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OVERVIEW OF CRUCIAL VARIABLES FOR M&A SUCCESS
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Abstract: Despite the increasing popularity of mergers and
acquisitions, it has been reported that, more than two-thirds of
large merger deals fail to create value for shareholders.
Therefore, the main aim of this paper is to present the
importance of crucial organizational variables, especially
corporate culture
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1. INTRODUCTION
Mergers and acquisitions, as a part of the growth strategy,
but also as a research field of numerous scientists and
consultants, represent prominent phenomenon of developed
capitalist world since the end of 20th century. Growth of the
company trough M&A provides access to new markets and
resources, and success or failure of M&A is of great importance
not only for companies included that in that process, but also
for all participants of that process, and for the whole economy.
Respecting the fact that vast number of M&As do not
achieve planed synergies and results, this paper focuses on the
importance of corporate culture which can be seen as a crucial
variable for M&A success. After pointing out characteristics of
growth strategy implementation, crucial variables for M&A
success are presented with special focus on corporate culture.

2. CHARACTERISTICS OF GROWTH STRATEGY
IMPLEMENTATION
In turbulent business environment of 21st century
organizations are forced to use different growth strategies in
order to successfully position with respect to competition and to
preserve and increase their profit margins. Growth strategy is
part of the corporate strategy which emphasizes corporation as
a whole and provides answers regarding business scope of the
corporation and recourse allocation (Tipurić, 2005). Growth
strategies are concerned with increasing the size and viability of
the business over time. A successful growth strategy will allow
entrepreneurs to increase its customer base, market segments,
geographical scope, and/or product lines, which should lead to
revenue growth. Permanent growth enables them to build and
sustain their competitive market position (Filipović & Grgić,
2011).
Modern business world is cognizant with three ways of
implementing growth strategies including: internal or organic
growth, growth through mergers and acquisitions, and growth
through strategic alliances (Filipović et al., 2011). Company
pursues internal growth by relying on its resources, and also
through increase of products and services sold on existing
markets, independent development of new products and
penetration to new markets (Tipurić, 2005). Considering the
fact that internal growth represents the slowest way to grow and
considering that companies cannot accomplish planned growth
only by relying on its own resources, companies often to
expand business through mergers and acquisitions or through
strategic alliances (Tipurić & Markulin, 2002).

Acquisition refers to purchase of controlling interest of
company “A” in company “B”. Controlling interest presents
purchase of more than 50% voting shares of company “B”. In
most cases, payment instrument of controlling interest is
money, shares of company “A” or combination of money and
shares. Acquirer is usually bigger than target company (Agwin,
2007). Target company becomes an integral part of a company
that is bigger, has bigger market share and occasionally takes
its name. Sometimes target company keeps its own name while
operating within the new group but loses operational autonomy
and instead of its previous strategy uses the strategy of acquirer
company (Tipurić & Markulin, 2002). According to the
Companies Act regarding acquisition of one or more companies
from another company, one or more company can transfer all
its assets (assets of target) to another company (Barbić, 2007).
The most prevalent forms of alternative growth strategies
include strategic alliances. The strategic alliance is a coalition
of companies that aims to strengthen its market position and
improve operating results (Ireland et al., 2002). This is an
agreement between two or more companies which are related to
common business and/or distribution of resources to achieve
mutual benefit (Drago, 1997). Alliance is an inter
organizational form in which they engage special knowledge,
skills and/or resources of co-operating companies in order to
achieve the common and individual goals, specific to each
company. This is an explicit long-term contractual arrangement
for the exchange and/or a combination of some (but not all)
enterprise resources with one or more other companies (Burger
et al., 1993). Therefore, the strategic alliance is not a precise
category that is easy to define, but strategic alliances are not all
the possible connections between companies (Tipurić &
Markulin, 2002). Through the alliance companies share the
tangible and intangible resources, while minimizing transaction
costs and reducing the technological and market uncertainties,
those are just some of the modalities how to improve market
position and operating results of the allies through the alliances
(Hitt et al., 2000).

3. CRUTIAL VARIABLES FORM & A SUCCESS
Despite the increasing popularity of mergers and
acquisitions, it has been reported that, more than two-thirds of
large merger deals fail to create value for shareholders (Cingula
et al., 2010).
The "2 + 2 = 5'' effect between two business units that will
increase competitive advantage by achieving synergies and
improving overall performance is usually primary purpose of
merging and acquiring new firms (Appelbaum et al., 2000).
Since synergies are rarely realized M&A literature indicates
that there has been intense interest in examining human and
cultural aspects of M&As as traditional explanations have not
adequately explained the high rate of M&A failures. The
literature drawn on cultural differences is derived from the
organizational behavior school of thought. The effects of
culture can take place in the early stages of the acquisition
process but are especially crucial in the post-acquisition
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management period (Quah & Young, 2005). Systematic
research indicates that the greatest danger for value creation
that should come out M&A comes after two companies try to
integrate operations. Fralick and Bolster point out that culture
can be a break or make factor in merger equation. Incompatible
culture is major reason why financial benefits anticipated from
mergers are often unrealized for Carwright and Cooper
(Carwright & Cooper, 1993). Weber emphasizes that
magnitude of cultural differences can effectively impede
successful integration during M&A resulting in poor
performance (Weber, 1996). It is widely acknowledged that
cultural compatibility alone is not guarantee to M&A success,
but is not wrong to say that cultural heterogeneity creates
tensions and affects financial and managerial performance
(Brock et al., 2005).
Human resources tend to react negatively after being
acquired. Mergers and acquisitions are major change in lives of
corporations and those employed by them. The changes
occasioned by acquisitions are often wide ranging. They may
change strategies, operations, cultures, the relationship between
staff and managers, team relationships, power structures,
incentive structures and job prospects. M&A may require
individuals to change their life styles, behavior, personal beliefs
and value systems. Acquisitions create anxiety, fear and often
are traumatic events for those who might lose their jobs (Reilly
et al., 1993). However, the strength duration and dysfunctional
effects of such reaction vary between different M&As. This
negative employee reaction is often referred as a "cultural
clash" (Buono & Bowditch, 1989). Cultural clash has been
shown to have dysfunctional consequences such as lower
commitment and cooperation between acquired employees
(Bouno el al., 1985), greater turnover among acquired
employees (Lubatkin et al., 1999), a decline in shareholder
value of the buying firm, and deterioration of operating
performance of the acquired firm (Chatterjee et al., 1992).
According to Carwright and Cooper, and Carey certain culture
types can be disastrous and can lead to cultural ambiguity,
confusion and hopelessness. Therefore, the management of the
human factor in M&A has been recognized as an important
source of success by number of researchers. Lodorfos and
Boateng conducted a research in chemical industry in period
1999-2004, and had 32 interviews with senior managers of 16
M&A deals. Their study identifies culture differences between
merging firms as the key element affecting M&A success.
Almost all interviewers agreed that M&As often failed to
achieve expected outcomes of the merger because of lack of
cultural fit or incompatible cultures (Lodorfos & Boateng,
2006).

4. CONCLUSION
Increased external pressures are reason why companies
have to search outside their internal boundaries to build or
reinforce their competitive capabilities. Since mergers and
acquisitions are popular choice for companies’ growth and
expansion, and also a mean for creating better market position
companies will have to engage in these transaction more often
if they want to be competitive. Therefore it is extremely
important that they peruse growth strategies but also take into
consideration the importance of organizational variables for
M&A success. Research evidence emphasizes the importance
of corporate culture and human factors in M&A success and
one of the crucial tasks for M&A practitioners is to assess
culture compatibility before closing the deal.
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