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Corporate Cultures, Leadership and Finance Efficiency
in Mergers and Acquisitions – A Literature Review


Abstract
The collections of literature review consist of 21 articles from various journals to review the Corporate Culture, Leadership and Finance efficiency in company Mergers and Acquisitions.
The research scope on this paper will limit to the Mergers and Acquisitions (M&A) business activities only.

Keywords human capital, organizational culture, economic value added, human resource accounting, culture, leadership, mergers and acquisitions, change management, integration.


I. Literature review

[bookmark: _Hlk16687173]I.1. Introduction

[bookmark: _Hlk17214968]Organisation development theory is one of the most popular topics in the Management theory, and the topics of Organisation development has been studied for more than one 100 years. One of the organisation development is forms of ownership changes.  Forms of ownership changes in Corporations are one of the major business activities. Mergers and Acquisitions is one of the major forms of ownership changes in Corporations. The research scope on this paper will limit to the Mergers and Acquisitions (M&A) business activities only. 

Mergers and Acquisitions is one of the major business strategies to grow and expansion of the company or fast efficiency way to achieve the company goal. Most of the business leader believed that the merges will create the greater value for each company standalone, i.e. 1 + 1 > 2. 

The Mergers & Acquisitions activities and sizes of deals have increased dramatically across the world in recent years (Shi, Liu, Yang, Yao & Liu, 2017). In 2018, there was another record year for Mergers and Acquisitions in North America and Europe. In Telecom sector, AT&T purchased Warner Media for US$85 billion per the company press release which was one the biggest M&A deals in 2018. However, not all of the M&A activities can achieve their business and investment plan for the deals. This literature review will include the analysis on success and failure for the M&A activities.

In between 1996 and 1998, KPMG interviewed over 700 M&A deals and found that only 27 percent of all the deals were successfully to achieve the business result and produce benefit to the company (KPMG, 1999). Even there are high unsuccessful rate in the M&A activities, most companies still use the M&A as the major strategy to grow their business in recent years. However, the successful rate on the M&A deals were still low (Bing & Wingrove, 2012). Lots of recent research found that most of the M&A deals were fail to meet the expected business plan, (Venema, 2015) stated that  “A corporation should never buy a business without a clear concept of what it plans to do with target following closing”. Most of the failures in M&A deals are mainly due to poor execution of the integration between the merge companies (Lakshman, 2011). Per the recent research articles, Scholars found out that the people factors are the important elements to make the success of the M&A integrations (Xing & Liu, 2016). The people factor including the Leaders and employees, which also form part of the Corporate Culture. 

This paper will try to define the different terms of important elements in M&A. The following literature review section will conduct the analysis on the success and failure on the M&A process. Per the analysis, Cultures and Leadership are one of the key elements for the success on M&A. Further research area opportunities has identified on the relationship between Corporate Cultures, Leader and Finance value during the M&A integration process.


I.2. Mergers and Acquisitions

Mergers and Acquisitions can be defined as follows - Acquisitions occurs when combine two or more difference sizes and qualities of companies where one of the companies take control of the other company assets and operations; while Merges refer to two organization combine to one organization by jointing the assets and operations. (Vazirani, 2012). Integrations is defined as the process to combine the two organization into one organization, specifically, it involves to integrate the people into one corporate culture (Knilans, 2009). In this paper, Integration is referred to the M&A process. 

As mentioned before, M&A is one of the most effective way to growth the business and achieve the company goal in a relatively short period of time (Chang, 2018). There are many reasons for the company to merge or acquire the other company, the common business goal for the M&A activities is to be more efficiency, reduce cost and increase profitability (Duvall-Dickson, 2016). Other M&A goals includes access to the new markets; reduce competition by acquiring the competitor; benefit from the acquired company’s resources which include natural or human resources (Achim, 2015). If the deals goal is to access to new technology, technical know-how, or proprietary information, the corporate culture may be ignored by the purchaser (Duvall-Dickson, 2016).

When the M&A deals was completed, the two companies will shift to focus on the M&A integration process. There are three stages in the M&A process which includes – planning, integration and implementation. Before the M&A agreement is completed, the company is in Planning stage. In the planning stage, new organisation structures, the process and procedures, and the new system design shall be considered. When the agreement is completed and announced, integration stage will start to merge the two companies. Implementation stage is the period following the integration process. In the implementation stage, it always includes resources redundancies, employees’ conflicts of interest, power struggles between managers, voluntary and involuntary staff layoff staff. Most of the problems happened in this stage, and Leader and HR involvement is important (Rodriguez-Sanchez, Mora-Valentin & Ortiz-de-Urbina-Criado, 2018). There are also other articles have reinstated the importance of the planning and integrations process in the following paragraph. 

When the M&A agreement is completed, the purchaser should shift the focus to define the joint strategy of the new company. The new company strategy design shall align with different perspectives from Stakeholders, Customers and Employees (Tepedino & Watkins, 2010).  Then, the integration plan shall align with the new company strategy, and most of the M&A integration and implementation plan shall be characteristics as organisational change process (Zaks, 2016).

In summary, the main objective of the M&A process is to grow and achieve the business plan in short period of time. It is important to plan the M&A to align with different stakeholders’ objectives. The integration and implementation plan will need to execute according to the aligned corporate strategy.


I.3 Success and Failure of Mergers and Acquisitions

There are many articles have analysis on the success or failure of Mergers and Acquisitions. This section will have some literature review on the subject and couple of case study to analysis on the success and failure of the M&A. The failure of the M&A process can be defined as not able to achieve the aligned strategy plan and failure to increase the company value (Bing & Wingrove, 2012). On the other hand, success of the M&A process can be defined as the merged company is able to achieve the aligned business plan and increase the company value.

According to Zaks (2016), M&A failure rate was in between 60 to 80 percent which represent a high failure rate in most of the M&A deals.  KPMG (1999) report stated that 26% higher than average of the Merges and Acquisitions deals succeed mainly due to the focus on the corporate culture integration. However, there is not much change in the corporate to shift the focus to the corporate culture.  Per recent article from Rodriguez-Sanchez, Mora-Valentin & Ortiz-de-Urbina-Criado (2018), the failure rate still over 50% of the M&A deals that the corporate could not meet the business goal, and over 80% of the failure case was due to inadequate manage the different stages of the M&A process. Also, in the recent research papers, scholars have proven that culture is still one of the major failures of Corporate M&A.

[bookmark: _Hlk17392062]Knilans (2009) found out that the main reason why many M&A failure was due to lack of strong cultural integrations plan. The clash culture of the combined entities is the main failure factor. The cultural differences also related to the IT system integration or the different national culture (Marks & Mirvis, 2011). Most of the failure of the integration of the corporate culture on both entities’ employee were conduct insufficient due diligence in the planning stages; not enough data to define the new organization strategy and inadequate communications during integrations stages (Bing & Wingrove, 2012). 

[bookmark: _Hlk17453969][bookmark: _Hlk17455664][bookmark: _Hlk17455979][bookmark: _Hlk17456183]The case from Gill (2012) of the two similar Japanese companies merges in the same industry and period have demonstrated the success and failure of the Mergers and Acquisitions which was due to the corporate culture management. The two merges companies referred to DaimlerChrysler-Mitsubishi and Renault-Nissan. The case of DaimlerChrysler-Mitsubishi merger was failed; while the Renault-Nissan merger was successful (Gill, 2012). Per Gill (2012), the typical culture of Japanese people has a preference to belong to groups and place group interests above their personal interests. Also, the Japanese employee still believed lifelong employment and promotion through seniority. Both leaders of the two merged companies had played an important part of the integration process. In Renault-Nissan, the company hired Shiro Nakamura to lead the merged company. Shiro was Japanese and accepted by Nissan’s employees though he worked in other country before. While in DaimlerChrysler-Mitsubishi, the company appointed expatriate German managers for a short term contracts to lead the merged company. The Mitsubishi employee criticized the German managers has no commitment to the company future as they only stay in Japan for a short term assignment. Both leaders of the merged companies started with cost cutting by closing down the factories, layoff excess employees and cost control with suppliers and materials prices. They eliminate the lifelong employment by cutting down the number of employees over 10% in short period of time. Also, they had promoted selected employees by performance instead of seniority. In summary, both leaders broke the Japanese national cultures in order to keep the company more efficiency, but different outcome on the two merged companies. The Renault-Nissan Leader had involved personally and had long term commitment. They paid attention to different corporate cultures and built trust to the employee. The reason of the change had communicated to the employee and took accountabilities for the changes. In contrast, the German managers from DaimlerChrysler-Mitsubishi had not able to build the trust from employee and failed to hold accountability from the middle management. Most important, they did not communicate well with the local employee and little follow through on the culture issues. In summary, the leader from Renault-Nissan was better fit and lead the changes of corporate culture which had made the success of the merged company, while the DaimlerChrysler-Mitsubishi leader failed to address the corporate cultures and cause the failure of the merge. This article from Gill (2012) stresses the importance of leadership behaviour and corporate culture fit with the merged company.

Other researches from Tepedino & Watkins (2010) and Zaks, O. (2016) also reinstated the importance of Leader and Corporate Culture during the M&A process. Therefore, Corporate Cultures and Leadership are the two main elements to make the M&A success which will achieve the Merges and Acquisitions business goal. In the following section, Corporate Cultures and Leadership will be studied.


I.4 Corporate Cultures 

Corporate cultures consist of human capital, system, process and suppliers and customers. Human capital includes employees and the management staff; system refers to the Information system or the computer system; the process including the decision or approval process and communications process; the culture of the customer and suppliers also form part of the Corporate cultures. Schein (2017) defines “Cultures as what the group has learned in its efforts to survive, grow, deal with its external environment, and organize itself.” 

[bookmark: _Hlk17910519]Corporate Cultures exist in every organisation, the strong corporate cultures can increase the competitive advantage and reduce the organisation cost (Gill, 2012). However, most of the leaders in the organisation set their priority on the profitability and often put corporate culture management in lower priority especially in the organisation M&A process (Marks & Mirvis, 2011). Bellows researches have analysis important of the culture integration in the M&A process.

Chang (2018) had pointed out the importance of Fit of Personal-Organisation Values and Business performance for the merged company during the M&A process. As mentioned previously, in the planning stage, both organisation cultures should be considered such as the pros and cons of the two company and learn from each other to define the Strategy of the new merged company. In the planning stages, management should plan for the end state of the desired culture of the merged company so that they can set the expectation of the acquired company employees. The end states also based on either of the following five cases – Preservations; Absorption; Reverse Takeover; Best of both company; and Transformation. The cultural end state was a journey more than a destination which based on changing business situations (Marks & Mirvis, 2011).

[bookmark: _Hlk17474759][bookmark: _Hlk17474156]In the cross nation or region acquisition, the management also need to consider of the culture difference in overseas (eg Asian cultures against the North America cultures) or other regions (East coast vs West coast people culture in United States). There were subcultures within the organisation such as different group (eg factory workers vs office employees), different functions (eg Finance vs Engineers functions). During the integration process, the Finance or Administration functions were always absorbed into the parent company, while the engineering or research and development functions may be given higher autonomy (Marks & Mirvis, 2011).

When the M&A deal is announced to the acquired company, the employee will have different perspective on the future of the company. Some of the employees may think the merger as follows:
1) Good to the company and good for individual career prospect; 
2) Good to the company, but bad for the employee career prospect;
3) Bad to the company and bad for the employee career prospect; or
4) Bad to the company, but good for the employee career prospect
All the above perspective will be various form individual employee, there may be four groups of employees which form the subculture within the company. The leader involvement in this M&A process to manage these different group of people will become a critical success factors to make the merged company to be successful.

Per Bing & Wingrove (2012), employees created emotional casualties and will have cultural clash when the M&A deals was announced and will affect the productivity because they have the detail information regarding the changes in the company future. The employee will have concerns of their job securities and the future prospect of their job. They may start to search job externally or internally for a more secured position. In worst case, they were less productivity and waiting for laid off by the company. 
These situations will cause the culture clash of the company.

There are four competing values for the organisation culture which are Hierarchical culture; Market culture; Clan culture and the Adhocracy culture. The Hierarchical culture refer to the formalized and structured work place, the policy and procedures for the company. The Market culture refer to the actions with the external parties which included customers and suppliers, that will create the competitive advantage of the company. Clan culture mainly on the employee shared value and goals, the team involvement and the company commitment. Adhocracy cultures are referred to the product development and initiatives that will make the company success (Bing & Wingrove, 2012).

Therefore, the Human resource shall be carefully plan the employee integration which can be classified in the following steps :employee integration steps : 1. To develop the plan for the employee integration; 2. Perform the due diligence review for employees; 3. Find out the difference on the employee benefit; 4. Find out the employee compensation difference; 5. Plan for the integration of the compensation and benefit difference; 6. Determine the leadership position; 7. Plan to eliminate the duplicate functions; 8 communicate the new company strategy; 9. Identify the data transition requirements and 10. Integration plan for the employee retention. (Dotlich, 2017)

There are similar review from Tepedino & Watkins (2010) regarding people management in integration, the new management shall identify the key people and the strong performers in the organisation, evaluate the benefit and the cost for the retention on the key people. Also, the new leader will be the key element to manage the corporate cultures during the integration process. In the following sections, the literature review on Leadership during M&A process will be analysed.

I.5 Leadership 

[bookmark: _Hlk17910312]Leadership style forms part of the corporate cultures. During the M&A process, the integration of the new management team will be challenge and one of the difficult tasks for the company. Most of the time, it will have a new leader or transition the existing acquired company leader to the new management team.  The merging company will probably send the experienced manager to manage the merged company to incorporate the culture into the head office. Per the case of DaimlerChrysler-Mitsubishi and Renault-Nissan merger (Gill, 2012) mentioned in previous section, Leadership was the key for the successful of Renault-Nissan merger and the cause of failure on DaimlerChrysler-Mitsubishi was also due to leadership of the new management. Bellows researches have analysis important of the culture integration in the M&A process.

The leaders in both the M&A companies would set the end state culture guideline when they plan for the integrations. The senior leaders for both company (eg the CEOs) would first to align goals with both companies during the initiate planning state, then will align with the employee individual goal to the new company goal. Therefore, the leader and employee would have a common goal and the leader will drive the merged company to the end state culture goal (Marks & Mirvis, 2011).   Xing & Liu (2016) also pointed out that leadership alone is not enough to achieve the end state culture goal which should need the human resource management to help to drive the human resources related program to enable and facilitate the culture integration. Therefore, the human resources strategies need to focus on 1) to build them employee trust; 2) employees commitment to the new company goals; 3) the attractiveness of the new company culture and 4) to empower the new company leader to providing the autonomy power to manage the new organisation (Shi, Liu, Yang, Yao & Liu, 2017). 

The implementation time on average would take three years for the cultural integration per Bing & Wingrove (2012). During the integration, the leader should first to identify the right employee in the right job position, then develop the employees by providing the opportunities from the new organisation and finally to ensure that the company provide a fair opportunity for every employee in the merged company. Study found out that if providing a high status and providing the autonomy power for the senior manager, the retention rate to keep the senior manager will be increased in the first year after integration. However, most of the acquiring company will reduce the status and autonomy power after the integration is completed and then the leaving rates for the senior manage will increase in the forth year (Rodriguez-Sanchez, Mora-Valentin & Ortiz-de-Urbina-Criado, 2018).

Leadership transitions will be one of the major activities during integrations. Dotlich (2017) defined Transition as “the way humans move through major shifts- the challenging, messy, unpredictable and non-linear ways in which organizations and people make sense of change”. The company that ignore the leadership transitions during M&A often pay a hefty price. 

Leaders is the most valuable human capital in every company and especially in the acquired company during the M&A process. The acquired company leader understands the company well and trusted by their employee, so their perspective on the organisation will be important and their new role shall be flexible during the integrations (Knilans, 2009)


I.6. Finance Efficiency

Finance efficiency mainly refer to – Return no Investment, Profit margin, Revenue growth, Cash Flow, Cost efficiency. The company valuations on the acquired company usually based on the Physical Assets, Technology and Process, Intellectual Property (IP) and the customers base. The values of the individual employees and the company cultures are usually ignored.  Knilans (2009) had provided an example from Avnet, a fortune 500 computer services company, which the company valued the employee had a financial value impact to the M&A deal. The HR head of Avnet agreed that people are the key to success on the financial ledger and form important element for the shareholder to determine if the deal is good or bad. 

According to Chang (2018) that the higher the fit of the personal-organisational value which will be more effective to the company. The cooperation between the different team will increase the productivity and in return will have lower costs and less scrap.

The employee performance outcome and financial outcomes have direct relationship to the acquired company value. The performance outcomes include customer complaints, labour turnover, employee low absence, high productivity, conflict, quality and innovation. The financial outcomes usually referred to profits and return on investment. The company shall provide a road map for the redundant employee to leave the company through a retirement agreements and good compensation to maintain the positive image of the merged company as these will affect the company value too (Achim, 2015). Also, the promise of long-term benefits together with the technology motivated ownership decision will increase the company value (Canace & Mann, 2014). Therefore, the Human resources leader involvement in the planning stage to make the human capital decisions will provide an opportunity to impact the financial value of the acquired company (Tepedino & Watkins, 2010).

The investors measure the success or failure of a M&A deal is based on the financial performance and the achievement of the investment business strategic goal. The stock price is also one of the key indicators on the positive or negative on acquisition deal. When the acquisition deal announced, it the stock price increased, then the shareholders will have positive outlook of the acquiring company due to merged company created extra value for the company. On the other hands, if the stock price decreased, then the shareholder will have no expectation for the acquired company to create extra value on the company and expected to deals will not achieved the expected business goal, (Vazirani, 2012).


[bookmark: _GoBack]
II  Discussion on a chosen article

II.1. The Chosen Article
The article title is “The Different-Culture Management in Mergers and Acquisitions Affecting to the Fit of Personal-Organizational Values and Business Performance. Journal of Accounting, Finance & Management Strategy, 13(1), 27-55.” by Hisiao-Chen Chang (2018)

II.2. Introduction
Mergers and Acquisitions is one of the major business strategies to grow the company within a short period of time. The size of mergers and acquisitions is getting bigger and bigger for the last decade. There are lots of scholars are working on analysis and research on the management issues during mergers and acquisitions.  The chosen article is one of the many articles to research in the corporate cultures and the employee value fit to the new organisation value. The article is to analysis the ‘fit’ of employee and the company value and the ‘fit’ of the new organization after Merger and Acquisitions. The higher the fit of the new organisation will generate more benefit and profit of the new organisation. In a typical mergers and acquisition, the acquiring company will send the manager to supervise the merged company in order to help the employee to fit into the new organisation. The author pointed out that the corporate culture was the most important factor for the success in the new organisation.
The author defines “fit” as the alignment between the person and the organisation value. The higher the person and organisation fit will in turn develop more benefit and profit to the organisation. Also, the corporate culture will affect the success of personal and organisation fit during company integrations.
Based on the research, the author pointed out that there is a relationship between person and organisation fit of value and performance, and the hypotheses are as follows:
H1: The influence of person-and-organization fit of value to business performance in the enterprise of mergers and acquisition is positive. 
H1-1: The higher the person-and-organization fit of value is, the higher the revenue growth is.  
H1-2: The higher the person-and-organization fit of value is, the better the capability of benefiting is. H1-3: The higher the person-and-organization fit of morale is, the higher the revenue growth is. 
H1-4: The higher the person-and-organization fit of morale is, the better the capability of benefiting is. H1-5: The higher the person-and-organization fit of maintaining the accomplishment is, the higher the revenue growth is. 
H1-6: The higher the person-and-organization fit of maintaining the accomplishment is, the better the capability of benefiting is.  
H2-1: The management of different cultures will interfere the person-and-organization fit of maintaining the achievement and the capability of benefitting.  
H2-2: The management of different cultures will interfere the person-and-organization fit of maintaining the achievement and the business performance.  

[image: ]
The Hypothesis’ empirical results tested in the research show that “the higher the person-and-organization fit of value are, the better the business performance will be”. Also, the empirical result suggested that  ” the management of different cultures has interfering effects on the business performance”. Therefore, author concluded the importance of personal and organization fit and corporate culture during the mergers and acquisitions process.

II.3. Literature review and Definitions
The Keywords for the article were “ Mergers and acquisitions, Fit, Different cultures management, Business Performance, Personal-organisational values”. The author had defined “fit” by reviewing few Literature. However, there were no literature review to define “Mergers and acquisitions”, “Business Performance” and “Cultures”. The definition for these key areas were important for the article. 
“Mergers and acquisitions” is a important element in this article, the author shall define the merger and acquisitions for the research, such as the industry. the region and the scope to be studied. Each industry’s merger and acquisitions has different integration process. The size of the company, eg the number of employee; the employees group eg factory worker vs the professional firm employees, the industry eg banking industry compare to manufacturing industry. All of these mergers and acquisition will have different integration process and integration time. 
Corporate culture is also an important element in the studies which should be clearly defined. Corporate culture may include the decision making process, company system, suppliers and customers culture. All these will have different aspects to change the research results.
The business performance is the important element to conclude the research hypothesis. Therefore, Business performance should also to clearly define. Business performance usually refer to the financial result (such as stock price,  profit, revenue growth, return on investment); increased in Market share; increased the business scope and the Total Available Market (TAM), increased the customer satisfactions;  enhanced the product development; technology know how etc… 
Corporate Cultures and Merger and Acquisitions are important topics in Management. There are thousands of scholars have done research paper and published the articles in many academic journals. However, the author has only referenced to fourteen articles in this research papers. Also, most of the articles were not current. The article was published in the Journal of Accounting, Finance & Management Strategy in Jun, 2018. All the reference except one article (Bossidy & Burch, 2004) were published before year 2000, and one of article was published 30 years ago which was used to refer to a statement.

II.4. Research Design and Methodology 
Sampling - The research has got a reasonable return of questionnaires with a total of 283 effective response. The sample size shall be acceptable to do the hypothesis analysis.
The resources of the sample was selected from the statistics of mergers and acquisitions published by the Department of Investment Services of Ministry of Economic Affairs. However, the period and the date of publication was not mentioned. The period of the corporations integrations might affected the research result as the migrated employees might already left the company or still new to the corporation. This might affect the research finding.
All the corporations being selected were from finance and banking industry, but the article did not mention why only the finance and banking industry were selected. These had proved that the definition of the article was not well defined. 
Ethical and Confidential -  


II.2.5. Convention

II.3. Philosophical considerations

II.3.1. Discussion


II.3.2. Evaluation
There are relationship between Leader, Corporate Cultures and Finance value in the new enterprise during the Forms of Ownership change as follows:
· H1: The Leader of the new enterprise will interfere the Finance value of the new enterprise
· H2: The management of different cultures will interfere the corporate culture fit of maintaining the achievement and the business performance in the new enterprise
· H3: The Leader and Corporate Cultures are the key success factors during the form of ownership changes in order to achieve the business goal in the new enterprise

II.4. Conclusion

[image: ]
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