitions. Inductive approaches are particularly suited to the study of complex social processes unfolding over time (Glaser & Strauss, 1967; Eisenhardt, 1989), and thus can be considered adequate to appreciating the performance implications of post-acquisition integration. 

Based on the study of one domestic and seven cross-border acquisitions and a total of 166 one-to-one interviews, in this paper, a grounded model of the way in which the integration phase comes to affect acquisition performance is developed. In so doing, this paper provides a step toward an improved unearthing and opening the ‘black box’ of post-acquisition integration and its impact on acquisition performance. This is the main theoretical contribution of the paper. 

RESEARCH METHOD AND SETTING
The findings presented in this paper draw from a research project spanning several years, in which the challenges related to the post-acquisition integration were studied. Given the recognized need for more theory-building on M&A (Trautwein, 1990; Haspeslagh & Jemison, 1991; Greenwood et al., 1994; Larsson & Finkelstein, 1999; Schweiger & Goulet, 2000) coupled with the need to further our appreciation of the integration related antecedents of M&A performance, the grounded theory method (Glaser & Strauss, 1967; Glaser 1978, 1992, 1998, 2001) was used as the methodological basis of this study. 

The findings presented in this paper represent knowledge gathered during the research project from a total of one domestic and seven cross-border acquisitions in the US, the UK, France (2), Germany (2), Denmark and Finland made by four Finnish multinationals operating in different industrial sectors. The unit of analysis was either the acquisition of a one-site firm or a particular site in the acquisition of a multi-site firm. 

Grounded theory refers to a systematic way of doing research that is based on social reality (Glaser & Strauss 1967). The aim of grounded theory research is to develop a theory that is based on an actual problem faced by those involved in the social world (Glaser & Strauss 1967). Instead of preconceiving a research problem, detailed questions and approaches, the grounded theorist selects an area of study and by listening to the informants, begins to develop a grasp of the key issue facing these informants. The researcher guides the research effort through the use of ‘coding’, ‘the constant comparative method of analysis’, ‘theoretical sampling’ and ‘memoing’ (Glaser & Strauss 1967; Glaser 1978; 1992; 1998; 2001), as detailed below. Thus, the parallel capturing, analysis and processing of data is fundamental to grounded theory research.
The selection of acquisitions for the project was guided by the logic of theoretical sampling (Glaser & Strauss 1967; Glaser 1992; 1998; 2001), a means to guide the research in the direction best fitted to further an understanding of the emerging problem. In this respect, the aim was to gain access to a variety of acquisitions in differing industry, professional, country and organizational contexts. The research setting was thus built up during the research process instead of being fixed upfront. Diversity in one’s research setting is recommended (Glaser & Strauss 1967; Glaser 1992; 1998; 2001), as it enables moving beyond a context-specific analysis toward a conceptual understanding of the phenomenon under study. It is in this light that the research began with interviews of three acquisitions of research and development (R&D) units in Denmark, the United Kingdom and Germany made by ‘buying firm A’. These were followed by the analysis of a German-US acquisition by ‘buying firm B’, and that of a multi-site French acquisition by ‘buying firm C’. In the last stage, a US multi-site acquisition, a French site’s acquisition and a Finnish domestic firm’s acquisition by ‘buying firm D’ were studied. Interviewees’ experiences with eight other former parent firms of European and American origin were also used to inform the research findings. 
The primary source of data collection was interviews. In total, the first author conducted a set of 166 interviews with 141 interviewees. Interviewees represented middle and top managers involved in an acquisition from both the acquiring and target firms, as well as employees from the target firm’s side. Interviewing people from the target firm’s side enabled gaining feedback on the way the buying firm had handled the integration process. For each acquisition, a minimum of 10 and a maximum of 36 interviews were carried out. Generally, two thirds of these were in the target firm. Interviewees were selected based on their involvement in the acquisition using the ‘snow-balling’ technique (Graebner, 2004). An effort was made to interview persons with different departmental and hierarchical backgrounds. The manager responsible per acquisition was asked for permission for taping the interviews. As a result, half of the Finnish interviews (in all but company A), but none of the foreign interviews were taped. To counter for any loss of data, notes from non-taped interviews were written immediately following the interview. The taped interviews were transcribed, amounting to 20 to 30 pages of typed interview notes per interview. The non-taped interview notes amounted to between 5 and 15 pages of notes per interview. In total, this produced approximately 2200 pages of interview data for analysis. In addition, other slices of data used included press releases, company websites, annual reports, company presentations, company internal magazines, product brochures, company histories, documents, presentations or internal analyses about the studied acquisitions.

Fundamental to grounded theory research is the open and emergent nature of the early research process. Thus, the analysis process began with the ‘open coding’ of the initial interviews (Glaser & Strauss, 1967). Open coding refers to coding each interview ‘incident to incident’ with the aim of gradually identifying emerging categories. This not only helped develop a conceptual understanding of the studied phenomenon, but also helped steer forthcoming interviews. Following the constant comparative method of analysis central to grounded theory analysis (Glaser and Strauss 1967, Glaser 1992, 1998, 2001), new data was constantly compared against one another and against the incidents already identified. 

Gradually, as the amount of interviews increased and the identification of emerging categories began, the analysis proceeded from open coding to constantly comparing new incidents to categories, then proceeding to defining properties of each category and interrelationships between the identified categories. By so doing, categories, their properties and interrelationships began to emerge and increase in clarity. The aim was to think at a conceptual level, instead of describing the studied phenomenon. As the conceptual understanding of the topic increased, so did the depth of interviews.

In parallel, in support of the grounded theory generation, the process of memoing went on throughout the research process, as the researcher took note of emerging findings. Memoing is an essential part of a grounded theory research journey (Glaser & Strauss, 1967; Eisenhardt, 1989). Throughout the research process, the first author kept memos to trace the emerging categories, properties and interrelationships. It enabled capturing the progress of theory generation from the initial incidents, through the categories, to finally the saturated grounded theory. To support the process of constant comparative analysis, operational and conceptual memos were kept (Glaser 2001). Operational memoing refers to memos made before and after each interview. In the early stages of the research, conceptual memoing took the shape of paradoxes, contradictions and unanswered questions. The degree of conceptual memoing increased, as the research process moved on (Glaser 2001). To support the research process, during the analysis process in addition a 40-160 page report was authored for each of the eight studied acquisitions. This was a practical way to cope with the staggering amount of interview data. Finally, a 400-page final report covering all eight acquisitions was written in support of the data analysis. 

As the research moved on and per-acquisition reports were completed, the researcher’s understanding of post-acquisition integration increased, before reaching theoretical saturation. In other words, by constantly coding, memoing and comparing each incident and identified category, the researcher gradually gained a conceptual understanding of the studied topic. 
The aim in doing grounded theory research is to find a core category that explains most variation in the studied phenomenon (Glaser and Strauss 1967, Glaser 1978, 2001). Having identified it, a grounded theory is concerned with a conceptual level understanding of how the identified core category relates to other categories identified in the research process. In this study, the core category crystallized as the ‘acquisition process’. In the study of social processes, e.g. acquisitions, the core category often is the social process itself (Glaser 1998, 2001). This phase of the analysis involved the sorting of the conceptual memos and the gradual development of a theory on the nascent core category. In so doing, the categories thus far identified were related with the core category. Finally, as is typical to grounded theory research, the researcher resorted to seeing how the emerging findings fit with existing research only after the theoretical framework had been developed. It is at this stage that the formulation of a gap in extant research, as presented at the front of this paper, matured. We recognized that the acquisition process itself was a critical antecedent of acquisition performance. The following chapter will present the thus developed grounded model. 
INTEGRATION-RELATED ANTECEDENTS OF ACQUISITION PERFORMANCE
In this section, we proceed to presenting the findings that emerged from our analysis. Our analysis led us to develop a grounded model detailing the process through which the integration phase comes to affect acquisition performance, see Figure 1. This model outlines how integration-related antecedents affect acquisition performance indirectly, through their direct effect on functional mediating variables. Further, we note that the antecedents affect various measures of acquisition performance differently. 

INSERT FIGURE 1 ABOUT HERE

In the following, we proceed to detailing our model step by step. We start with the outcomes, i.e. acquisition performance. Our findings led us to highlight that instead of one metric, acquisition performance was visible with respect to numerous metrics. This argument is critical, before we move onto discussing the process through which integration-related antecedents come to affect acquisition performance. In a second section, we present ‘functional mediators’; our findings posit that integration-related factors do not have a direct effect on acquisition performance; rather, they operate indirectly through the functional mediators. In a third section, we explore the integration-related antecedents of acquisition performance. In a final, fourth stage, for each of the functional mediators of acquisition performance, we show how the integration-related antecedents impact these mediators, and thus, indirectly come to affect acquisition performance. Section five concludes the analysis.
Measuring acquisition performance

The analysis of the interview transcripts pointed to a need to distinguish between acquisition performance as measured in terms of 1) the acquired firm’s post-acquisition financial performance, 2) the buying firm’s post-acquisition financial performance traceable to the acquisition, 3) the swift and cost-effective progress of post-acquisition integration, and 4) the extent to which targets set per acquisition were met. This finding aligns with extant research, where the need to utilize a variety of variables to capture acquisition performance has been noted and recently debated (Thanos & Papadakis, 2010; Schoenberg, 2006; Meglio & Risberg, 2011; Véry, 2011).
Table 1 summarizes the performance of the studied acquisitions as measured in terms of these performance mediators. It is worth noting here that in our analysis of acquisition performance and its measures, we were focused on the interviewees’ subjective perceptions, rather than financial data. In so doing, the focus was on accounting measures of performance instead of market perceptions. As results in Table 1 illustrate, only one of the studied acquisitions, namely the Danish R&D unit’s acquisition, scored successfully on all of these four mediators of acquisition performance. All other acquisitions scored well (a + sign), rather well (a +- sign), or badly (a – sign), depending on the selected performance mediator. As a result, it seemed difficult to label the studied acquisitions ‘successful’ or ‘profitable’, as this outcome appeared to depend on how performance had been measured. This prompts the question, ‘what is going on?’, and ‘how to explain this’?

ADD TABLE 1 ABOUT HERE

Functional mediators of acquisition performance
A further analysis of the findings led us to identify what we here term the ‘functional mediators’ of acquisition performance. Indeed, we noticed that an acquisition’s performance would depend on whether the post-acquisition integration efforts led to increased performance in the 1) sales, 2) product development, and 3) production functions, paralleled with 4) enhanced organisational effectiveness in both firms. When measured against these underlying acquisition performance mediators, the aforementioned difficulty in establishing the performance and success of the studied acquisitions could be explained. Indeed, the success of the studied acquisitions along these mediators was in turn reflected in the financial performance of the acquired firm, the financial performance of the buying firm, the extent to which set targets for the acquisition had been met, and the progress and ensuing costs of the post-acquisition integration efforts. 

Managerial and process antecedents of acquisition performance

Identifying the functional mediators was a key insight, as this then helped us to develop an understanding of how integration-related process and managerial factors come to affect post-acquisition performance. The kinds of integration-related antecedents that we identified related to the behavioral, strategic, cultural and human domains of post-deal integration. More particularly, behavioral antecedents encompassed 1) the negative emotional reactions occurring post-acquisition and 2) the quality and ‘goodness’ of integration management. Strategic antecedents related to the surprises that emerged in the post-acquisition integration phase despite a seemingly successful due diligence evaluation of the acquired firm. Cultural antecedents related to 1) the extent to which attention was paid to the differences between the firms in terms of organizational and national cultures, 2) the degree of organizational fit between the firms, and 3) lacking language skills between the parties. Human antecedents reflected the prevailing levels of uncertainty and motivation in the acquired firm. By studying the impact of these behavioral, cultural, human and strategic factors on the sales, R&D, production functions and the combined firms’ degree of organizational effectiveness, it was found that the latter mediated the impact of the integration-related antecedents on the performance of the studied acquisitions, as illustrated in Figure 1 earlier.
In essence, an analysis of the studied acquisitions pointed to the fact that the successful performance of acquisitions depends on the extent to which an integrative perspective to the acquisition process had been adopted. Indeed, inattention to the behavioral, cultural, human and strategic factors present in the deal resulted in lower chances of an acquisition to reach its performance potential, however measured. In such a situation, factors unaccounted for were allowed to turn into ‘silent forces’ acting against the success of the acquisition. In sum, the silent forces present in the acquisition context were found to undermine the realization of the studied acquisitions’ performance potential. Unless these silent forces were attended to and recognised, they were free to disturb the progress of post-acquisition integration, resulting in escalated integration costs and lower acquired and buying firm financial performance. In the following, these impact mechanisms will be analysed for each of the identified performance mediators. As we proceed into our analysis, for each function, we illustrate our findings using a table summarizing the findings for all studied acquisitions as well as a figure.
Sales function. We start our analysis with the sales function. Positive post-acquisition performance in the sales organisation was found to result in 1) an increase in the acquired firm’s domestic and international sales, 2) an increase in the buying firm’s sales, and 3) the improved effectiveness of both sales organisations owing to the introduction of the other’s best practices. As illustrated in Figure 2 and Table 2, success in each of these areas was found to impact the acquisition performance metrics, i.e. the financial performance of the acquired firm, the financial performance of the parent firm, and the costs incurred in the integration efforts. However, achieving positive performance in the sales function depended on the extent to which the behavioral, cultural, human and strategic factors present in the sales function were attended to.

INSERT FIGURE 2 ABOUT HERE

As Figure 2 illustrates, behavioral and cultural factors had especially powerful negative effects on the sales organizations, in contrast to human and strategic factors bearing a lesser impact. Overall, the impact was most visible with respect to the ease of implementing post-deal changes in the sales function and in adopting target firm best practices. In particular, negative emotional reactions on either side and a lack of appreciation of differing country conditions hampered the extent to which these sales targets were reached, potentially resulting in lost sales of either firm’s products. Moreover, a poor initial organisational fit, surprises emerging from the due diligence phase, a lack of attention to the cultural dimensions of structural change, poorly-motivated employees, and badly managed post-acquisition change resulted in delays in implementing either firm’s best practices in the other, in turn reflected in escalated integration costs. Negative emotional tensions could also result in a seemingly important best practice not being transferred from the acquired firm to the parent, resulting in lower organisational effectiveness. Alternatively, the arrogance of the parent firm could lead to implanting ways of working in the acquired firm that decreased its effectiveness. 
INSERT TABLE 2 ABOUT HERE

The research and development function. Improved post-acquisition performance in the research and development function was in turn found to depend on the extent to which 1) the acquired firm’s product development potential was recognised and utilised, 2) joint inter-firm efforts were made to develop future products, 3) the effectiveness of either firm’s R&D organization was improved owing to the introduction of the other’s best practices. Figure 3 and Table 3 exemplify how success in these R&D-related performance mediators impacted acquisition performance, measured in terms of the financial performance of the acquired firm, the financial performance of the parent firm, and the costs incurred in the integration efforts.

INSERT FIGURE 3 ABOUT HERE

As Figure 3 illustrates, behavioral, cultural and strategic factors negatively affected integration of the research function, whilst the human factor had less impact. Overall, the impact was most visible with respect to the ease of implementing post-deal changes and in adopting target firm best practices. Taking the example of utilising the acquired firm’s product development potential, negative emotional reactions in the buying firm can lead to the acquired firm’s product potential not being considered. Further, strategic due diligence surprises can result in the product development potential in the acquired firm being lower than expected. Differences in national cultures between the acquired firm’s subsidiaries can obscure the effectiveness of the intercultural interface necessary for successful inter-unit R&D cooperation to develop products and thus realize the synergy potential inherent in the deal. These factors in turn explain why the acquired firm’s financial performance is decreased, owing to lowered product development potential. Second, the success of joint R&D efforts can be undermined by negative emotional reactions, the presence of national cultures, surprises from the due diligence analysis, and a lack of organisational fit. As to the third factor, i.e. the improved effectiveness of both firms’ R&D operations following the acquisition, the same impact mechanisms as detailed above with regard to the effectiveness of the sales organisation were noted.

INSERT TABLE 3 ABOUT HERE

Manufacturing. Moving onto the production function, its post-acquisition performance was found to depend on the extent to which 1) post-acquisition changes were made in the acquired firm to improve the effectiveness of its production operations, and 2) the buying firm adopted the acquired firm’s production practices (if these were superior to its own). As was noted in the analysis of the post-acquisition performance of the sales and R&D organisations, the effectiveness of these changes depended on the extent to which the integration-related factors had been accounted for. Thus, a poor degree of initial organisational fit, surprises emerging from the due diligence phase, a lack of attention to the cultural dimensions of structural change, poorly-motivated employees, negative emotional reactions, and badly managed post-acquisition change resulted in delays in implementing either firm’s best practices in the other, in turn reflected in escalated integration costs. Figure 4 and Table 4 exemplify how the performance of the production function affected the financial performance of the acquired firm, the financial performance of the parent firm, and the costs incurred in the integration efforts. As Figure 4 illustrates, behavioral and cultural factors appear to hold more negative effects on the manufacturing organizations, in contrast to human and strategic factors having a lesser impact. As with the other functions, the impact was most visible with respect to the ease of implementing post-deal changes and in adopting target firm best practices.

INSERT FIGURE 4 AND TABLE 4 ABOUT HERE

Organizational effectiveness. Finally, an acquisition’s performance was found to depend on whether overall organisational effectiveness beyond the aforementioned functional areas improves post-acquisition, Figure 5 and Table 5. This in turn was found to depend on the extent to which 1) shared systems are implemented, 2) acquired firm employee potential is utilised, 3) cooperation and interactions at inter-firm interfaces are effective, and 4) the parent firm is able to harness the cultural diversity present in its multicultural workforce and its multi-country presence. Again, inattention to integration-related factors was found to hinder the potential for performance improvement. The power of cultural factors was particularly salient. 
INSERT FIGURE 5 AND TABLE 5 ABOUT HERE

To begin with, the successful implementation of shared systems in the post-deal era was found to depend on the degree of fit between the firms’ systems and organisations and the way the integration phase is managed. Discrepancies in the firms’ systems can show up in the poor performance of the acquired firm, if the new systems are more costly, less efficient, more complicated to operate than previous ones, or if they do not fit the acquired firm’s operational environment. In parallel, poor integration management efforts can lead to the increased cost of integration efforts, as integration drags on and employee uncertainty levels soar.

Second, the extent to which the potential of acquired firm employees can be utilised was found to depend on their willingness to work for the new parent firm and thus the prevailing levels of motivation and uncertainty in the acquired firm. A low level of pre-deal motivation can result in an unwillingness to join the buying firm, pre-acquisition action against the buying firm, as well as the pre-acquisition departure of key personnel, all of which have a negative impact on the ease and speed of the ensuing post-acquisition integration phase, and in turn impact the long-term financial performance of both firms. Indeed, low motivation levels translate into a post-acquisition era in which greater emphasis needs to be placed on regaining staff motivation than in initiating post-acquisition changes. Consequently, integration is likely to be delayed, resulting in the escalation of integration-related costs. Acquired firm employees’ pre-acquisition action against the acquisition can result in a delayed deal date, competitive bids, and a blurred image of the buying firm in the local community and in customer minds. In addition to leading to increased integration costs, a blurred image in customer minds has the potential to cause lost sales, thereby impacting the financial performance of both firms. Pre-acquisition key personnel departures mean lower potential success for the post-acquisition regime through lost talent and possibly more competitive local market dynamics through knowledge leaks. As a result, the sales targets and expected product development potential might not be realised. In the post-deal era, levels of uncertainty and motivation reflect the likely degree of acceptance and approval for buying firm integration actions and the degree of acquired firm activity in support of post-acquisition integration, both of which have a direct impact on the speed and ease of post-acquisition integration. The speed of integration in turn reflects the degree to which the budget allocated for the integration project is kept vs. exceeded. 

Third, the effectiveness of inter-country interfaces throughout the organisation was found to depend on the extent to which the presence of different national cultures, languages, and negative emotional reactions is recognised. If not, these interfaces will fail to operate as effectively as they potentially could, leading in the long-term to escalating costs. Finally, the extent to which the parent firm is able to harness the cultural diversity present in its multicultural workforce and its multi-country presence in turn depends on the degree to which it retains an ‘ethnocentric’ attitude as it increases its international reach. Does it recognise the impact of its cultural background on its organisational culture and practices? Does it blindly force these onto foreign units without realising that some of them might not fit a foreign environment? These questions are ones that, if left unanswered, cause demotivation in foreign acquired firms, a loss of organisational effectiveness, and can further lead to escalated costs.

Overview

In sum, this chapter has focused on post-acquisition financial performance, more specifically showing how integration-related factors present throughout the acquisition process can act as antecedents to the financial performance of acquisitions. What the findings show is that the ‘success’ of acquisitions is a tricky topic that largely depends on how it is measured. This echoes recent findings by Schoenberg (2006), Zollo & Meier (2008), Papadakis & Thanos (2010) and the recent reviews of Meglio & Risberg (2011) and Thanos & Papadakis (2012). In this study, acquisition success differed, whether it was measured in terms of the progress of post-acquisition integration, the extent to which set targets for the acquisition had been met, or the financial performance of the acquired and buying firms as traceable to the acquisition. However, in combination, these four metrics could be used to portray acquisition performance. 

When the analysis was further detailed to the level of functions within organizations, i.e. the extent to which the acquisition improved the effectiveness of the sales, R&D, and production organizations, whilst in parallel improving the overall effectiveness of both firms, the importance of taking an integrative perspective to cross-border acquisitions became evident, Table 6. Indeed, a lack of attention to integration-related behavioral, cultural, human or strategic factors was found to result in lower post-acquisition performance. The analysis showed that through their effect on the sales, R&D, and production functions and the effectiveness of both firms, integration-related behavioral, cultural, human and strategic factors ultimately impact the acquisition’s financial performance (measured in terms of the improved financial performance of both participating firms, integration-related costs, and the extent to which targets set for the acquisition have been met).
INSERT TABLE 6 ABOUT HERE

As regards the impact of inter-firm differences and the management of post-acquisition change, both were found to have a direct influence on the progress of post-acquisition integration, and thus an indirect influence on financial performance, given that they explained the speed of integration efforts and the extent to which integration costs exceeded targets. Negative emotional reactions were found to be a critical factor, as they directly impacted the performance of the sales and R&D organizations, both of which have a crucial role with respect to financial performance. Moreover, negative emotions impacted both firms’ willingness and motivation to adopt one another’s best practices, thereby indirectly influencing both organizations’ potential effectiveness. Negative surprises stemming from the due diligence phase incur costs and lower financial performance, as they slow down or prevent the successful implementation of decisions regarding the post-acquisition phase. Differences in national cultures in turn played a key role as regards the extent to which the sought benefits of internationalization are reached and whether cross-border R&D work leads to improved products. In addition, national cultures blurred intercultural interfaces in either organization and between them, leading to lost organizational effectiveness and escalating costs in the long-term. Finally, motivation and uncertainty levels impact the ease and rapidity of implementing post-acquisition change and can result in escalating integration costs. They also dictate the degree to which key personnel is kept or lost. The latter can have severe financial consequences, if a lot of personnel or pivotal persons are lost, and also if this is paralleled with knowledge leaks, the creation of new competitors, lost customers, and lost market share.
DISCUSSION

In light of calls to further our appreciation of the antecedents of M&A performance, in this paper we have focused on their integration-related antecedents by presenting the findings of a large-scale interview-based study across eight acquisitions. More particularly, we have followed recent calls for the need to explore the ways in which the management of the M&A process and the management of the integration phase come to affect M&A performance (Haleblian et al., 2009). Our findings make the following theoretical contributions to the M&A inquiry.


The main theoretical contribution of the paper is outlining an inductively developed, grounded model detailing the ways in which integration-related factors come to affect acquisition performance. Despite a wealth of research interest in the study of M&A performance since the 1970s (for reviews see e.g. Zollo & Meier, 2008; Papadakis & Thanos, 2012; Hitt et al., 2012), recent critical reviews, empirical studies and meta-analyses concede that M&A appear detrimental to the acquiring firm at the time of the transaction and up until several years post-transaction (King et al., 2004; Keil & Laamanen, 2008; Barkema & Schijven). More alarmingly, it appears that much of the variation in predicting M&A performance remains to date unexplained (King et al., 2004). This explains why calls to further our appreciation of the hitherto less explored antecedents, including managerial, process, i.e. integration-related ones have surfaced (Haleblian et al., 2009). These calls echo the practitioners’ experience as well as qualitative studies on M&A positing that the management of the M&A process is the key to value creation, albeit the most challenging variable in making M&A work (Haspeslagh & Jemison, 1991; Larsson & Finkelstein, 1999; Gates & Véry, 2003; Meyer, 2008). Despite these calls, to date only few studies have explored integration as a variable predicting acquisition performance. On the one hand, qualitative studies have explored the micro-level, agent-level antecedents of acquisition performance by studying the role of individual managers, be they acquired (Graebner, 2004) or acquiring firm managers (Teerikangas et al., 2011). On the other hand, studies on the culture-performance relationship have recently included integration into their research setting (e.g. Reus & Lamont, 2009; Slangen, 2006), though this effort includes one or at best two integration variables. The same holds for recent studies on the role of structural integration (i.e. level of integration) when acquiring technology-based firms (Puranam et al., 2006, 2009; Puranam & Srikath, 2007).

In contrast, the grounded model presented in this paper argues that the integration-related antecedents of acquisition performance cannot be either reduced to the actions of individual managers or be measured through one variable only. Our findings lead us to posit that integration-related antecedents consist in a multiplicity of (vs. one) factors, i.e. behavioral, cultural, human and strategic. Out of these factors, in this study, the behavioral and cultural factors arose to greatest significance.  

Moreover, we found that the integration-related factors do not bear a direct impact on acquisition performance. Indeed, at the core of our finding is the realization that integration-related factors come to affect acquisition performance indirectly, through their direct effect on functional mediators, i.e. their effect on the performance of the sales, research and manufacturing functions, in addition to impacting overall organizational effectiveness. This finding extends on Cording et al. (2008) who found that intermediate goals, such as internal reorganization or market expansion provide useful mediators to the relationship between integration decisions and acquisition performance. It would appear that our findings allow fine-tuning the mediators identified by Cording et al. (2008) to the level of organizational functions.
In contrast, much of extant research on M&A performance has taken fragmented vs. holistic views, focusing on individual variables (Haleblian et al., 2009). Previous research, despite its insights and richness, appears thus to have omitted the potential for a process perspective to acquisition performance that simultaneously accounts for numerous variables as well as the potential for indirect effects. By positing an appreciation of the way in which integration related antecedents come to affect acquisition performance, our findings not only answer recent calls to further our appreciation of the process and managerial antecedents of M&A performance, but further, answer recent calls for more holistic views of M&A performance (Haleblian et al., 2009).  

The grounded model presented in the paper further posits that acquisition performance cannot be measured using one metric only. Our qualitative data leads us to concur with recent research findings and reviews that a multiplicity of metrics is required to capture the multi-faceted and complex nature of the M&A performance construct (Gates & Véry, 2003; Schoenberg, 2006; Zollo & Meier, 2008; Papadakis & Thanos, 2010; Meglio & Risberg 2011; Véry, 2011; Thanos & Papadakis, 2012). Indeed, we found that integration-related factors, through their effect on functional mediators, came to affect acquisition performance differently, depending on the metric being used. Here, especially acquiring firm financial (accounting-based) performance and the costs of integration as metrics appeared most powerful. This is the second theoretical contribution of our study.

We acknowledge that our findings are tentative and subject to limitations. The first limitation is that instead of seeking generalizations, the findings are expected to hold in Nordic contexts, which was the setting of the study. As such they are likely to inform further studies in this subject. Another limitation is the fact that we did not capture objective data to measure the performance of the studied acquisitions. Instead, consistent with previous qualitative work on acquisition performance (e.g. Vaara, 2002), we relied on the subjective accounts of the interviewees. Based on our findings, we join recent calls for more research to further our understanding of how do integration processes and actions come to affect M&A performance (Haleblian et al., 2009). In addition to large-scale quantitative studies, we further join Meglio & Risberg (2011) in calls for more in-depth qualitative appreciations of the dynamics behind acquisition performance as well as Meglio & Risberg (2010) and Cartwright et al. (2012) on the need for broader methodological bases in our study of such organizationally complex phenomena as M&A. We hope that by having singled out the performance wise critical nature of integration processes, our findings inspire managers to further their efforts in this phase.
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Figure 1. Grounded model of acquisition performance: antecedents, mediators and measures of acquisition performance.
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Figure 2. The impact of integration-related antecedents on the performance of the sales organization following acquisitions.
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Figure 3. The impact of integration-related antecedents on the performance of the R&D organization following acquisitions.
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Figure 4. The impact of integration-related antecedents on the performance of the production organization following acquisitions.
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Figure 5. The impact of integration-related antecedents on the overall effectiveness of both firms following acquisitions.

Table 1. Measuring acquisition performance in the studied acquisitions.
	MEASURES OF ACQUISITION PERFORMANCE
	Danish R&D unit #1
	German R&D unit #2
	UK firm #3
	German firm #4
	US firm #4
	Unit of French multi-site firm #5
	Finnish firm #6
	French site #7
	Unit of US multi-site firm  #8

	Post-acquisition integration and change progress on target
	++
	+
	-
	+
	-
	+
	+-
	+-
	+-

	Set business targets for the acquisition are met
	+
	+
	-
	+-
	+-
	+-
	+-
	+
	-

	Financial performance of acquired firm
	+
	+
	-
	+
	+
	-
	+
	+
	+

	Improved parent firm financial performance owing synergies realised through the acquisition (*)
	+

(+ More product development potential through talented engineers)
	+-

(+ More product development potential through talented engineers.

- Integration is costlier than expected)
	-

(- Integration is more cumbersome than expected, long delay in the development of new products)
	+-

(+ New product segment.

-  Delayed new product development, sales of Bf products by Af do not materialise)
	+-

(+ New product segment.

- Delayed new product development, sales of Bf  products by Af do not materialise)
	+-

(+ New business identified through Af.

- Af suffers from inter-unit tension)
	+-

(+ New product segment.

- Stiffness of buying firm to utilize and promote Af know-how and products)
	+-

(+ New product segment.

- Stiffness of buying firm to develop products to the Af markets, slow speed of exchange of  technologies)
	+-

(+ New products and brand.

- Integration costs, stiffness of buying firm to utilize and promote Af  know-how and products)


Legend: 

· Af refers to acquired firm, and Bf refers to buying firm.

· ‘+’ refers to positive performance, ‘++’ to excellent performance, ‘-’ to negative performance, ‘- -’ to very negative performance on a particular dimension, and ‘+/-’ to a mix of both.

·  (*): measured in terms of new business brought by acquisition, integration costs exceeding targets, increased sales, increased organisational effectiveness, new products.
Table 2. Post-acquisition performance of the sales function: typology, integration-related antecedents, and performance consequences.

	Means of improving the post-acquisition performance of the sales function
	Integration-related antecedents
	Consequence on acquired firm financial performance
	Consequence on buying firm financial performance
	Consequence on progress and cost of post-acquisition integration

	Increased domestic sales of acquired firm’s products
	· Negative emotional reactions
	( Lost sales: buying firm not-invented-here syndrome or protective reactions in sales result in Af products not being actively sold by Bf 
	
	

	Increased international sales of acquired firm’s products
	· Negative emotional reactions

· Attention to differences in national cultures
	( Lost sales: buying firm not-invented-here syndrome or protective reactions in in sales result in Af products not being actively sold by Bf
( Lost sales: acquired firm lacking sensitivity to needs to foreign markets results in Af not adapting its product / service offering / features to foreign market needs
	
	

	Increased international sales of buying firm’s products
	· Negative emotional reactions

· Attention to differences in national cultures
	
	( Lost sales: acquired firm not-invented-here syndrome or protective reactions result in a lacking interest to promote Bf products in its markets

( Lost sales: buying firm lacking sensitivity to needs to foreign markets results in Bf not adapting its product / service offering / features to foreign market needs
	


Table 2 continued. Improving the post-acquisition performance of the sales function: typology, integration-related antecedents, and performance consequences.

	Introducing Bf  ways of working into Af sales organisation
	· Negative emotional reactions

· Level of uncertainty and motivation in Af
· Integration management

· Organisational fit

· Surprises emerging from due diligence analysis
	( Lost sales: buying firm not-invented-here syndrome in sales results in Bf  worse sales practices being implemented in Af 

( Decreased organisational effectiveness: if Af sales organisation becomes less efficient than it was prior to the acquisition
	( Sunk costs: investments into the acquired firm do not reap the expected benefits
	Costs escalate & delayed implementation owing to:

( mistakes in integration management that result in demotivation and high levels of uncertainty in Af 

( post-acquisition integration becoming more difficult and costly than expected owing do due diligence surprises 
( a lack of organisational fit results in Bf ways of working being more difficult to implement, and greater attention needed to the cultural dynamics of structural change

( a lack of attention to the cultural dynamics of change results in the Af culture becoming a silent force of counter-resistance against the change

	Increased efficiency and innovativeness of sales operations through Bf learning Af best practices
	· Negative emotional reactions

· Integration management

· Organisational fit
	
	( Lost sales: buying firm not-invented-here syndrome results in Af best practices not being implemented in Bf 

( Lost opportunity for improving organisational effectiveness if the Bf continues operating along its less effective ways of working
	Costs escalate owing to: 

( a lack of organisational fit results in Af  ways of working being more difficult to implement, and greater attention needed to the cultural dynamics of structural change

( a lack of attention to the cultural dynamics of change results in the Bf culture becoming a silent force of counter-resistance against the change


Table 3. Improving the post-acquisition performance of the R&D function: typology, integration-related antecedents, and performance consequences.

	Means of improving the performance of R&D
	Integration-related antecedents
	Consequence on acquired firm financial performance
	Consequence on buying firm financial performance
	Consequence on progress and cost of post-acquisition integration

	Af product development potential is tapped
	· Negative emotional reactions

· Surprises emerging from due diligence analysis

· Attention to differences in national cultures
	( Lost product development potential: buying firm not-invented-here syndrome in R&D results in Af product ideas not being considered for development

( Costs escalate & delayed / lost product development: emotional tensions within acquired firm’s units results in difficulty in having them cooperate together

( Costs escalate & delayed / lost product development potential: Af staff or product potential not of as high caliber as initially expected, need to invest in development of Af 

( Costs escalate & delayed product development: differences in national cultures and language barriers hamper the intercultural interface between international Af units
	
	

	Joint Af and Bf new product development efforts
	· Surprises emerging from due diligence analysis

· Lack of organisational fit

· Negative emotional reactions

· Attention to differences in national cultures
	
	( Costs escalate & delayed / lost product development potential: lack of organisational fit results in 1) difficulties in having the organisations work together on a joint project owing Bf to differing ways of working, 2) delay in changing Af ways of working to mirror Bf’s

( Costs escalate & delayed / lost product development: both sides’ not-invented-here syndromes and protective reactions result in difficult cooperation
	


Table 3 continued. Improving the post-acquisition performance of the R&D function: typology, integration-related antecedents, and performance consequences.

	
	
	
	( Costs escalate & delayed product development: differences in national cultures and language barriers hamper the intercultural interface between the two parties
	

	Introducing Bf ways of working into Af R&D operations
	· Level of uncertainty and motivation in Af 

· Integration management

· Negative emotional reactions

· Organisational fit

· Surprises stemming from due diligence analysis
	( Lost product development potential: buying firm not-invented-here syndrome results in Bf worse practices being implemented in Af
( Decreased organisational effectiveness: if Af R&D organisation becomes less efficient owing to worse Bf ways of working introduced into Af
	( Sunk costs: investments into the acquired firm do not reap the expected benefits
	Costs escalate & delayed implementation owing to: 

( mistakes in integration management that result in demotivation and high levels of uncertainty in Af
( post-acquisition integration becomings more difficult and costly than expected owing do due diligence surprises

( a lack of organisational fit results in Bf ways of working being more difficult to implement, and greater attention needed to the cultural dynamics of structural change

( a lack of attention to the cultural dynamics of change results in the Af culture becoming a silent force of counter-resistance against the change

	Increased efficiency and innovativeness of Bf R&D operations through learning from Af best practices
	· Negative emotional reactions

· Integration management

· Organisational fit
	
	( Lost product development potential: buying firm not-invented-here syndrome in better Af product was of working not being introduced into Bf
( Lost opportunity for improving organisational effectiveness: buying firm not-invented-here syndrome in R&D results in Af best practices not being implemented in Bf
	Costs escalate owing to: 

( a lack of organisational fit results in Af ways of working being more difficult to implement, and greater attention needed to the cultural dynamics of structural change

( a lack of attention to the cultural dynamics of change results in the Bf culture becoming a silent force of counter-resistance against the change


Table 4. Improving the post-acquisition performance of the production function: typology, typology, integration-related antecedents, and performance consequences.

	Means of improving the performance of production
	Integration-related antecedents
	Consequence on acquired firm financial performance
	Consequence on buying firm financial performance
	Consequence on progress and cost of post-acquisition integration

	Introducing Bf ways of working into Af production operations
	· Level of uncertainty and motivation in Af
· Integration management

· Negative emotional reactions

· Organisational fit

· Surprises stemming from due diligence analysis
	( Decreased organisational effectiveness: if Af production organisation becomes less efficient, as buying firm not-invented-here syndrome results in Bf worse practices being implemented in Af
	( Sunk costs: investments into the acquired firm do not reap the expected benefits
	Costs escalate & delayed implementation owing to: 

( mistakes in integration management that result in demotivation and high levels of uncertainty in Af
( post-acquisition integration becoming more difficult and costly than expected owing do due diligence surprises

( a lack of organisational fit result in Bf ways of working being more difficult to implement, and greater attention needed to the cultural dynamics of structural change

( a lack of attention to the cultural dynamics of change results in the Af culture becoming a silent force of counter-resistance against the change

	Learning from Af best practices to improve Bf production operations
	· Negative emotional reactions

· Integration management

· Organisational fit
	
	( Lost opportunity for improving organisational effectiveness: buying firm not-invented-here syndrome results in Af best practices not being implemented in Bf
	Costs escalate owing to: 

( a lack of organisational fit results in Af ways of working being more difficult to implement, and greater attention needed to the cultural dynamics of structural change

( a lack of attention to the cultural dynamics of change results in the Bf culture becoming a silent force of counter-resistance against the change


Table 5. Improving the post-acquisition organisational performance of the participating firms: typology, integration-related antecedents, and performance consequences.

	Means of improving organisational efficiency in the parent firm 
	Integration-related antecedents
	Consequence on acquired firm financial performance
	Consequence on buying firm financial performance
	Consequence on progress and cost of post-acquisition integration

	Shared financial and IT systems
	· Organisational fit

· Integration management
	( Costs escalate: owing to new systems being more cumbersome than previous ones

( Decreased organisational effectiveness
	
	Costs escalate owing to delayed/flawed implementation: 

( lack of organisational fit results in Bf systems not being optimal for Af operations

( mistakes in integration management result in delayed systems implementation

	Utilise new employee potential
	· Low levels of motivation (and/or high uncertainty) in pre-deal phase

· Low levels of motivation (and/or high uncertainty) in the post-deal phase
	( Lost sales of Af products: owing to loss of key personnel, lost market share, new competitors, knowledge leaks
( Lost sales of Af products: owing to blurred Bf image in Af community or country
( Costs escalate: owing to Af pre-or post-deal action against the Bf
	( Lost sales of Bf products in Af country: owing to company image being damaged in customer minds
	( Costs escalate owing to delayed implementation: as acquired firm managers and employees resist change efforts and do not actively engage in promoting them 

	Effective cooperation and daily interactions at inter-firm interfaces
	· Attention to differences in national cultures

· Difficulties owing to language

· Negative emotional reactions
	Costs escalate owing to complicated interaction patterns: 

( a disregard to differences in national cultures results in misunderstandings. Language barriers further complicate mutual interaction.

( caused by negative emotional reactions on either side 
	( Integration costs escalate owing blurred interfaces

	Create truly global firm utilising employee diversity and potential in multicultural subsidiaries
	· Ethnocentrism (attention to and appreciation of differences in national cultures)
	( Lost organisational effectiveness: owing to demotivated employees who feel they are not accepted as they are
	( Lost opportunity to improve organisational effectiveness
	( Costs escalate: owing to ineffective ways of working across cultures


Table 6. Analysing the performance of the studied acquisitions in terms of the success of the sales, R&D, and production functions and the overall effectiveness of both firms following the deal.

	FUNCTIONAL ANALYSIS OF ACQUISITION PERFORMANCE
	Danish R&D unit #1
	German R&D unit #2
	UK firm #3
	German firm #4
	US firm #4
	Unit of French multi-site firm #5
	Finnish firm #6
	French site #7
	Unit of US multi-site firm  #8

	Assessing the performance of the acquired firm/site in the new parent firm (*)

	Post-acquisition integration and change progress on target
	++
	+
	-
	+
	-
	+
	+-
	+-
	+-

	Set business targets for the acquisition are met
	+
	+
	-
	+-
	+-
	+-
	+-
	+
	-

	Financial performance of acquired firm
	+
	+
	-
	+
	+
	-
	+
	+
	+

	Improved parent firm financial performance owing to synergies realised through the acquisition
	+
	+-
	-
	+-
	+-
	+-
	+-
	+-
	+-

	Performance antecedents traceable to the sales function

	Increase in Af / site products’ domestic sales
	0
	0
	0
	+
	+
	-
	+
	+
	-

	Increase in Af / site products’ international sales
	0
	0
	0
	+-
	0
	-
	+-
	+
	+-

	Increase in sales of Bf products
	+
	+
	+
	-
	-
	+
	+-
	+-
	+-

	Adopting Af best practices in sales
	0
	0
	0
	0
	0
	-
	-
	0
	-


Table 6 continued. Analysing the performance of the studied acquisitions in terms of the success of the sales, R&D, and production functions and the overall effectiveness of both firms following the deal.

	Performance antecedents traceable to the R&D function

	Af product development potential is tapped
	+
	+
	-
	-
	-
	+-
	+
	+-
	-

	Successful joint (Af and Bf ) product development
	+
	+
	-
	0
	0
	0
	+
	+
	-

	Adopting Af best practices in Bf R&D
	+
	+
	-
	-
	-
	-
	-
	-
	-

	Performance antecedents traceable to the production function

	Adopting Bf ways into Af
	0
	0
	0
	+
	-
	+
	+
	+
	+

	Adopting Af ways (if superior) into Bf
	0
	0
	+
	0
	0
	0
	0
	+
	0

	Performance antecedents related to improved overall organisational effectiveness

	Synergies through shared financial and IT systems
	+
	+
	+-
	+-
	+-
	+-
	+-
	+-
	+

	New employee potential successfully utilised
	+
	+
	-
	+
	+
	+-
	+
	+
	+-

	Effective cooperation and daily interactions at inter-firm interfaces
	+-
	-
	-
	+-
	+-
	+-
	+-
	+-
	+-

	Create global firm utilising diversity and foreign units
	+-
	+-
	-
	+-
	-
	-
	-
	-
	-


Legend: 

· Af refers to acquired firm, and Bf refers to buying firm.

· ‘0’ refers to the factor studied not being of relevance in the studied acquisition, ‘+’ to a positive performance, ‘-’ to a negative performance, and ‘+/-’ to a mix of both. 

· The contents of the dimensions used in this table are fully developed in Tables 1, 2, 3, 4, and 5 

· (*) These results draw directly from the results of Table 1.
