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Sammanfattning 
Abstract 
Background : Globalisation has led company to think globally and act locally. Such a change in the 
business world have made emerge the need to find partner around the world, and even to merge with 
complementary companies in order to sustain the corporate strategic advantage and to create value. 
 
Purpose : The objective of this paper is to integrate major Merger & Acquisitions theories in order to 
establish a warning model pointing out the main pitfalls changing promising motivations into failed 
implementation in the process of Merger & Acquisition. Such a model will aim at preventing managers 
engaged in a transnational horizontal merger from the potential hazards leading to value destruction 
 
Delimitations : We choose to focus on the transnational merger because it should play with different 
national management and with the consequent variance in cultural distance ; the human and social 
context appears more clearly as fundamentally variable when a merger involves different sensibilities. 
 
Results : After having integrated the main theoretical finding into a holistic framework which enabled 
us to shape a warning model we tested successfully in case of Pharmacia-Upjohn merger, which aims at 
analysing the general risks of one strategic merger or/and the following implementation process.  

 

Nyckelord 
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1 INTRODUCTION 
 

1.1 M&A in the globalisation 

 

Mergers and acquisitions count among the most spectacular and most obvious 

strategic demonstrations on the scale of the company. The respect of a strategic 

logic and the continuation of a true effort of integration are essential to ensure the 

success of transnational mergers and acquisitions. 

 

Globalisation is a key feature of the new competitive landscape within which the 

mergers and acquisitions frenzy is taking place. Today we observe the rapidly 

growing trend of cross-border mergers and acquisitions. It is associated with a 

growing convergence in economic systems, culture and management practices. 

(Child J.et al, 2001). 

 

Globalisation has seen an increase in mergers and acquisitions in recent years. 

According to Securities Data (Gasmi, 1998), more than 2,000 transnational 

acquisitions were announced in 1996, for a value higher than 252 billion dollars. 

That is to say an increase of almost 54% of the number of the operations since 

1991, but also a tripling of their value for this period. The process of mergers and 

acquisitions supports the conquest of new markets. It is clear today to say that 

mergers and transnational acquisitions are an unavoidable phenomenon in the 

international business world.  

 

A good understanding of the difficulties and the opportunities linked to the parallel 

between transnational firms is essential to apprehend most of the mergers and 

acquisitions, and also any world strategy of enterprise. In order to understand it 
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more clearly, we are going to focus our thesis on the transnational horizontal 

merger. 

 

1.2 What are Mergers and Acquisitions? 

 

Mergers and acquisitions are arguably the most popular and influential form of 

discretionary business investment (De Witt & Meyer, 1998). 

 

Mergers and acquisitions are operations by which the control of the corporate 

capital changes hand. In the case of merger, two companies decide to combine 

their activities and to organise a common control of the assets. In the case of 

acquisition - friendly or hostile - one of the companies buy out the other 

(Sachwald, 1993). Mergers and acquisitions coincide with a technological and 

economic upheaval, which brings to wonder about the interactions between waves 

of re-organisation and waves of innovation.  

 

We could also consider that the mergers are the grouping of two entities or more, 

to become stronger together by merging the resources. Acquisitions is defined 

when a firm buy an other one and get the total control of the new entity 

constituted. 

 

Most of the authors divide the process of acquisitions in two phases, these are the 

planning of the acquisition and the integration (Ivancevich et al., 1987; Marks & 

Mirvis, 1985). 

 

The phase of planning, within pre-acquisition, means to prepare and negotiate the 

process of acquisition. The pre-acquisition phase is defined as the elaboration and 

the observation of the main motives of the firms. We will study in the thesis that 
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the main motives of the firms is to aim three main strategies : cost synergies 

through economy of scope and of scale, revenue synergies through market share 

expansion, and financial savings through targeting the right and cheapest financial 

profile.  
 
The phase of integration within post-acquisition, is characterised by many 

operational and cultural changes. The changes relative to the operation start to 

appear when agreement is effective, which means as soon as the announcement of 

acquisition or merger is done. We will highlight three main implementation 

perspectives of the integration process : strategic, operational and cultural 

management. 

 

With the two principal phase within the mergers and acquisitions process, it could 

be interesting to create a matrix which cross the main motivations with the 

different implementation perspectives which parts would be intertwined as 

following :  
 
 M&A issues 

 
 Cost 

Synergies 
Revenue 
Synergies 

Financial 
synergies 

Strategic 
Management 

   

Operational 
Management 

   

 
 
 

M&A 
implementation 

Cultural 
Management 

   

Figure 1 : Intertwined system, authors’ preparation 
 

 

A thorough examination of the operations brings an irrefutable observation: the 

majority of transnational mergers and acquisitions are not successful. The 

economists David J. Ravenscraft and William F. Long (1993) studied 89 

acquisitions of American companies by foreign purchasers between 1977 and 
3 
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1990, and noted that, in the majority of cases, the performance of the purchaser had 

not been improved a year after acquisition. Many examples come to corroborate 

these results. The buying back of Colombia Pictures by Sony in 1989 instances the 

preceding statement. After having paid the full price and given the white card to 

the management team in Hollywood, Sony had to record 3,2 billion dollars of 

depreciation in 1994. 

 

There are some fundamental principles to follow to facilitate the course of an 

acquisitions operation. They are first of all the respect of a strategic logic and the 

necessary integration process of the acquisition: in fact, this process consists for 

the merged companies to carry out synergies and to fit the new entity into the 

scheme of a growth perspective. 

 

Transnational mergers and acquisitions, which are likely the most to succeed, are 

often those, which involve related companies, i.e. sharing key fields, such as 

production or marketing, similar or complementary objectives... The new 

performing profitability, generated by new competencies or additional activities, 

can constitute a significant source of creation of value in mergers and acquisitions. 

Thus, the goal of mergers is to obtain means for creating more wealth. The stress is 

generally placed on the shareholders' value creation, however gains must also be 

directed towards the customers and the employees. 

 

The creation of value results from the combination of synergies, which reduce the 

costs and, from competing strategies, which involve the performances and the 

growth of the company. If the companies engaged in transnational mergers and 

acquisitions want to keep their promises and justify the high prices paid by many 

companies, it would be essential that the managers understand and respect both of 

these requirements. 
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2 PROBLEM 
 

2.1 Acquisition as value creation 

 

The growth of the firm is the result of the accumulation of its investments. The 

available resources stemming from value creation or financial sources may be 

directed towards either internal development (new products, new distribution 

network, new productive tools, rationalization of existing facilities…) or external 

acquisition (firm or divisions buyout, joint-ventures, mergers…). The choice 

between external and internal growth is a critical issue regarding potential 

investment. The specific relation between growth and value creation has been the 

subject of many researches. (Seth, 1990) 

 

As a matter of fact, investing in growth through acquisition would create value. but 

the concept of growth is very difficult to define. Hitt et al. (1991) reviewed 

Bulgerman's contribution by pinpointing the fact that firms are growing and 

developing through acquisition and innovation. But is it a matter of turnover (or 

volume of activity), of equity value, or global value of the firm ? Entering such a 

debate would be not fruitful yet, but the fact is that corporate resource decisions 

can change the value of a company as quickly or dramatically as a major 

acquisition. (Sirower, 1997). External growth through acquisition would therefore 

have the aim to create value in a general sense and would even effectively affect 

the corporate value. 

 

After investigation, it would appear that most of the empirical studies concerning 

merger & acquisition have been carried out in an Anglo-Saxon context, which 

entails several limits :  
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• Researches have only paid attention to the financial market and particularly 

on stock value (or price). The analysis of the price evolution, through a 

methodology of events study, has enabled researchers to highlight in detail 

the transfer of potential value creation due to external growth (especially 

concerning shareholders), to examine to which extent, and to compare it 

with the market progression. (Bodt, 1999) 

• Being fundamentally Anglo-Saxon entails also a cultural bias : the context 

for the Japanese keiretsus, the intertwined economic German network, 

supported by the government French company would differ and involves 

different parameters. (Gasmi, 1998) 

• Most authors have focused on the relations between managers and 

shareholders, and on the value creation of external growth for the latter. 

(Bodt, 1999) 

 

Shleifer and Summer (1988), and later Charreaux and Desbrières (1998), strived to 

go beyond the restricted definition of value by defining value as the difference 

between the sales evaluated to the opportunity price and the amount of opportunity 

costs for the different resources providers. In such a way, Caby and Hirigoyen 

(1997) pointed out that the European companies try to arbitrate between the 

interests of their clients, suppliers, employees, shareholders, and the social corpus 

in its whole. We will hence take these more comprehensive perspectives for 

granted in our thesis. 

 

2.2 Merger & Acquisition as a dynamic process 

 

As noted earlier, many studies have been focussed on success and failure of 

Mergers & Acquisitions, and particularly on the determining factors. Such 

investigations have been carried out through statistical calculations and 
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correlations (Bodt, 1999). For instance, Seth (1990) studied the correlation 

between relatedness and returns and cash flow, economic efficiencies ; Morck et 

al. (1990) have concentrated their efforts on the correlation between ineffective 

management, diversification, target characteristics and returns to bidding 

shareholders.  

 

Such researches have increased the awareness that Mergers & Acquisitions are a 

complex phenomena and that they may be studied through a lot of determinants. 

Nevertheless, the contradictory results between several authors (not to say all the 

researchers) first show that a mathematical rule cannot be established and that the 

phenomenon hinges on the context in term of stakeholders, time, and pace. The 

limitation of such studies comes from the fact that they are done in a static 

perspective. We don't call static a fix time period or the sectoral areas, which can 

be sometimes very large, but the willingness to break the phenomenon into small 

and independent pieces, which researchers attempt thereafter to stick together 

again. Such quantitative studies cannot pinpoint the dynamics underlying the 

Merger & Acquisition process.  

 

In such a perspective we aim at understanding how the value is created in the 

Merger & Acquisition (M&A)1 process and which are the critical issues to manage 

in order to carry out comprehensively such a strategy.  

 

2.3 Going through the process of Merger & Acquisition 

 

If the need for Merger & Acquisition seems to be obvious, and particularly in 

today's entrepreneurial environment, it means creating and maximizing value very 

quickly, the theory on the basis is somewhat wide and difficult to grasp due to 

                                                 

7 
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many perspectives and correlation theories. Therefore, in order not to disperse our 

efforts in the rambling development of the different ideas, we will focus on 

external growth. A definition of the particular strategy will be first proposed and 

compared with the others modes of acquisition. 

 

Understanding Merger & Acquisition means also defining the functioning of the 

system and particularly the purpose underlying each stages of the process. In fact, 

if the logic of M & A appears to be dividable into two steps, the pre-acquisition 

motivation and negotiation, and the post-merger implementation and integration, 

the content of each phase are not clear. Therefore since M&A is based on the quest 

of value creation, the first motivations consist in maximizing the equation total 

income minus total outcome. We will hence attempt to answer the question : what 

are the sources of value creation (Income) assumed in the motivations and what is 

the downside of M&A choice, which reduces the potential wealth increase 

(Outlay) ? 

 

Several other and more subjective motivations have sometimes been proposed in 

the literature and they can be summarized in the paradox between managers’ goal 

and shareholders’ requirements (Trautwein, 1990). This paradox seems to have no 

trade-off since it opposes long-term growth to short-term results. A clear 

explanation of this opposition in the M&A motivations has to be done. 

 

Post-merger integration represents the second step of the M&A process, and there 

is actually a need to synthesize the different elements to take this into account. 

More precisely, understanding the M&A process requires us to examine how the 

different motivations are concretely implemented in the new entity, and to 

investigate if there are not other determinants to consider. Moreover, we have to 

think about the problem whether the integration process does not invalidate the 

first calculation of the pre-merger phase. 
8 
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Finally, such a presentation of the motivations and implementation cornerstones 

will enable us to figure out and interpret the different reasons of success and failure 

of the M&A strategic choice explained in the literature.  

 

Several studies, have been conducted concerning M&A (Seth, 1990 ; Datta & 

Grant, 1990 ; Stulz et al., 1990 ; Chaterjee, 1986 ; Seth et al., 2000…). The 

researches are various and tackle either some specific problems or a wide overview 

of the concept. We do not have the ambition to make an exhaustive description of 

each model and theory but more to try to assemble the major trends and link them 

together in a kind of integrated framework. 

 

Such a framework will be tested by trying to understand the process of M & A in 

the cases of Pharmacia Upjohn's merger, restructuring and reorientation. The case 

study aims to shed light whether there are some practical and perhaps hidden 

elements, and to confirm our personal and general model of the whole process of 

Merger & Acquisition. We will personally try to use case's contributions, to break 

down the model into several dimensions, making more understandable the risk of 

failure in such a strategic orientation. 

 

Four questions will hence guide our research in the wide ramble of theories : 

 

• What are the driving forces enabling to create value in case of transnational 

horizontal merger ? 

 

• Which are the main cornerstones related to the M&A implementation ? 

 

• Which are the major risks of failure inherent to M&A process and 

stakeholders ? 
9 
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• How to integrate the different requirements and respective pitfalls of the 

M&A process into a global model ? 

 

2.4 Scope 

 
Since the area of mergers and acquisitions is such an enormous jungle of various 

theories and beliefs, we will keep ourselves within certain limits in order to remain 

clear and focused on our chosen area.  

 

We have chosen to study the transnational horizontal merger. As matter of fact, 

due to all theories on the topic of mergers and acquisitions, it definitely demands 

some limitations in order to give an overview that is possible to grasp. We choose 

to focus on the transnational merger because it should play with different national 

management and with the consequent variance in cultural distance ; the human and 

social context appears more clearly as fundamentally variable when a merger 

involves different sensibilities. We have excluded the study of the vertical 

integration, because it concerns more the control and the creation of value through 

the supply chain rather than the development of capabilities. We believe that 

supply chain management is a full field with its own underlying strategies that 

would require a comprehensive study. Our direction and interest lies more on the 

creation of value through horizontal synergies. Finally, at its most limited, related 

applies only to a target company with operations and a product that are already 

intimately known to the acquirer before any bidding occurs. Un-related mergers 

have as main strategies the diversifications of business and not the improvement of 

internal capabilities. Thus we believe that there are more social, organizational and 

strategic stakes in case of transnational, horizontal and related mergers.  

 

10 
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We choose to study the merger between the pharmaceutical companies, Upjohn of 

the United States and Pharmacia of Sweden, because it seemed to have the 

characteristics of a typical transnational horizontal merger. We believed that the 

case related to the framework chosen, and that it would provide us with the 

relevant facts for giving us the possibility to secure the purpose of the thesis. 

 

Having in mind the framework of transnational horizontal merger, we developed 

our theoretical analysis and contribution through three axes. First we will lay the 

emphasis on the underlying driving forces of M&A, which permit to create value, 

since the need for M&A is to create and maximise value very quickly. Afterwards, 

we will focus on M&A implementation, i.e. the post-acquisition process. This 

integration process will be analysed through the cornerstones of strategic 

management, operational management and cultural management, since we found 

those areas to be the most relevant for this thesis. Then we will try to give an 

insight into the different failures that companies have to face during the merger 

process. Finally this theoretical approach will enable us to integrate the 

fundamental element within a synthetic matrix, which will serve as a basis in order 

to shape your own contribution, we have called this the warning model. 

 

3 PURPOSE 
 

The objective of this paper is to integrate major Merger & Acquisitions theories in 

order to establish a warning model pointing out the main pitfalls changing 

promising motivations into failed implementation in the process of Merger & 

Acquisition. Such a model will aim at preventing managers engaged in a 

transnational horizontal merger from the potential hazards leading to value 

destruction. 

11 
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4 METHODOLOGY 
 

This chapter presents some scientific perspectives on which the researcher must 

focus when investigating a determined problem area. In fact in order to write a 

research paper, a method that allows the researcher to reach the objective of the 

study, must be designed and explained. Such an explanation is important for the 

researcher in order to be clear on what method to select as well as for the readers, 

so as to give them an understanding of the research process and how the result has 

been attained. 

 

4.1 Scientific Approach 

 

One important goal in science is to obtain total objectivity in order to create 

theories that give maximum predictability whenever the theory is used. To obtain 

total objectivity is, in our opinion, never possible. No matter what we do, there will 

always exist some kind of driving force that is based on our own interests and 

opinions. This means that no matter how objective we try to be, every action we 

perform is founded in a subjective interpretation of reality and knowledge. Having 

this in mind, we find it necessary to define and explain our views and standpoints 

on research and knowledge in order to help the reader to a better understanding of 

our interpretations of the thesis. 

 

4.1.1 M&A through hermeneutical perspective 

 

Science is a difficult notion to explain or define. It can be define as the gathered 

information on a specific activities and the process to get knowledge from it. A 

scientific approach is also a process of building theories through definite rules and 

12 
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methods. Scientific research is therefore a systematic, controlled, empirical and 

critical investigation of a specific problem emerging from basic assumption and 

hypotheses. (Kerlinger, 1973). 

 

There are two traditional scientific approaches : positivism and hermeneutics. 

These trends are often considered as contradictory. These two orientations will 

serve as guideline for our choice of methodology. 

 

Positivism is characterized by abstractions and generalizations, which are intended 

to applied universally and constitute the basis of predictions. Positivistic ideals can 

be said to constitute the following issues : objectivity, precision, rationality and 

criticism of sources. Following these precepts, the researcher must not be 

influenced by his personality, his beliefs, and his politic opinion… Secondly 

researchers have to study carefully a problem by bringing it down into small and 

individual parts. After studying it, the positivistic researcher can form a rational 

theory and test its validity through different hypotheses. Finally, the sources he 

uses as references should be able to be verified. In fact, such requirements seem to 

be difficult to respect when tackling social sciences issues. If hard sciences, such as 

physics or mathematics are appropriate for such an approach, human and social 

organizations or phenomenon are difficult to study when considering the content of 

every part the interactions between elements. Furthermore social relations and 

interactions cannot be always expressed through mathematical formulas and tested 

systematically. 

 

The hermeneutic approach has been built through a reaction towards the 

mechanistic approach of positivism. This approach deals more with interpretation 

and understanding. According to hermeneutics, a holistic understanding is essential 

in order to obtain valid and meaningful results. Within hermeneutics, the 

researcher’s role takes over the role of statistical analysis, which was praised in the 
13 
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positivist perspective. Interpretation of the material is allowed in hermeneutics and 

there is a strive for total comprehension. Hermeneutics does not have universal 

validity as a goal. Rather it aims to penetrate the abstract of reality and make it 

more concrete (Kerlinger, 1973). As matter of fact, an hermeneutic researcher 

approaches the problem in a subjective manner. The hermeneutic approach implies 

an interpreting spiral in which facts are analysed and interpreted in order to reach a 

pre-understanding (figure 1). First, it is more a spiral than a circle since the process 

of understanding may not seem static and closed. Understanding the process is 

characterized as an ongoing process of experiences, pre-understanding, and 

interpretation by new understanding. This process has no end. 

 

New 
understanding 

Pre-understanding 

Interpretation 

Interpretation 

Dialogue 

Dialogue 
New 

understanding 

 

 

 

 

 

 

 

 

 

 
 

Figure 2 : Hermeneutic spiral, Eriksson & Wiedersheim-Paul (1999) 
 

Hence, we built our research in line with this direction, which acknowledges the 

influence of the researcher as a person. Moreover, Merger and Acquisition is a 

great and complex issue, whose niceties are so wide and numerous that such a 

scientific study would require some years of study. Furthermore, understanding the 

process of M&A and its pitfalls is more relevant when studying the paradoxical 

interactions between all the components of the process. In fact, a process is 
14 
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composed by different following steps, as the time can be interpreted in term of 

seconds. Nevertheless a process is a continuous phenomenon with no break and 

considering a process through one particular stage would result in many 

misjudgements according to the perspective chosen. For instance a time can be 

view through the second, minutes or hours, but our assessment of the time will be 

subjective as we perceive it in a specific way. The process of M&A would be more 

relevant when considering it as a whole ongoing phenomenon, which has proper 

reaction according to the situation. The different researchers of the strategic, 

economic, financial, organizational and human resources fields have fragmented 

M&A research into largely separate perspectives, whose results appear sometimes 

to be contradictory. Our aim is therefore to assemble such approaches in an 

understandable map and framework. 

 

There is no understanding without pre-understanding. The pre-understanding or 

pre-knowledge is the knowledge and experiences we bring with ourselves as we try 

to understand and interpret new things (Gilje and Grimen, 1992). Our former pre-

understanding can be edified by our personal experiences (our education in the 

school…) but also by our Beliefs and ideas and language and concepts stemming 

from our family and more generally from the society in which we are evolving. In 

fact it is composed by all the previous experience we have collected through our 

life. We believe thus the awareness of the pre-understanding to be of great 

importance in research since the awareness makes it possible to separate already 

existing knowledge from the discoveries made during the research. The dialogue is 

the observation in the “real” world through the analysis of literature and empirical 

data. Our pre-understanding is thus supplemented in this thesis with secondary 

data, which lead us further to new insights. Since we go further and continue our 

investigation in the scientific literature alley, our understanding will be more 

developed as we interpret what we read. Finally it will provide us with a new 

understanding, which is in fact a pre-understanding of a new situation and another 
15 



Mergers & Acquisitions : Avoiding the path of decay 

problem. This serpentine road along our study is the process we have chosen to 

develop the knowledge and understanding of M&A. 

 

4.1.2 A subjective analysis 

 

Such a process implies a problem of subjectivity and objectivity and is closely 

linked to positivism and hermeneutics.  

 

According to positivism, the analytical perspective describes and explains the 

objective reality. That’s why a scientific report should be expected to have an 

objective analysis. As a consequence, scientific and objectivity in certain contexts 

imply the same thing and serve as a good guarantee of quality (Hallberg & 

Molander, 1988). The actor’s perspective takes the subjective approach to science, 

in explaining how reality is created from a hermeneutic research method. In the 

following chapters we will tackle several authors and theories, which in our 

opinion were found out and influenced by authors’ ideas about strategy, 

performance, and organizational efficiency… As a matter of fact, since this thesis 

deals with phenomena, which are not absolute, such as strategy, culture, and 

organizational science… they are influenced to a large extent by the interpretation 

and presentation of the authors. Such a study is thus easy to be perceived as 

subjective. It is difficult to explain in a objective way such matters even if these 

previous researches have been conducted with a scientific analysis. 

 

Since the topic may be considered to be subjective, different observers may 

describe the same process and course of events in different way. Therefore, it 

seems to be necessary when willing to understand such a topic as M&A to take 

several angles into consideration. Looking at the main trends of M&A theory will 

also provide our thesis research with a certain objective approach of scientific 
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literature. But in the same time as this literature is generally considered as 

subjective – which can explain several and sometimes contradictory results – we 

cannot state that the following study will be totally objective. We believe that the 

scientific research in this study as well as the case study is in the middle of an 

objective and analytical perspective and a subjective and personal perspective. 

 

The systematic perspective solves this problem since it sees reality as a contextual 

field of information. It connects different actor’s view and tries to build up a map. 

This helps to understand why and how people act, react and interact all together. 

That is why, the sum of the parts of the system may differ from the values of the 

parts, but independencies and links between them create synergies that might add 

or subtract value. The relations between the parts of the system are thus of great 

importance. Research done according to the system approach means keeping to the 

whole, to explain the parts’ relations to this whole, and the whole’s relation to its 

environment. 

 

As mergers involve a great amount of stakeholders – direct or indirect – studying it 

as a system enable us to keep the strength of the above perspective even tough it is 

a general view. Because understanding implies more of a knowledge of the 

system’s working than of all its components’ characteristic, the objective to build 

an integrative framework appears for us the best way to map and catch the notion 

of M&A. Such a holistic approach enables us to keep in mind a synthetic view of 

the problem and to study it as a system, as we will do concerning our case study. 

 

4.2 Scientific method 

 

The method we have followed in this thesis is also influenced by a systematic 

approach. Such an approach is characterized by a development of the problem 
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formulation during the research process since a better understanding of the system 

is gained. Along the research we have carried out, we have changed our problem 

formulation several times as we progressively gained a better understanding. 

Initially we had the intention to depict merger & acquisitions through the research 

correlation between financial characteristics of the target and the motivation 

underlying the acquisition, with the purpose to contribute to the modern research in 

such a field. Instead, we have decided to expand our formulation of the problem to 

the general M&A process as it appears that every part of this process is 

paradoxically interrelated to the others. We have found out that the 

interrelationship between all the parts of the process is a fundamental criteria to 

understand the situation as a whole, and consequently the potential pitfalls of one 

chosen strategic orientation. 

 

4.2.1 A deductive framework, but an aim also to induce. 

 

This research works with relating theories and reality to each other. There are two 

main approaches of such an interaction : deduction and induction. The deduction 

process is to start from a general rule and attempt to apply it to specific cases. It is 

more a justification of the theory through case analysis and a confirmation that 

such a theory may be reliable. The inductive perspective consists in trying to 

formulate a theory from empirical observations and it may lead easily to 

justification of real phenomenon. Since we have chosen to come from a theoretical 

model built from major theories on M&A, and to apply it to a case study, it can be 

said that our approach is mainly deductive. 

 

Nevertheless working through only one of the above approaches above may result 

in a single generalization of the produced theory, which is in fact only applicable in 

very specific situation. Using the two perspectives may be more relevant and could 
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be in line with the hermeneutic approach. The ongoing process of understanding 

and knowledge is in fact a combination of induction and deduction since the 

research is an interaction between theory and empirical data. Moreover, one 

rationale for a single case is when it represents the critical case in testing a well-

formulated theory (Yin, 1994). Hence, our case study has the objective not only to 

confirm a created model, but it will also help to improve and/or criticize it.  

 

4.2.2 Choice of theories 

 

The theories used in this thesis tackle M&A, but also areas such as performance 

and value creation, strategy, organizational change, leadership and culture, 

sociology of management…  

 

We have started to define the scope of our study through a specific type of merger, 

since such a topic is very wide. We have therefore concentrated our effort on the 

case of a related, transnational, and horizontal external growth. As some 

researchers have analysed the concept of M&A or have compared its different 

types through several lenses (financial performance, profitability…), we have not 

been able to focus on only a few authors. As a matter of fact, we have been forced 

to pick up sometimes some elements in one specific analysis, putting it out of its 

general context, in order to be the most comprehensive. Nevertheless we have tried 

to respect the framework of every concerned research, and not to interpret already 

interpreted facts, which would lead to unforced errors. 

 

Moreover, we have attempted sometimes to expand them to the contingent 

theories. Using such an overview of the literature enabled us to focus on all the 

main perspectives, avoiding the risk to display a list of all the famous and less 

well-known authors, so as to draw an integrative framework gathering them. 
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As we have chosen to study a case (see below), we have strived to develop a 

theoretical framework, no matter whether the study is to be explanatory, 

descriptive, or exploratory. The use of theory, in doing case studies, not only is an 

immense aid in defining the appropriate research design and data collection but 

also becomes the main vehicle for generalising the results of the case study. 

 

4.2.3 Choice of a case study 

 

In general case studies are preferred when “how” and “why” questions are posed, 

when the investigator has little control over events, and when the focus is on a 

contemporary phenomenon within some real-life context. The case study allows an 

investigation to retain the holistic and meaningful characteristics of real-life events. 

In general, “what” questions is either exploratory, in which case any of the 

strategies could be used, or about prevalence, in which surveys or the analysis of 

archival records would be favoured. “How” and “why” questions are likely to 

favour the use of case studies, experiments, or histories. Our research questions 

have been defined in order to explain, but also explore the ramble of merger & 

acquisition, and particularly how and why a promising successful project can be 

turned into a vicious circle. 

 

Towards a triangulated analysis 
 

In order to enhance the knowledge and basis of the research on M&A, we have 

decided to study exhaustively one specific case. In such a process we will strive to 

analyse a single and real merger in qualitative, complex and complete terms. In 

fact in a qualitative study, the researcher collects a limited amount of data, which 

cannot be meaningfully expressed in numbers. On the contrary, in the quantitative 
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study, the researcher collects a large amount of data to do a statistical analysis and 

to find general conclusions of the studied material. Therefore, using a qualitative 

study enable us to capture several different perspectives regarding M&A. Such a 

case study involves many immeasurable parameters, which only a qualitative 

method can describe and explain. By this way, case studies are generalizable to 

theoretical propositions and not to populations or universes. The case study does 

not represent a “sample”, and the investigators goal is to expand theories and not to 

enumerate frequencies. (Yin, 1994) 

 

But if according Yin (1994), a case study involves a continuous process during a 

certain time period, we will not do a case study in the classical sense, as the 

duration of our research is limited to a couple of months.  

 

However, as we will make use of secondary sources, which can be considered as 

reliable (Financial Times, Wall Street Journal’s articles…), we will gain time in 

using the investigation and description already carried out. In fact if we would try 

to gather primary sources, the exhaustiveness would be probably not so rich and 

wide. Moreover, if we have not assembled the primary sources on our own, the 

reliability of the study is based on the facts, and as a fact will remain a fact, only 

the interpretation of the fact may be different. We will thus work on this 

interpretation through our model. The first part of the empirical study will then 

consist in presenting objectively facts and figures in a historical perspective, which 

we will use when analysing after the merger process through our model.  

 

The thorn of such sources revolves around the problem of collecting accurate data. 

Such a downside of using secondary sources would however not diminish the 

interest of the analysis since we will use a phone interview with a top manager to 

create a global and accurate understanding. Gunnar Forssell, senior director of 

Corporate Strategy Department, has been interviewed by phone because he was 
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working in the US headquarters. This person was one of the few managers who 

have experienced the merger between Pharmacia and Upjohn. His specific 

situation (a Swedish manager working in the US) represented a unique opportunity 

to provide us with a double cultural perspective. As we wanted our respondent to 

share his knowledge, attitudes and experiences, we must ask indirect questions that 

were of general nature. Before interviewing Gunnar Forssell, we send him different 

directive point we wanted to tackle but not the whole questionnaire in order to be 

sure he would not be influenced. The questions guide was delivered one week 

before the interview to help him to remember events, which happened 5 years ago. 

Moreover, we have used open questions, which allow the respondent to answer 

them by formulating his or her own answers, in order to get as much information 

as possible. Nevertheless we have structured our questionnaire in an historical 

perspective so as to linked consistently all events with the past and to provide a 

holistic view of the merger. Finally, we asked to use a tape recorder so that we 

could concentrate more on what the respondent was saying ; we took however 

notes during the interviews to link respondent’s saying with our purpose. We have 

thereafter transcribed word by word the entire interview so as to be able to use 

proper quotation within the thesis redaction. Such an interview has been carried out 

in order to get deeper knowledge of the merger regarding the objective fact, but 

also the individual feeling. This interview completes thus the objective newspapers 

we have used, giving the historical events a human dimension. This interview will 

therefore support our empirical analysis : it will give more details during our 

analysis, and the quotation out of this interview will serve as justification. 

 

As explained earlier, our case study inquiry copes technically with distinctive 

situations in which there will be many more variables than data points. As a matter 

of fact, one result relies on multiple sources of evidence, with data needing to 

converge in a triangulating fashion, and other results will benefit from the prior 

development of theoretical propositions to guide data collection and analysis. 
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Triangulation techniques will therefore make our study more comprehensive and 

reliable. We do not claim that we have carried out a research in a pure triangulation 

way, which requires in-depth interview, qualitative study (secondary sources…) 

and quantitative analysis (statistics…), but we have drawn our inspiration from this 

methodology. 

 

Characteristics 
 

The purpose of our case analysis is to try to understand Merger & Acquisition as a 

paradoxical and processual system, and its inherent pitfalls. We have therefore 

chosen the merger between the Swedish Pharmacia and American Upjohn. The 

choice of such a case seems to imply a restrictive area of study, i.e. two giants in 

the pharmaceutical industry, and in a certain way, it does. Nevertheless, as we have 

defined the scope of study with the “related, transnational, and horizontal external 

growth”, it appeared that most corresponding mergers were about big companies, 

from different nationalities and evolving in a oligopolistic market. The Pharmacia 

Upjohn merger represents a relevant and accepted sample of the mergers which 

occurred in the nineties and which proves to face different pitfalls. Moreover, as 

we wrote above, we do not have the goal to generalize some findings but more to 

deduct the relevancy of a generated model. 

 

The case analysis has the following characteristics : 

- It is particularistic since it focuses on a specific situation and phenomenon 

taking place in a single period. 

- It will be mainly descriptive, but also explanatory. 

- It is heuristic as it improves the reader understanding of the models drawn 

before. 
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Finally the qualitative perspective along with the hermeneutic approach will 

provide our study with a deep and extensive understanding of the M&A process, 

its dynamics, and its traps. Through the interpretation of the case study, we have 

the goal to increase the understanding of the issue through description and 

generation on knowledge. 

 

4.2.4 Methodological limitations 

 

The credibility of our scientific thesis hinges on how the theoretical and empirical 

data were gathered and treated. There the notions of reliability and validity appear. 

 

Within the frames of research there are always discussions on the two concepts of 

validity and reliability. Validity means that it is important that the work of the 

researcher, focuses on the topic the researcher wanted to study. Reliability is to 

evaluate the trustworthiness of the study. (Patel and Davidsson, 1994) According 

to Merriam (1998) there are two different kinds of validity, internal and external 

validity. The internal validity is about how well the result of the study concurs with 

reality. Does the researcher examine what she/he believes her/himself to examine? 

The external validity is in what grade the performed study is possible to use in 

other studies. This thesis does not have the greatest level of internal validity since 

we have used documented cases in order to describe and criticize our previous 

model. The external validity is better especially from a methodological 

perspective. Here any researcher can learn from our findings and try to use them in 

empirical studies. There are six basic strategies of how a researcher can secure the 

internal validity according to Merriam (1998). Two of these strategies are 

triangulation, that is that there are more than one researcher, more than one source 

of information and methods, and finally that people not included in the research 

24 



Mergers & Acquisitions : Avoiding the path of decay 

give their opinions about the research performed. We believe both requirements to 

be mostly fulfilled in this thesis 

 

One of the critical points is the choice of literature and its interpretation. There are 

many possible sources of errors : for instance the literature is too old or not 

relevant to our study, there are too many references on a peripheral topic and too 

few references in the core of our study. Nevertheless, we have focussed our study 

on the most currently famous authors concerning M&A. It does not mean that we 

have skipped the old authors, but that we have selected the researchers, which are 

still quoted in the current study. We believe personally that time is one of the best 

filters and authors who are not going through it may have been proved obsolete. 

 

Secondly, much of the literature was in English, which is our second language. 

When reading a book and/or article, and when interviewing managers, there was a 

risk of misinterpretation in what the authors/respondents wanted to say. After 

consideration, we think that it has not made the conclusions less valid as we have 

been working in English in such topics for several years. 

 

Our study is essentially based on secondary sources. The problem concerning the 

use of the secondary material consists in the fact that it may have been compiled 

for a different purpose. The former purpose of these documents was not always to 

conduct research about M&A, but more to describe some situation. Two problems 

occur : the usability of these secondary sources for another purpose and the fidelity 

of the cases’ description to the reality. The former problem has not been an 

obstacle to our study as we did not want to carry out an evaluation of the 

successfulness, but more an analysis of the potential traps. The latter problem is 

closely linked to the former, because of our descriptive methodology. As a matter 

of fact we did not pay so much attention to the judgement and interpretation as to 

the facts and figures. The firms’ environment, or the initial problem described, are 
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facts, which time and/or people cannot alter. From there on, the fairness of the 

description may be of good value and reliable since we used mostly facts and we 

are aware of the possible distortion of the others information . Nevertheless, if we 

have made some unintentional judgements in our study, it will be only unforced 

errors and won’t misrepresent the final conclusions since we aim to describe a 

process and not the results. 

 

Finally, the model we strived to develop is based on literature research and one 

case of M&A. The sample case is probably too small alone to generalize the model 

to all industries, environment, markets, and all firms whatever their size is. 

Nevertheless, the reader should be aware that the frame of references, which 

constitutes the basis on the following case study, has been made throughout a long 

time and with lots of other case studies. Our findings consist in a integrative model 

made through old research, and the real case has helped us to develop our own 

view. We do not propose a recipe for all M&A, but a synthetic and personal view 

of the today’s potential pitfalls enabling the reader to be aware of the risk in such a 

process. 

 

According to Patel and Davidsson (1994) it is necessary to keep a critical attitude 

towards facts and experiences in order to make a proper evaluation. During the 

research process we have been striving towards a critical attitude, towards 

ourselves and towards the selected literature. We are, however, aware of the fact 

that this thesis can be criticised for being only a speculation in management and 

not a scientific report. Still we believe that this thesis does have a certain scientific 

value and that others can learn some important lessons both from all problems we 

faced during the research process and from the way we continued our work. 
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4.3 Reader’s Guide 

This guide is created to provide the reader with a structural overview of the thesis. 
 
Chapter 5 is dedicated to a definition and an explanation of 
the transnational horizontal merger we used to shape a 
matrix, in comparaison with the other types of Merger & 
Acquisitions. 
 
In chapter 6, we present the pre-acquisition process in the 
phase of planning, but also the real goals of M&A, creating 
value. This chapter will describe the motives and the 
financial requirements when evaluating a merger project. 
 
In chapter 7, we present the post-acquisition phase with the 
concept of integration process through 3 cornerstones: 
strategic, operational and cultural management. 
 
 
Chapter 8 exposes the main reasons of M&A failure : the 
paradox between shareholder and managers, the cultural 
incompatibility and clash, the social risk, the integration 
costs aso… 
 
In chapter 9, an integrated matrix provides the reader with a 
holistic summary of the theoretical framework, which 
enables us afterwards to shape a model, which can point out 
the main pitfalls the literature overview has established. 
 
In chapter 10, the data gathered from the empirical studies 
of the Pharmacia & Upjohn case company is presented in 
order to gives some insight about the historical process of 
this merger. 
 
In chapter 11, an analysis of the empirical data and the 
theoretical information is made. We attempt to test our 
model by applying it to the case and trying to understand the 
P&U’s merger process and pitfalls. 
 
 
Chapter 12 conclude what was found in the analysis and 
provide an answer to the purpose. 

Model 

Chapter 12 
Conclusion 

Chapter 11 
Analysing Pharmacia 

Upjohn Merger 

Chapter 10 
Pharmacia Upjohn : an 
Historical Perspective 

Chapter 9 
Towards the Warning 

Chapter 8 
Reasons of M&A Failure 

Chapter 7 
M&A Implementation 

Chapter 6 
Underlying driving forces of 

M&A : creating value 

Chapter 5 
The Transnational 
Horizontal Merger 
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5 THE TRANSNATIONAL HORIZONTAL 
MERGER 

 

We limit and focus directly our subject of merger and acquisitions, on the 

transnational horizontal merger in order to be clear by giving some keywords. 

Furthermore, the matrix (the intertwined system) we want to create, will be used in 

a transnational horizontal merger. 

 

5.1 Total Merger vs Partial Acquisition 

 

In our report, we focus on the horizontal external growth, which is a take-over 

operation of internal unit, or sub-unit resources already organised of an entity. This 

operation may be able to produce immediately a good or a service. The horizontal 

external growth is also an “endogeneisation” operation of the external resources. 

This acquisition is made, either in a total manner as mergers, or in a partial manner 

by take-over through holding acquisition. (Gasmi, 1998). We could now highlight 

two forms of acquisitions: the total acquisition (mergers) and the partial acquisition 

(take-over).  

 

First of all, the total acquisition means that the unit or sub unit resources of an 

entity are totally transferred to another entity. This transfer of resources is 

physically identifiable, so the operation is visible. During the total acquisition 

process, the resources of the two entities merged. The process becomes a merger. 

To lead to a total acquisition, the unit or sub-unit resources of the entity need to be 

already organised. That means to produce immediately a product or a service, 

without associating it to other resources. It is fitted into the pre-existing entity, so 

in a new structure. 
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Furthermore this unit or sub-unit resources should not belong to internal firm 

resources, because it could lead to a new internal organisation of the company. All 

the operations of internal restructuring are excluded. Consequently, the mergers of 

the subsidiaries, which belong to the same group, would not be considered as 

external growth operations. 

 

Finally in a total acquisition, the resources transferred are automatically 

accompanied with the transfer of their control (owner change). The new owner is 

the only manager to take responsibilities of the resources and the results. During 

the total acquisition between two entities, the process could be conducted to a 

merger with the grouping of the resources from both companies. Mergers are total 

acquisitions but not synonymous. Compare to the total acquisition process, the aim 

of the mergers is not the financial control of the new entity with the shares 

obtaining but the grouping of the two entities’ resources. 

 

With the existence of joint stock companies shape, the firm has an effective legal 

tool of external growth: the partial acquisition. In this case, the company may 

choose to buy only a part of the target firm through holding acquisition, but a 

holding, which permits it to control it. The purchaser is called “parent company” or 

headquarters, and the target firm is considered to be a subsidiary company. If the 

purchaser buys the whole target firm, the company would be considered as the 

wholly owned company. In this case it is a total acquisition. The partial 

acquisitions are not physically visible for some researchers: This type of 

acquisition should respond to some features.  

 

Firstly, the holding acquisition corresponding to a part of the entity acquisition 

should absolutely lead to the control of the whole entity. If the acquisition process 

doesn’t lead to a holding acquisition, the process would not be qualified as external 

growth. The acquired part belongs to an entity, which could produce immediately a 
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good or a service. The holding acquisition should not concern a firm already 

controlled, because this holding would not have new effect on the controlled 

structure. (Gasmi, 1998) 

 

5.2 Transnational vs. National 

 

From the end of the 90’s, the Mergers and acquisitions’ wave was characterised by 

an important growth of transactions. The number of transactions implying targets 

and purchasers reached historical level. Mergers and acquisitions in an 

international perspective, corresponded in 1998 to 672 billions dollars, compare to 

393 billions dollars in 1997, and 274 billions dollars in 1996. The international 

activity represents a quarter of the mergers and acquisitions total market value. 

(Gasmi, 1998) 

 

The market economy generalisation and the development of the free exchange 

economic areas in a regional or community size, and the internal organisation 

which intensify the internationalisation of the trade liberalisation, permit to move 

back more and more the economic borders. This opening of borders in the creation 

form of regional economic blocks influences positively the emergence of the 

control company market for two essentials reasons. The first consists on the goods, 

the services, and the capital free movement, which contribute to increase the size 

of the products market. The second is the fact that the opening of borders creates a 

drive effect on the liberalisation of the companies control transfer, control limited 

for some and until now to the national borders. This opening makes easier and 

favours the multinational firm establishment in the different areas, with a free 

control from the company in the others. (Ibid) 
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When the game of mergers and acquisitions is international, purchasers play in a 

new environment characterised by a language, a culture, some laws or some 

specific socio-economic contexts (Very P., 2000). 

 

Some studies have shown that US target companies experience significantly higher 

gains when acquiring foreign rather than US companies (Harris et al., 1991; 

Shaked, et al., 1991). On the other hand, Cebenoyan, Papioannou and Travlos 

found that returns to stockholders of target companies were not significantly 

different from those acquired by domestic companies (Cebenoyan et al., 1992). 

 

5.3 Related vs. Un-related 

 

Unrelated mergers are acquisitions made with two different industries. The target 

produce a good or service which is distinct and which doesn’t have technique, 

productive, and commercial complementary. Activities from the target and from 

the purchaser have no link and until now, there is no competitive relation because 

these activities don’t have either the same mission, the same skill or the same 

market. The new unity is composed with several distinct activities. In the case of 

unrelated mergers, we assist to a double contribution; firstly from the product 

range wealth existing with the new different products provided and with the market 

integration corresponded to the new products (Gasmi, 1998) 

 

The coming of these new activities permit to the new entity formed either the 

development of replacement product, resources, or the development of new 

activities. This different operations in the acquisition process of the new activities, 

consist for the purchaser of getting new competencies, different know-how 

corresponded to a new skill. (Gasmi, 1998) 
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Related mergers are acquisitions made within the same industry. Here companies 

buy either a direct competitor or one very closely related to their line of business. 

Conventional wisdom holds that the closer a firm stays to its line of business, the 

more knowledge its mangers have about that business and, therefore, the higher the 

probability of success after the merger (Nahavandi A., et al., 1993).  This “stick-to-

your-knitting” strategy has much merit (Rumelt R. P., 1974). It is quite easier for 

the firms to identify the areas of savings and duplication prior because, the 

managers already possess considerable knowledge about their industry.  

 

Related mergers have a strategic advantage. The mergers can gain bargaining 

power in dealing with suppliers and customers. Suppliers may provide the new 

firm with more favourable terms due to the increase in quantity of supplies 

ordered. Furthermore, the suppliers may give to the combined firm more 

favourable credit terms. In addition, there is one less competitor in the market, so 

the combined firm may be able to increase its products’ prices. According to 

Nahavandi A., et al, many of these bargaining advantages are elusive and certainly 

not possible in the short term. The larger debt caused by most mergers may make 

suppliers and buyers hesitant.  

 

Related mergers can benefit from the transfer of resources from one firm to the 

other. The transfer of resources may be one of the most difficult tasks in any 

merger. Although physical assets can be transferred readily, the human resources 

may not accept the change willingly. So we may see that in the related mergers, the 

combined firms need a close interaction between the employees for synergies. We 

will actually see that there is more potential conflict between them. 

 

In addition, consolidating the different units of the two firms in a related merger 

takes many years to complete. In fact, researchers believe that it may take up to 

seven years for the combined firm to show any productivity gains. Finally, 
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although related mergers are theoretically superior in performance to other types of 

mergers, they take the longest to show results and require skilled line managers 

and supervisors to implement the strategy (Nahavandi A., 1993). 

 

5.4 Horizontal vs. Vertical 

 

In this part of the thesis, we are going to expose two different external growth 

policies, which are the horizontal external growth and the vertical one, in order to 

delimit the first one to the other. These two policies are dependent on the link 

existing between the purchaser and target products (activities). According to the 

nature of this link, the acquisition permits the purchaser to reinforce, centre, extend 

and release the activities. 

 

- The purchaser releases its activities in upstream or downstream (vertical 

external growth). 

- The purchaser centres, reinforces or extends its activities or closes activities 

(horizontal external growth). 

 

Vertical external growth  
 

The vertical external growth policy consist for a firm to internalise in a total or 

partial acquisition (merger or holding), a unit or sub unit resources (activities) 

already organised of an entity. This operation may be able to produce immediately 

a good or a service.  

 

The purchaser or the target firm has until now, a potential or effective relation in 

the type of buyers-suppliers. The effective relation could take two types: the first 

one is an exchange relation assured by the market (the companies are completely 
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independent and don’t have contractual agreement), the second one is that the 

companies are linked with a contractual relation in the form of partnership. The 

potential relation means that, even if the products of each company would be 

considered as production factors or final market for one of them, there is no link 

between them. If the target products are considered as production factors for the 

purchaser, the vertical external growth operation is upstream (the target provides 

raw materials or products considered as components). If the target decides to sell 

the products to the purchaser, the vertical external growth operation is downstream. 

The vertical external growth operation corresponds to two types of integration, 

upstream and downstream. 

 

The vertical external growth concept is posed in terms of internalisation degree of 

activities located between the first production operation (extraction of the raw 

materials) and the final operation (finished product distribution). Basically, all the 

companies are vertically integrated. Actually, the vertical integration could take 

different forms according to the purchaser and target position in the transformation 

process from the beginning (first operation: extraction of raw materials) to the last 

operation chain (commercialisation). (Gasmi, 1998). 

 

Horizontal external growth  
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The horizontal external growth of a firm consists for the purchaser to internalise, in 

the form of total or partial acquisition, resources of an entity in which the activities 

are similar or closed (producing immediately a good or a service). To define the 

horizontal external growth, it depends on the definition of similar or closed 

product. A firm realise a horizontal external growth operation if its product market 

is the same as the target. The same product use of the purchaser or the target means 

that their products are similar or substitutable. When the purchaser or the target is 

entities with different products and when a part or the total products are similar or 
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substitutable, the horizontal external growth operation will conduct to different 

horizontal operations. 

For each similar product from the two entities correspond a horizontal external 

growth. 

 

The product market of the target could be located in the same area as the purchaser 

or in different place. The target market could or could not belong to the internal 

(national) or external (transnational) purchaser market. (Gasmi, 1998). 

 

 

The following theoretical framework aims to look at the major scientific trends and 

research carried out on M&A, so as to attempt to shape a model that points out the 

main cornerstones along with the respective pitfalls occurring in the M&A process. 
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6 UNDERLYING DRIVING FORCES OF 
M&A :CREATING VALUE 

 

 

This chapter will present the pre-acquisition process in the phase of planning, 

which means to prepare and negotiate the process of acquisition, but also the real 

goals of a M&A, creating value.  

 

External growth operations appear to be source of value creation - as defined 

earlier - , at least in the intention. The issue of creating value has very often been 

the subject of research. Jensen and Rubach (1983) highlighted through a summary 

of 23 studies the significant increase of the combined value of the bidding 

company's shareholders and the target's ones. Such a study has been confirmed by 

Martin and McConnell (1991) concerning the net value creation due to M&A at the 

days following the announcement. 

 

But such results have only taken the stock price evolution as basis. The economic 

justification of such capital gain has to be clarified. Caby and Hirigoyen (1997) 

wrote about strategic value, defined as the value an industrial investor is ready to 

pay in order to acquire a firm, when considering the forecast of the future cash 

flow increased by the gains from industrial and commercial synergies coming from 

the merger between this firm and the industrial investor's one. The strategic value 

would be therefore higher than the financial one. In such a perspective, a strategic 

decision creates value only if it changes the expected cash flows coming from the 

future profits and growth of the firm. 
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The strategic decision of acquiring a firm is thus based on the strong will to create 

value. Facing such a matter, company's managers and board members need to 

understand the distinct concept of the value when judging a proposed acquisition. 
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As a matter of fact, in today's market, the purchase price of an acquisition will 

nearly be higher than the intrinsic value of the target company.. Eccles et al. 

(1999), define four different values of a firm :  

• Intrinsic value : the most basic value of the company, which is based 

principally on the net present value of expected future cash flows completely 

independent of any acquisition. In the current state, future growth and 

performance improvement have been anticipated by the market. 

• Market value : it may add a premium to reflect the likelihood than an bid 

offer for company will be made. Called commonly "current market 

capitalization", it is the same as the share price. 

• Purchase price : It's the price that a bidder anticipates having to pay to be 

accepted by the target shareholders. 

• Synergy value : the net present value of the cash flows that will result from 

improvements made after combination of both companies. Such 

improvements are beyond those already anticipated in each company's 

independent intrinsic value. 

 

In such a view, the price paid by the buyers will obviously be higher than the 

intrinsic value. The difference is called premium. Therefore, the premium paid to 

acquire a firm should be balanced by enough cost savings and revenue generators. 

Such a surplus represents the capital transferred to the acquired company's 

shareholders. In fact, creating value requires that the potential income of an 

acquisition will be higher than the outcome. The synergy trap (Sirower, 1997) 

consists in miscalculating the purchase price regarding the potential synergy value, 

it means overpaying an acquisition. That is why both concepts of total income 

coming from synergy and revenue improvement and of total outlay, generally 

admitted as the price, have to be clarified and understood. 
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6.1 Income motivation 

 

Acquisitions are motivated generally by two kinds of incomes : the cost savings (or 

economy of cost) and the increased revenues (or revenue generators). Such 

motivations have been classified as efficiency theory versus monopoly theory 

(Trautwein, 1990). 

 

6.1.1 Synergistic cost reduction 

 

Defining The Concept Of Synergy 
 

The efficiency theory views mergers as being planned and executed to achieve 

synergies. The concept of synergy has been widely used by economists, managers, 

and journalists, so as to explain the political motivations of external growth. An 

horizontal acquisition would most of the time aim at creating, optimising, and 

operating, strengthening synergies. We have thus first to understand the meaning 

of the synergy notion. 
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The word synergy has experienced an abusive use without well defined theoretical 

basis. Such a notion is therefore misunderstood. We have thus to give a theoretical 

content and consistency. The term Synergy comes from the Greek word synergos, 

which means "working together". According to the famous definition of Weston 

(1953), the synergy is the situation by which the sum of two parts is larger than 

their own individual contributions. This concept has been reviewed by Ansoff 

(1965) which described it as the "2+2=5" effect to denote the fact that the firm 

seeks a product-market posture with a combined performance, i.e. a combined 

return on the firm's resources, that is greater than the sum of its parts. In such a 

views, synergy can be defined by the inequation "2+2>4". This inequality means 
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that the operator "+" has not its additive property any longer. According to Gilson 

& Black (1995), "the concept of synergy, is the flip side of value additivity" 

(p.258). Ansoff considers that all the effects of the synergy can be represented in 

one of the following criteria : raise in profits, decrease of operating cost, reducing 

of investment needs. 

 

The notion of synergies exploitation in case of external growth is similar to the 

economies exploitation (Weston & Chung, 1983). Charterjee (1986) distinguishes 

three types of synergies : the collusive, the financial and the operational synergy. If 

the two last types represent for us real synergies as defined as internal cost savings, 

the first one would refer more to the monopoly theory, which will be explained 

later. Trautwein (1990) would add another type : the managerial synergy. If we 

would try to describe each kind of synergy, we would more focus our analysis on 

the operational ones, which seems to be less debatable on the concrete 

effectiveness and more in line with the motivation of creating value. 

 

As a matter of fact, Seth (1990) states that the concept of value creation is 

synonymous with the notion of synergy. According to Haspeslagh & Jemison 

(1991), the created value in M&A is either generated or captured. The latter stems 

from a tax advantage due to a favourable exchange rate, from the sale of one part 

of the acquired firm with a higher price than paid before… The generated value 

comes from the ability and capacity to combine efficiently the resources of both 

firms. The created value results therefore from the average unit cost's cutting. We 

can thus consider that the notions of synergy, value creation, cost savings, 

competitive and efficiency gains, unit cost's reducing is more or less similar. 
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The Financial Synergy 
 

According to Trautwein (1990), financial synergies result in lower cost of capital. 

One of the inherent strategies consists in diversifying the systematic risk of a 

company's investment portfolio by investing in unrelated business. Such an options 

is excluded from our analysis since it focuses on related acquisitions. 

 

Another opportunities concerns the lower cost of capital due to larger company's 

size and the establishment of an internal capital market, which could be operated 

on superior information and more efficient capital allocation system. the new entity 

combines actually the financial resources of both companies in order to create an 

‘internal pool of capital”. The management of these resources would create 

positive synergies for two main reasons. First the financial resources can get 

around from one entity to another very easily, and the fluidity only depends on the 

willingness of the responsible manager, who decides when and whom can benefit 

from these resources. Secondly, the transaction costs to acquire these resources are 

very low compared the external market price. The internal market of financial 

market enable then to use the phenomenon of “cross-subsidization”, it means the 

excess of cash of one entity can be use to finance the development of another entity 

in trouble. (Salter & Weinhold, 1979) 

 

The Managerial Synergy 
 

Accepting the fact that the acquiring company has a more effective and performing 

managerial system – otherwise it would not launch an acquisition process - 

managerial synergies are realized when the bidders manager’s possess superior 

planning and monitoring abilities that benefit the targets performance (Trautwein, 

1990). 
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The Operational Synergy 
 

Operational synergies do not only concern direct productive resources of the firm 

but also indirect productive and unproductive resources. Operational synergies 

have to be seen has a mean to reduce the average unit cost of the products. 

Operational synergies may therefore come from combining operations of hitherto 

separate units or from knowledge transfer (Porter, 1985). Nevertheless, both 

strategic synergies aim at reducing the cost of the involved units. 

 

Since the horizontal external growth has the objective to reduce the average unit 

cost of the merged company, the evolution of the production volume as well as the 

total global cost should be in accordance with. From this point on, three kinds of 

synergies are possible : 

• No synergy : the external growth has led to no change (or merely) in the 

internal efficiency. The ratio output on input remains nearly the same. 

• Negative Synergy : the average unit cost is higher than before the merger. 

The causes of such a result will be explained further as a reason for failure. 

• Positive synergy : the merger has enabled significant cost savings. Such a 

synergy is naturally the objective of most M&A. 

 

When analysing more particularly the positive synergy, i.e. the cost reduction, the 

relation between production and global cost has to be studied. As a matter of fact, 

the reducing of unit cost hinges on the evolution of the production volume and the 

inherent cost. More specifically, a reduction of the global cost does not imply a 

reduction of the average unit cost since the latter is also function of the global 

production volume. To sum up, the evolution of the global production volume 

(GP) has to be greater than the global cost's one (GC) in order to create value. 

Several cases of positive synergies emerge in such a dynamic (Gasmi, 1998) : 
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• GP and GC decrease (but GC>GP) : there has been improvement in the 

exploitation of direct productive (production process) and indirect 

productive (R&D, commercial services) resources. 

• GP stagnates and GC decreases : the cost-cutting comes essentially from 

improvement in indirect productive resources (marketing, R&D, 

management…) 

• GP increase and GC decrease : the best situation due to improvement in all 

the resources. 

• GP increase and GC stagnates : the unit cost hangs essentially on the ability 

to produce more. 

• GP and GC increase : the improvement of production process has required 

new investment. Such a situation is hazardous and can easily fall down to 

negative synergy. 

 

The operational value creation is in line with cost and production management, and 

the calculation of motivating synergies has to take into account the sources of the 

cost reducing in order to see hood for the tree ! 

 

Finally, even though the average unit costs decrease is real, not to forget is the 

average unit price evolution. If the price falls at the same time as the cost but in a 

lower proportion (otherwise the firm produce in a wasting way), the cost savings 

will only offset the price decrease and the competitive improvements won't affect 

the profitability of the firm (and particularly shareholder's wealth). If the price 

increases at the same time, the profitability will increase and be directed towards 

shareholder's wealth (higher dividends) or firm's growth (investments in R&D, 

technology…). (Ibid) 

 

According to Bradeley et al. (1983), economies come from the fact that external 

growth enable the transfer of the control of target's resources, their reallocation in 
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order to gain efficiency. The operational synergies' exploitation will also depend 

on the ability to make emerge in the new entity some under-exploited resources 

that can be shared and some other resources which can exploit them and change 

their potentialities into cost savings. 

 

In case of related acquisition, both the bidding and the bided firms offer similar or 

substitutable products. The combination of each own resources will show up some 

sources of economies in term of intangible, tangible or financial resources : either 

they can be shared and lead to operational cutting (duplications…) or they are 

under-exploited until the acquiring firm uses them more efficiently. 

 

The ability to exploit these new potential sources will actually determine the 

concrete gain of the merged activities. Several means are at disposal of the new 

entity : 

• The experience effect or BCG's "learning curve" (Åman, 2001) : the 

experience is an intangible asset, which is difficult to copy, and which can 

be used if the target firm has not reached the same level of practice. 

• The specific know-how : one of the firm has developed core competencies, 

which can improve the administrative or technical management of under-

exploited resources. (Gasmi, 1998) 

The success of the resources exploitation will hence depend not only on the ability 

to transfer, but also to share, accept, integrate and adapt the tacit and intangible 

competencies very quickly, and with low cost. It will be, in fact, the ability to 

transfer competencies, which will determine the degree of value creation ! 

Furthermore, an imperfect transfer will endanger the potential synergistic strategic 

acquisition and merger. The success of the acquisition for synergies development 

will hang on the capacity of the new entity to develop, gather, integrate, mobilize 

and exploit the different flows of available competencies in each small business 

units. 
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The structural economies 
 

All the economies above created through a combination and exploitation of 

common resources can also be called structural economies (Shepherd, 1985). They 

represent the reduction of the ratio outputs over inputs synonymous with cost 

savings and economic efficiency. Such a combination of resources entails changes 

and internal reorganization. By reorganization we mean a dynamic process 

reappraising, or even destroying the last structure for a new one.  

 

Nevertheless, the opportunity to exploit these synergies lies in the size of the 

shareable resources. A balance between the volume of resources to devote and the 

economies' potential exploitation leading to gains, has to be always struck. By this 

way, a selection of resources has to be done ; and then to identify those to keep, to 

cancel, to integrate, or to outsource ; finally to use more efficiently those 

remaining.  

 

As a matter of fact, horizontal acquisitions lead the new entity to change its 

decision making and management concerning production, marketing, R&D, 

employees resources (Seth, 1990). Such a reorganisation will be the basis of 

structural economies, which are economy of scope and economy of scale. 

 

Economy of scope 
 

According to Panzar & Willig (1981), the economy of scope represents the cost 

savings due to the combination of two or more product lines, where the product 

would be more expensive to produce independently. Economies of scope exist 
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when for two outputs X and Y, the cost of combined production is lower than the 

sum of the production cost of each independent output.  

 

There are two types of economy of scope : 

• Use of derivative products stemming after the main production 

• Parallel or simultaneous use of common resources in term of space or time 

 

Economy of scale 
 

There are economies of scale if the reduction of the unit cost in the new entity 

results from a raise of the activity volume. They come from the advantages of 

division and specialisation of the work, of the staggering of the fixed costs on a 

larger volume of activity. They can concern theoretically all the corporate 

functions : production, R&D, sales, marketing… (Åman, 2001). 

 

Particular attention must be paid to the optimal size enabling the minimum unit 

cost : The curve of economy of scale can be described as a U. It means that beyond 

a critical size, the firm will experience diseconomy of scale (i.e. negative synergy), 

because of the investments required. 

 

6.1.2 Developing market share 

 

In this part, we are going to develop the theory relative to the horizontal external 

growth impact on the bidder market share (new entity). 

This impact has two distinct times: immediate effect on the acquisition and the 

medium and long-term effect. (Gasmi, 1998) 
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Immediate effect on the acquisition 
 

The market share growth results on the transfer of the market share from the target 

to the bidder. This increase corresponds to the mechanic effect of the horizontal 

external growth. In this case, the unit analysis for the market share growth is the 

bidder. (Ibid) 

 

Medium and long-term effect 
 

The market share association permits to constitute an internal market of resources, 

which the potentialities are higher than the internal market of the bidder and the 

target, during the competitive time. Consequently, the internal market of the new 

entity offers more opportunities to develop together some strategies of the bidder 

and the target, as the decrease of the price because of the high costs (operational 

synergies), the differentiation and the domesticity. These strategies permit the new 

entity (bidder or/and target) to generate more market share (growth). In this case, 

the growth is not automatic (mechanic effect absence). (Ibid) 

 

Depending on the type of relation that the bidder maintained with the target (direct 

competitive relation, potential or none) before the acquisition process, the market 

share transfer from the target to the bidder permits to the bidder to reinforce or/and 

extend its market.  

 

Concept of market share growth 
 

The market share of a firm corresponds to the proportion of production volume or 

the turnover the firm possess in a given sector of a global market in relation to the 

rest of competitive companies concerned. In our case the measuring unit of the 
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market share, will be turnover. The market share of an entity corresponds to its 

demand proportion compared to the total demand of the sector. The demand (sales 

volume) is never constant, so the market share deviates as well. (Ibid) 

 

The increase of the turnover or the production volume, involve as well that the 

company realised a growth. The growth concept is relative to a quantitative 

increase of its turnover or its production. If the company growth is higher than the 

competitors one, the growth concept means that the company has a market share 

growth, but if all the competitors increase their turnover, there is not an increase of 

the market share. Thus, an entity expands its market share when their turnover 

volume (sales) increases compared to its competitors. (Ibid) 

 

Different case of market share growth 
 

We could formalise the market share growth of the bidder (or new entity) in the 

horizontal acquisitions as Ms(A+B), the market share of the new entity. Ms(A) and 

Ms(B) are the market shares of the bidder and the target before the acquisition 

process. (Ιbid) 

 

The relation existing between the market shares of the bidder and the target during 

the time is: Ms(A+B)=Ms(A)+Ms(B)+ ∆Ms.. The ∆Ms represents the market 

share realised with the combined resources effect, this means with the different 

generic strategies exploited. The ∆Ms is realised during the post-acquisition and 

corresponds to the market share difference between the new entity and the market 

shares sum of the bidder and the target before the acquisition process. (Ibid) 

The variation of ∆Ms will determine the “market share synergy” effect, generated 

by the horizontal external growth process. We conclude that the acquisition 
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process depend on the ∆Ms value, because it could generate a market share 

synergy effect non-existent, negative or positive. (Ibid) 

 

Finally, in horizontal acquisitions, we have 2 categories of market share growth, 

corresponding to 2 distinct periods. The first growth period is effected  during the 

acquisition process and result from the transfer of the target to the bidder. In this 

case, the growth is generated by the mechanical effect of the horizontal external 

growth. It is observed in the bidder level. The second is realised after the post 

acquisition period, and results to the combined effect of the bidder and target’s 

resources potentialities. This effect permits the new entity to exploit some 

strategies (differentiation, costs decrease and domesticity). The growth is observed 

in the new entity level (bidder or/and target). (Ibid) 

 

6.2 Outlay obligation 

 

As seen earlier, the price to pay to acquire a firms is almost always higher than the 

intrinsic value of the firm (Eccles et al., 1999). Nevertheless, in order to be 

successful, i.e. to create value, the purchase price has to be lower than the expected 

synergy value. Otherwise the acquirer has overpaid its acquisition (Sirower, 1997). 

One critical issue of the acquisition game consists therefore in optimising the 

equation "Income – Outlay" even if an acquisition is perceived as strategically 

unavoidable. By paying a premium, acquirers have actually to solve two problems 

: to meet the performance targets the market already expects and to meet even 

higher targets implied by the acquisition premium. In such a way, if the synergies 

income can be fairly evaluated (Johnson, 2000), the price to pay for an acquisition 

must be based on the market appreciation. If acquirers wish that the game is worth 

the candle, they cannot allow them to burn it at both ends. If a premium is 

unavoidable, the market price must be low relatively to the acquirer's capacity. 
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Many studies have been carried out to correlate financial variables with the 

potentiality to be a bided target (Le Corveller, 1992 ; Comblé, 1999). Making an 

exhaustive description of each research would be irrelevant regarding our 

perspective. However, a conclusion can be made after analysing most of these 

statistical investigation : the bidder tends to give priority to low cost acquisition. 

We are going also to explain the different financial variables to use when 

evaluating the relative cheap price to pay. 

 

6.2.1 Managerial inefficiency 

 

One of the most tested variables has been the managerial inefficiency. As a matter 

of fact, the most badly managed firms, and therefore the least profitable would be 

the preferred target of takeover bids (Singh, 1975, Dumontier et al., 1989). The 

acquisition would be sanctioned by the market because of the bad firm's 

management and profitability. Such an assumption would be confirmed by the fact 

that a firm, which has experienced a low profitability for several years, would be 

less costly and would represent more opportunity for improvements. 

 

In order to measure such an inefficiency, three variables may be used (Le 

Corveller, 1992) : 

• The economic profitability represented by the ratio return on assets (ROA) 

• The financial profitability defined as return on investments (ROI) 

• The activity ratio (Turnover / Total assets) representing the managerial use 

of the corporate asset. In fact, a low activity may reflect a bad allocation of 

the assets put at managers' disposal. 
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6.2.2 Size of the firm 

 

In most of the studies – excepted Singh's one -, the large companies would be more 

protected from acquisition than the small ones (Chapman & Junor, 1987). Even if 

an efficient market would enable small firms to launch takeovers, the reality proves 

to be different. Such an observation comes from the fact that the costs generated by 

the size are proportional, and a bidding firm must have a sufficient financial 

capacity to bring it about. 

 

Such inherent acquisition costs are multiple : 

• The integration costs : they are due to the fact that the assimilation of a 

"large body" is even all the more difficult as the size of this latter increases 

(Kitching, 1974) 

• The cost associated to the potential fight to acquire the firm in case of 

inimical takeover. 

 

Two variables can be used to assess the size : the total asset of the firm (Franks & 

Harris,1989 ; Lang et al., 1991 ; Mitchell & Lehn 1990 ; Servaes, 1991 ; Jarrell & 

Poulsen, 1989) and its market capitalization (Bradley et al., 1988 ; Higson & 

Elliott,1998) 

 

6.2.3 Imbalance between growth and resources 

 

The firms characterized by an imbalance between growth and resources may 

become potential target. As a matter of fact, there are two types of imbalance : the 

firms with a low growth and large resources, and the firms the high growth but 

weak resources. 
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Three variables may determine the degree of imbalance : 

• The growth : as Sirower (1997) pointed out, the expected synergy of an 

acquisition represents the increase in "competitiveness and resulting cash 

flows beyond what the two companies are expected to accomplish 

independently". A high growth in term of turnover would predict large 

future potential cash flows. Nevertheless, the relation would be inverse if 

you consider the growth of the patrimonial capital (Williamson, 1970). In 

fact, a low asset growth would first mean lower acquisition and integration 

costs. Moreover, the manager's pay is really not a function of profits, and 

they might have the bias to maximize the firm's size to satisfy their own 

ambition (Lewelleh, 1988, Roll, 1986. The bidding firm would therefore 

maximize the growth and would consider low growth firms as target. 

• The liquid assets : A large amount of liquid assets (cash) would be 

appealing when considering an acquisition. In fact, if we take for granted 

that the bidder is maximizing their growth, they may have a lower liquid 

assets and would look for cash in acquisition (Kuehn, 1968). Moreover, such 

a criteria indicates the degree of the target's solvency. 

• The Financial leverage : such a variable as been very often mentioned as 

one fundamental reason of acquisition. In fact, the first motivation would lie 

in the no-used debt capacity, which could offer a new leverage for the firms, 

which are maximising their capacity. But it would be more a question there 

of financial synergy. The fact is that the following acquisition would be 

cheaper since the bidder would not have to bear the target's debt cost. (Le 

Corveller, 1992) 
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6.2.4 Firm's evaluation 

 

Such an assumption consists in stating that the companies whose differential 

between market value and accounting value is low, would be a cheap target to 

acquire. Such a supposition (Marris, 1964) is based on the assumption that the 

financial market is partly inefficient. In that case, there may exist under priced 

companies, whose stock price does not reflect perfectly all the information. These 

kinds of firms represents thus a good deal. Such a reasoning is however arguable 

since it takes the market's inefficiency for granted ! 

 

To calculate such a ratio, we have to teak a leaf out of Tobin's ratio and theory 

(Lindenberg & Ress, 1981), by dividing the stock price by the net accounting 

assets. 

 

6.2.5 Payments of dividends 

 

Finally, according to Jensen (1986), one of the major cause of takeovers stems 

from the agency costs associated to the conflict of interests between managers and 

shareholders regarding the payment of extra cash flows (free cash flows). If the 

firms tries to meet the requirements of the shareholders, it will convert the free 

cash into dividends. On the other hand, since the payment of dividends reduces the 

resources controlled by managers, and consequently their power, they will incline 

towards developing the company (the size…) instead of maximizing shareholders' 

wealth. 

 

With such a behaviour, the stock price will be depreciated regarding the market 

value of the firm relatively to the intrinsic value ! The consequences will be a 
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lower premium to convince stockholders combined with a low price due to market 

depreciation. Such a phenomenon can be analysed through two variables : 

• Payments of dividends : it can be calculated by the ratio between the global 

dividend paid and the net profits, and it represents the part of the generated 

profits paid to the shareholders. 

• Share performance : the ratio dividing the net dividend per share by the 

stock price will determine the degree of manager's inclination to maximize 

shareholders' wealth. 

 

 

Sirower (1997) used the M&M propositions (Modigliani & Miller, 1956) to 

illustrate the wealth transfer during an acquisition "When you make a bid for the 

equity of another company, you are issuing claims or cash to the shareholders of 

that company. If you issue claims or cash in an amount greater than the economic 

value of the assets you purchase, you have merely transferred value from the 

shareholders of your firm to the shareholders of the target". This process, called the 

acquisition game, can only be offset by the synergy gains the firm is expecting. 

Furthermore, the net present value of playing the acquisition game can be modelled 

as follow : NPV = Synergy – Premium. If the synergy is not totally clear before the 

acquisition, because of the limited information, the premium paid – i.e. the wealth 

transferred – can be surely fixed in advance. The preparation of an acquisition 

would therefore have to focus on the price the bidder is ready to pay relative to the 

expected synergy. Nevertheless, if the motivation is purely strategic (expanding 

market share, developing competitiveness…) the bidding firm would have to select 

the least expensive target between several potential ones in order to limit the 

impoverishment of its owners, i.e. the shareholders. Otherwise, the financial 

market might unfortunately sanction the firm and consequently endanger it by 

diminishing its total equity value, it means the debt capacity among others, which 

is its future investment capacity. In order not to mortgage its own future growth, 
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the managers should pay attention to the different ratio above so as to pay the right 

price. 
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7 M & A IMPLEMENTATION 
 

The introduction of post-acquisition change implies that there is a degree of 

integration with the merging company. We will focus the integration process 

through 3 cornerstones : strategic, organisational and cultural management.  

 

7.1 Strategic management 

 

7.1.1 Vision 

 

The strategy of an organisation involves how it plans to achieve its mission and 

goals and is partly determined by its culture. In the case of mergers, strategy 

focuses mainly on the goal and the type of merger intended. (Nahavandi A., 

Malikzadeh Ali R., 1993). When two firms decide to be one, the managers have to 

keep in mind the strategic vision of all the operational process. The strategic vision 

is where all acquisitions begin. Management’s vision of the acquisition is shared 

with suppliers, customers, lenders, and employees as a framework for planning, 

discussions, decisions and reactions to changes. The vision must be clear to large 

constituent groups and adaptable to many unknown circumstances. (De Witt B, & 

Meyer R., 1998).  

 

7.1.2 Communication 
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The achievement of merger integration goals depends on how well managers can 

persuade constituencies to believe in a vision and act to bring it about. This is 

ultimately a communications task, pure and simple. At first glance, it appears to be 

the easiest and least complicated aspect of merger integration, but communication 
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won’t just happen. Managers must take control of it, plan it carefully, and then 

back it with investment and commitment. Effective communication requires 

working out communication goals, pursuing them flexibility, and obtaining 

feedback to know if they have been achieved. Nonetheless, inadequate 

communication seems to be common in merger integration. (Habeck M. M. et al, 

2000) 

 

Information can become quite distorted as it circulates. Obtaining frequent 

feedback is therefore essential to determine whether the right message has reached 

the right people at the right time. ‘ 

 

Furthermore it is important as well that at all times, with all stakeholders, to be 

aware of the main goal of the company for the communication. Mergers and 

acquisitions have two fundamental effects : they disrupt thousands of relationships, 

some of them established over decades. New relationships will be created and will 

be perceived as opportunities. So, according to Habeck et al, 2000, managing all 

communications in the merger integration phase demands a comprehensive, 

centrally-controlled plan.  

 

7.1.3 Leaders 

 

For today’s business elite, “leadership qualities” matter. Prominent American 

pundit John Kotter (1990) argues that in the turbulent fast-changing environment 

of the 1990’s it is leadership, not just plain old management that is required. 

(Whittington R., 2001). 

 

Corporate leaders such as Steve Jobs of Apple, Jack Welch of General Electric and 

Jan Carlzon of SAS are lauded as exemplars for managerial imitation. These men 
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have a capacity to impress on their employees inspirational “visions” of what their 

organisations are for and where they are going. (Whittington R., 2001). 

 

As a leader of persons grouped in a hierarchy of suborganisations, the president 

must be the taskmaster, mediator, motivator, and organisation designer. (De Witt 

B., Meyer R. , 1998) 

 

It is commonly agreed that leaders have tremendous influence on their 

organisations. The focus on top managers in the popular business press is an 

indication of the importance we give leaders. Organisations that do not perform up 

to expectations often change top managers. Obviously, leaders are one of the most 

important elements in organisations. Leaders are the one who negotiate the merger. 

They make the final decisions, and they guide the organisation through the stages 

of conflict. They are symbols of the organisation, and they come to be symbols of 

mergers.  

 

Mergers tend to create a state of crisis, which provides for an increase in the 

leader’s influence. During a merger, some of the most strategic aspects of an 

organisation are challenged. Dress code and norms for relationships are examined. 

Reporting relationships and management practices are challenged, and assumptions 

are questioned. Job titles are changed, company logos are replaced, and retirement 

plans are modified to match those of the merger partner. Work forces are “right-

sized” or “delayered”. All these internal changes, along with many more, create a 

whirlwind of change that can shake an organisation’s cultural core. All existing 

practices become suspect and therefore cannot be relied on. Consequently, leaders 

are much in demand by the employees. These major changes are most likely to 

occur in the acquired firm. Their having been purchased is in and to itself taken as 

weakness, thus justifying changing many of their practices. (Nahavandi A., 

Malikzadeh Ali R., 1993) 
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The external environment is also likely to change. If two firms are from the same 

industry,, they each may deal with new clients and suppliers. If they are from 

different industries, they will have to learn a whole new world and this may 

include new markets and new technologies. In either case, they have to navigate in 

a highly uncertain external environment at a time when internal cultures and 

structures are unstable. Such extreme uncertainty creates dependency on 

leadership, which explains the frequent changes of leadership that accompany 

mergers. The leaders are expected to provide the guidance and stability that were 

previously the result of internal and external calm. Therefore, leadership becomes a 

vital link in the management of a merger. (Ibid). 

 

Some researchers have considered the impact of a CEO’s functional background 

on an organisations strategic choices.(Song, J.H., 1982). The success of a selected 

strategy depends on its proper implementation. This need for control will be one of 

the major determinants of the leader’s preference for the way strategy is 

implemented.  

 

In spite of the differences in the concepts used to identify leadership 

characteristics, there are two broad themes that run through them. The first theme 

is the degree to which an individual seeks challenge and its takes risks – the extent 

to which a leader exhibits openness to change and innovation. Individuals who are 

challenge seekers generally feel comfortable with change and are likely to be 

entrepreneurial. They are likely to attempt high-risk and innovative strategies and 

feel comfortable with challenging and changing organisation practices. On the 

other hand, individuals who are challenge averse are not comfortable with change 

and are likely to try to maintain the status quo. As a result, the strategies they select 

will be more conservative, requiring only minimal change in the organisation. 

Secondly, in the second theme is the need for the leaders to control and it refers to 
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how willing the leader is to give up control – namely, how willing he or she is to 

delegate authority and allow others to participate in decisions.  

 

However, leadership becomes particularly important during mergers, it is crucial to 

understand the role and influence of leaders in the process. Leaders with different 

styles may have different preferences for merger strategies and merger 

implementation. (Nahavandi A., Malikzadeh Ali R., 1993). 

 

Leaders who have a high need for control are likely to create a culture that 

encourages conformity in the organisation. The decision-making will be 

centralised and the structure will provide the leader with control over all aspects of 

the organisation. Centralisation is at the expense of employee participation and 

attention to process, and focus is on outcomes. Such a culture is likely to have little 

tolerance for diversity. Leaders with a low need for control will allow others to 

make decisions and will be comfortable with delegation. The culture of their 

organisation is likely to be more open and flexible, with the leader having low 

need for control. Such a culture, in term, is likely to encourage employee 

involvement and tolerance for diversity. (Ibid) 

 

The challenge-seeking dimension presented above represents risk taking and 

innovation and is most relevant in the way a leader formulates strategy. Challenge 

seeking leaders are likely to select strategies that are high risk and innovative. 

Overall the innovators (high control and participative) are more apt to select high-

risk strategies, whereas the status quo guardians and process managers will select 

more conservative approaches challenge seeking also manifests itself in the choice 

of merger types. The more related in the merger, the less risk involved, since there 

is expertise within the organisation about business and its industry. (Ibid) 
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Need for Control 

    High     Low 
HIGH CONTROL INNOVATOR 

 

Low delegation 

High innovation 

Centralised decision making 

Tight control but adaptable culture 

PARTICIPATIVE INNOVATOR 

 

High delegation 

High innovation 

Decentralised decision making 

Open and adaptable culture 

 

 

High 

 

 

Challenge 

Seeking 

 

 

 

Low 

STATUS QUO GUARDIAN 

 

Low delegation 

Low innovation 

Centralised decision making 

Tight control and conservative 

PROCESS MANAGER 

 

High delegation 

Low innovation 

Decentralised decision making 

Open but conservative culture 

 
Figure 3 : Strategic Leadership Types, Nahavandi A. & Malikzadeh Ali R. (1993) 

 

 

The leaders challenge seeking and need for control will impact on his or her 

decision making and managerial styles. In the case of merger, the leaders influence 

will be manifested in two ways. First, the leader is one of the primary decision-

makers in the choice of strategy that leads to merger. Second, the leader plays a 

crucial role in the implementation of a merger, both through the choice of an 

acculturation mode and in the implementation of that mode.  

 

However, the leader’s strategic type, as determined by need for control and degree 

of challenge seeking, will have particular relevance in strategic decisions such as 

mergers. The risk-seeking dimensions will determine the degree of risk in strategic 

decisions, whereas the need for control will influence the implementation of the 

merger through internal structures and processes in the organisation. These two 

dimensions will influence the preferences of the leaders of the merger partners in 

often opposite ways. The role of leadership in mergers is to preserve and/or change 
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culture. The organisation’s leaders achieve this by being role models, controlling 

the reward system, monitoring the selection and hiring processes, making decisions 

regarding structure and strategy, and implementation changes in the physical 

settings. (Nahavandi A., Malikzadeh Ali R., 1993). 

 

Furthermore, the leader has to achieve acceptable results against expectations of 

increased earnings per share and return on the stockholder’s investment, this 

requires the CEO to be continually informed and ready to intervene when results 

fall below expected levels. Changing circumstances and competition produce 

emergencies upsetting well-laid out plans. Resourcefulness in responding to a 

crisis is a skill that most successful executives develop early. (De Witt B., Meyer 

R, 1998). 

 

7.1.4 Profit and process in business strategy 

 

When we speak about strategy, it would seem reasonable to expect a clear 

definition of strategy. Instead of offering just one kind of view, Richard 

Whittington defines strategy with four generic approaches. Each perspective has its 

own view of strategy and how it matters for managerial practice. According to 

Richard Whittington, the four approaches are classical, systemic, evolutionary, and 

processual. The four approaches differ fundamentally along two dimensions: the 

outcomes of strategy and the processes by which it is made. The vertical axis  

measures the degree to which strategy either produces profit-maximising outcomes 

or deviates to allow other possibilities to intrude. The horizontal axis considers 

processes, reflecting how far strategies are the product of deliberate calculation or 

whether they emerge by accident, muddle or inertia. In short the two axes reflect 

different answers to two fundamental questions: what is strategy for; and how is 

strategy done. (Whittington R., 2001). 
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For the classicists, according to Richard Whittington, profitability is the supreme 

goal of business, and rational planning is the means to achieve it. Strategies are 

best made through rational analysis. Planning can adapt to and anticipate market 

change. According to three different theorists in 1960’s (Chandler A., Ansoff I., 

asn…), the key features of the classical approach are: the attachment to rational 

analysis, the separation of conception from execution, and the commitment to 

profit maximisation.  

 

For the processualists, effective strategies emerge directly from intimate 

involvement in the everyday operations and basic strengths of the organisation. 

The Processualists argue that  it is to the very imperfections of organisational and 

market processes that managers owe their strategies and competitive advantages. 

 

Evolutionary approaches to strategy are less confident about top management’s 

ability to plan and act rationally. Rather than relying on managers, they expect 

markets to secure profit maximisation. So, markets are generally too tough and too 

unpredictable for heavy investments in strategic plans. The evolutionists caution 

strategists to keep their cost low and their options open. Evolutionary theorists 

often make an explicit parallel between economic competition and the natural law 

of the jungle. 

 

Finally, the systemic approaches argue that strategies must be “sociologically 

efficient”, appropriate to particular social contexts (families, state, profession, 

religion, ethnicity.). For this approach, there is no one way of strategy: just play by 

the local rules. Important therefore, to systemic theory are differences between 

countries’ social systems and changes within country’s social systems.  
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The two partners of an acquisition who join forces have to adhere to a common 

strategy. They have to determine the main goal of the chosen strategy and the way 

they have to process. 

 

We have seen earlier that the main focus of the mergers is to provide a vision. 

Vision is usually defined as a business aim, which is for mergers to create value. 

So, with the different approaches, we could point to the fact that integration must 

be seen as an evolutionary process of adaptation, rather than as a completely 

predictable, planned activity as the classical approach. When a leader of a merger 

chooses to adopt the classical approach, he focuses on better thinking and planning 

with deliberate calculation and analysis designed to maximise profit. The 

evolutionary process is designed to maximise profit, but in this approach, the 

market makes emerged the important choices and the leader focuses on the 

manager and encourage them with more delegation to have emergent ideas in 

response to the market. Furthermore, mergers and acquisitions are seen as a 

phenomenon of change within an environment. Processual strategy is the product 

of political compromise and not profit-maximising calculation. The need for 

change is not recognised. The strategy is programmed and tends to become 

entrenched in the “routine” and “standard operating procedures” imposed by 

political exigency and cognitive limits. (Whittington, 2000). The mergers need to 

be able to adapt themselves to different situations within environmental changes. 

So, the leader has a mission, which means that he focuses on plural competitive 

ambitions and intentions in response to the market. Finally, as the processual 

strategy, the systemic strategy is more focused on the plural perspective, which 

gives them other interests than profits. The leader has a mission within the 

company. The mergers should adapt the new entity to the local contexts. The 

leader plan with a deliberate process on plural purpose. The mergers and 

acquisitions could be influenced strongly by different cultural traditions around the 

world. Culture has an influence on the way the merger should manage firms. The 
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companies have to understand where and how national culture affects the new 

entity. So this strategy could be useful in the integration process of an acquisition. 

From the systemic perspective, diversification is suspected as reflecting more the 

managerial interest in growth than the shareholder interest in maximum profits.  

 
Outcomes 

 Profit-Maximasing 
 

Processes 
Emergent Deliberate 

Processual Systemic 

Classical Evolutionary 

Play by the 
local rules 

Stay close to the 
ground and go 
with the flow 

Keep your costs 
low and your 
options open 

Analyse, plan 
and command 

 

 

 

 

 

 

 

 

 

 

 Plural 

Figure 4 :Summary implications of the four perspectives on strategy, Whittington R. (2001). 
 

 

The main focus of each of these approaches varies accordingly. For the classical 

school, success or failure is determined internally, through the quality of 

managerial planning, analysis and calculation. For the processualists, the focus is 

also internal, with the building of core skills and competences, the two other 

approaches emphasise the external. Evolutionists stress the determining impact of 

markets, and the systemic theorists argue that the strategist must be sociologically 

sensitive. 
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7.2 Synergies & Operational Management 

 

7.2.1 Market synergies 

 

Market synergies is located between the strategic management and organizational 

management. As a matter of fact, development of market share results from a long 

term strategy but can only be carried out through organizational implementation. 

Hence the difficulties to chose the side of such synergies between strategy and 

organization issues. Nevertheless we can say that it represents the transition 

between pure strategy and operational implementation. 

 

We have seen previously that the market share of the new entity results from the 

combination of the bidder and target market share, plus a market share created by 

the combined resources effect as: Ms(A+B)=Ms(A)+Ms(B)+ ∆MS.  

Thus the variation of ∆Ms will determine the market share synergy generated from 

the horizontal external growth process.  

 

There are three assumptions to determine if the acquisition generates synergy 

effect: 

 

- ∆MS=0, means Ms(A+B)=Ms(A)+Ms(B) 

Thus, the new entity market share is composed of the bidder and target market 

shares sum. We could understand that the combined resources effect did not create 

an increase on the market share. So, the external growth generates a null market 

share synergy effect. (Gasmi, 1998) 
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- ∆Ms<0, means Ms(A+B)<Ms(A)+Ms(B) 

Thus, the new entity market share is lower than the bidder and target market shares 

sum before the acquisition process. The new entity loses market shares when we 

compare to the market shares of each entity before the acquisition process. 

During the post acquisition, the bidder and targets combined resources effect 

inducts a negative effect in the new entity market share. It is the consequence of 

the external growth known as “Penrose effect”. This means that the new entity 

generated  supplementary costs inherent in the management difficulties of a big 

size entity. These supplementary costs come from an organisation problem, bad 

internal communication, strategic problems,… 

Furthermore, The loss of market share could come from the giving up of certain 

subsidiaries or units after the acquisition process. The new entity has to sometimes 

give up some subsidiaries. It could be deliberate or involuntary. When the giving 

up is deliberate, it is because some subsidiaries or units are considered to not be 

profitable or strategic. The bidder would constitute a coherent entity , more 

efficiency and the bidder want to focus on the strategic activities and to be more 

competitive. When the giving up is involuntary, it could be financial or legal 

causes. For the financial origin, it is explained by the fact that the bidder does not 

have enough cash flow to finance the external growth operation. The solution is to 

sell some units to get some money. (les Echos, 09/07/1998) 

 

- ∆Ms>0, means Ms(A+B)>Ms(A)+Ms(B) 

The new entity market share is higher than the bidder and target market shares sum 

before the acquisition process. The acquisition process permits the bidder and 

targets resources to get higher potentialities than individual potentialities. These 

potentialities allow the new entity to adopt a competitive place, establish entrant 

barriers, …. The horizontal external growth creates a “positive market share 

synergy effect” . 
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The horizontal concentration (decrease of the competitors number in the sector), 

conduct to the disappearance of a firm (target) which was before the acquisition 

process, active in a products market where the bidder is used to be. It is not the 

importance of the new entity’s market share, but the capacity to increase the 

economic power, which characterises the concept of market power in the 

horizontal acquisitions. The market power resulting from the horizontal external 

growth process, is defined by Chaterjees, S. as a collusive synergy, which 

represents the rare resources conductive to market power. In fact, the horizontal 

external growth involves a market share concentration of the bidder and target in 

the same entity, and the bidder gets directly to the position of market power. It is 

the mechanical effect of the horizontal external growth. 

 

The horizontal external growth permits the bidder to grow its market share in its 

market (reinforce) or/and out its market (access to a market where it is absent: 

extension). If the bidder chooses to reinforce or extend its market, it is a strategy to 

solve structural difficulties to grow.  

 

According to Porter (1980), all the elements of industry structure may drive 

competition in an industry (competitors, new entrants , substitutes, suppliers, and 

buyers). The firms permanent preoccupation is to identify and adopt some strategic 

solutions to decrease the competitive pressure. The horizontal concentration 

operations have a mechanic effect, which contribute to attenuate this five-forces 

pressure. 
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7.2.2 Synergy implementation 

 

As pointed out before, the synergy can be achieved either by sharing resources and 

activities, or by restructuring and eliminating useless duplicated resources. Both 

concepts have to be explained more precisely. 

 

Sharing activities 
 

Sharing resources (an activity being one specific resource) means that those have 

the capacity to be used simultaneously by both entities for a long time. Porter 

(1985) represents the strategy of sharing resources among different business units 

as interrelationship. In case of merged activities, Porter distinguishes two main 

interrelationships, i.e. tangible and intangible interrelationships. 

 

"Tangible relationships arise from opportunities to share activities in the value 

chain among related business units, due to the presence of common buyers, 

channels, technologies, and other factors… Achieving tangible interrelationships 

often involves jointly performing one activity while in other cases it involves 

multiple activities". The tangible interrelationship is also the ability and capacity of 

the merged company to use commonly a tangible resource : research laboratory, 

distribution network, and warehouses aso… 

 

"Intangible interrelationships involve the transference of management know-how 

among separate value chains". The transference of generic skills - such as type of 

buyer, type of purchase by the buyer, type of manufacturing process or type of 

governmental relationship – consists in transferring a lower cost know-how about 

how to manage a particular kind of activity. Such intangible resources encompass 

also hidden assets such as lobbying networks, brand, and prestige aso… 
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In related horizontal acquisitions, the acquiring company and the target have quite 

similar activities or/and products. Such similarities are opportunities to make use 

of common resources (Seth, 1990, Asch & Browan, 1996). According to Porter 

(1985), tangible interrelationships have the most compelling link to competitive 

advantage and are easier to implement, intangible interrelationships are fraught 

with pitfalls and are difficult to implement. Nevertheless, the latter can be a 

powerful source of competitive advantage when well implemented. That is why, 

organizational restructuring has to first focus on the tangible interrelationships, 

which can lead to significant improvements. 

 

The presence of tangible and intangible interrelationships is at the basis of the 

motivation to create value through structural synergies. The common use of some 

resources among the different business units of the merged firm will be considered 

as a concrete source of savings by reducing the unit cost. The success of the 

synergistic merger will therefore depend on the identification of these 

interrelationships and the inherent advantages and cost savings they can bring to 

the new entity.  

 

Porter's value chain (1985) provides the starting point for the analysis of tangible 

interrelationships. A business unit can potentially share any value activity with 

another in the firm, including both primary and supporting activities. Moreover, 

tangible interrelationships involving some value activities can be supplemented by 

intangible interrelationships in others. Nevertheless, sharing a value activity will 

lead to significant cost advantages, if and only if, it involves a significant fraction 

of operating costs or assets and affects the other cost drivers on the activity. In 

such a way, sharing activities will enables and increases the economies of scale 

and the economies of scope (if the shared activity is used at different times). 
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Duplications elimination 
 

The structural audit of the merger organization will also enable to copy out on the 

Porter's value chain (1985) the different domains, which are covered by the new 

organization. Such a study will hence lay the emphasis on the cover failure, on the 

"territory conflicts", and more particularly on the overlapping and duplicated 

activities, which leads to inefficient use of resources. (Wemel, 1992) 

 

In the case of related horizontal merger, it is assumed that both ex-competitive 

companies made use of different resources, but had the same purpose. After 

mergers, such resources are considered as duplicated. But there are three different 

types of duplicated resources along with three following strategies. 

 

Resources from internal market 

 

Firstly, the duplicated resources belonged to the internal market of both 

companies, it means these resources were part of the structure of the acquiring firm 

and also of the target one. In related acquisitions such a case is very common, as 

both companies were direct competitors. The strategy consists therefore in 

selecting the more efficient elements for each resource, and combining them so as 

to create a new and effective resource for the merger organization. 

 

The new organization has hence to rationalize the duplicated resources. Such a 

process is twofold. 

 

1/ The rationalization corresponds first to the grouping of intangible and tangible 

resources and entails practically the choice of one operation site for each activity 

among several. Such a centralisation concerns more particularly the productive 

functions, the R&D, the distribution channels, the headquarters… The choice of a 
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site must ensure an increase in performance and the reduction of costs. Porter 

(1990) acknowledges that transnational acquisitions are motivated by gaining 

access to a foreign market or to selective skills, but also to gain access to 

favourable national diamond. More generally he advises companies to chose 

structural resources based on the four cornerstones of the areas diamond : the firm 

strategy, structure and rivalry, the factor conditions, the demand conditions, and 

finally the related and supporting industries. 

 

2/ The second step consists in choosing the employees who will be in charge of 

managing the new resource. The selection process would be based on the 

complementarities of the target and bidders distinctive and selective competencies. 

Such a selection will entail the suppression of job position were duplication exist 

or were the competencies are not so high as those selected. However the behind 

jobs there are employees and mergers involve very often a round of mass 

redundancy (Leana & Feldman, 1989). Human resource management plays a 

fundamental role, and can transform a successful acquisition into a failure (see 

below). However, such a stage in the merger process will generate two sources of 

savings : the suppression of the operational expenses of the old removed resource, 

and the expenditures' sharing out among the remaining and similar resource. The 

expenses will be hence applied on a greater volume of activity. As explained 

before, if the production volume staggers or increases more than the global cost, 

the unit cost will automatically decrease. The savings will result therefore from 

economy of scope (sharing resources) and of scale (increase of production 

volume). For such an objective, the selective resource has to be characterized as 

extensible.  

 

These measures are considered as sources of value creation since they leads first to 

eliminate the duplicated resources, which is called economy of rationalization, and 
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then to optimise the remaining resources in combining them efficiently, which is 

called economy of restructuring. (Gasmi, 1998) 

 

Resources from one of the firm's internal market 

 

Whereas the firm possesses internally the resource, the other firm outsource a 

similar resource. Such a distinction does not avoid the strategy of eliminating the 

duplicated resources, since those have the same purpose. The resorting to 

outsourcing (external market) is the preferred strategy when the assets are 

insignificant (Williamson, 1994). After merger, the firm's size having changed, 

such a strategic choice must be reviewed. 

 

Internalising the old external resources will thus generate value through cost 

savings. As a matter of fact, the new entity will first get back the gains intended for 

the supplier ; the withdrawal of ex-ante and ex-post transaction costs (Jones & Hill, 

1988), which can be significant in case of specific resources, will then avoid 

unnecessary expenses. Finally, the sharing resources will create value through 

economy of scale and of scope. 

 

Resources from external market 

 

In this last case, both firms called for the external market and outsourced some 

activities. For instance, the outsourcing of R&D may be due to the lack of financial 

resources. The fact to be external resources does not avoid the duplication 

characteristic, since they provide the same services. One of the similar resource has 

to be thus eliminated. 

 

The concepts of a network company (Cisco Inc…) are based on the strategy to 

outsource all the operational and expensive activities, which allow a flexible 
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management of the whole corporates assets (Åman, 2001). Nevertheless flexibility 

has a cost, which mergers can save. Merging firms means growing in terms of 

asset size. When suppressing such a duplicated resource, the new entity would 

have the opportunity to internalise the resource since its larger size enables it. Such 

a strategic decision may generate cost savings including supplier's income and 

transaction costs.  

 

Shelton (1988) considers that value is created when assets are used more 

efficiently by the merged entities than by the target and the bidder separately. As 

seen above, the synergies’ sources result from a better use of sharing and 

inefficiently exploited resources. However if the potential of synergy appears to be 

evident, a positive result does not emerge automatically. The success of the 

synergy hangs particularly on the capacity and ability of the firm to make it come 

true during the different grouping operations. 

 

Synergy in practice 
 

As Porter (1985) wrote, interrelationships concern all the resources of the firm and 

can be figure out through its value chain. This section of the paper will thus expose 

more particularly the different possible synergies in the main functions of the firm, 

based on the theoretical assumption explained before. 

 

Commercial Synergies 

 

Commercial synergy is based essentially on the common us of tangible and 

intangible resources relative to the distribution network : sales force, distribution 

channels, maintenance task force, commercial agencies… 
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The synergy strategy will be based also on different points (Johnson, 2000, Gasmi, 

1998, Porter, 1980) : 

• The rationalisation of the distribution network : the duplicated resources are 

eliminated, and the remaining resources centralised in a strategic site (in 

term of exchange rate, transportation costs…). 

• Efficient use of the sales force and existing networks through improved 

distribution of products. 

• Acquisition of the most effective sales techniques 

• Use of negotiation power towards the buyers 

• Fixed costs sharing out on a larger volume of activity 

• Free crossing use of distribution network : no required investment to market 

abroad 

• Free access to foreign markets : no need to start ex nihilo a market 

settlement to access to new foreign customers. 

 

Marketing Synergies 

 

The marketing is a fundamental function of the firm but remains quite expensive as 

it has a unproductive, but supportive purpose. Such a function requires lots of 

money to work efficiently (comprehensive market survey…). The acquisition 

enables companies to gather more financial resources and assemble more talented 

executives. The concentration in one global entities will make the department more 

coherent. 

 

The synergy will be made through the following tactics (Johnson, 2000, Gasmi, 

1998, Porter, 1980): 

• Rationalisation of the department functioning (duplications' elimination) 

• Acquisition of a specific marketing knowledge 

• Development of the brand 
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• Negotiating power towards the broadcasting distributors 

• Fixed costs sharing out on a larger volume of activity : savings in 

advertising costs or increased corporate awareness due to common use of 

adverting supports 

 

Research & Development Synergies 

 

As already explained, the R&D function is extremely expensive and the company's 

size will determine the possible amount of investment. Likewise the marketing, 

R&D is a supporting function, but is able to create a long term competitive 

advantage. The merging of R&D will concerns particularly the means at disposal 

and the resources in term of competencies.  

 

The synergies will be realized through the following points (Gasmi, 1998, Baumol, 

1992) : 

• Rationalization of the R&D laboratories : an effective pole will be created 

and determined regarding the Porter's diamond (closeness to university…) 

• Acquisition of specific competencies 

• Utilization of the researchers' combined competencies : it is difficult to 

consider any duplication as a researcher is unique. The choice of putting 

aside researchers would be done through the quest of competencies' 

complementarities. 

• Reduction of the time to market period through the common use of 

technologies 

• Fix costs' sharing out on a larger volume of activity enabling more 

investments. 

 

 

75 



Mergers & Acquisitions : Avoiding the path of decay 

Supply synergies 

 

In case of related horizontal acquisitions, the raw materials will be nearly similar, 

and the volume for the new entities will increase significantly. The restructuring of 

such a primitive activity becomes then crucial. 

 

Four main cost savings exist in the supply synergy (Gasmi, 1998, Porter, 1980): 

• Rationalization of the department : choice of the same suppliers… 

• Group purchase of components, raw materials… 

• Negotiating power towards supplier aiming at reducing the price 

• Fixed costs sharing out on a larger volume of activity. 

 

Production synergies 

 

The production synergies are one of the most sought after in M&A, since the 

productive operation is the largest financial item in industrial firms. Moreover, the 

results are very easily perceived in production restructuration. 

 

Several synergies may be achieved concerning production (Gasmi, 1998, Ansoff, 

1987) : 

• Rationalization of production site : elimination of obsolete and unprofitable 

sites in favour of more strategic sites resulting from the combination of 

shared activities. 

• Strategic localisation : Utilization of units close to raw materials’, 

advantages of the localisation (law, wages, taxes…) 

• More efficient utilization of employees and equipments, and of the 

experience advantage. : a transfer of technical and organizational 

competencies from surplus units to units showing a shortfall will strengthen 
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the new entity's productivity and the efficiency deficit of certain small 

business units. 

• Acquisition of a seldom and specific technology (patent…) 

• Fixed costs shared out on a larger volume of activity 

 

Managerial Synergies 

 

We have already pointed out that one of the criteria to select and buy out a target is 

inefficient management. The bidder assumes, that if a firm has low profitability 

and performance, it means that the firm is not well managed. By this way, the 

objective of the market is to control and transfer firms with inefficient management 

to well managed companies (Ellert, 1976). The replacement of ineffective 

management will therefore entail a reorientation of the corporate strategy towards 

new activities or new process enabling cost savings. (Scherer, 1988). Managerial 

synergies will therefore come from the rationalization of the management by 

replacing ineffective staff and not duplicating managers (which would have no real 

content).  

 

Nevertheless Gasmi (1998) highlights other dimensions : 

• The rationalization of the different departments 

• The choice of a specific location for headquarters, according to the Porter's 

diamond 

• The acquisition of specific managerial competencies. 

 

 

According to Sirower (1997), managements operating strategy must respond to the 

strategic question of "what can be further sustained or improved along the value 

chains of the businesses that competitors cannot challenge ?". Beyond the 

apparently good fit of two firms, managers have to determine whether 
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contestability may occur, but it is not sufficient to ensure performance gains from 

an acquisition. Systems integration, physical integration must be in place to 

implement the motivation and the inherent strategy (such as integration of sales 

forces, distribution systems, R&D and marketing rationalization…). The 

management must also define which operations are worth integrating, which to 

keep alone and which to eliminate. "If synergies are expected to come from cost 

savings in large organizations, they must emerge from eliminating duplication. 

Systems integration planning must lie at the heart of this strategy". However 

integration embraces all the elements of the firm, and attention must be carefully 

paid to inherent cost and organizational resistance. The cultural management of 

M&A must respond to the latter issue. 

 

7.3 Cultural management 

 

Mergers and acquisitions are operations by which control of the corporate capital 

changes hands. The acquisition process needs to confront two different worlds. 

The two firms possess their own story, their habits, managerial rules, value scale, 

so in one word: their own culture.  

 

International business is defined as all business transactions – private and 

governmental – that involve two or more countries. International business 

comprises a large and growing portion of the worlds total business. Today, almost 

all companies, large or small, are affected by global events and competition 

because most sell output to and/or secure supplies from foreign countries and/or 

compete against products and services that come from abroad (John D. Daniels & 

Lee H. Radebaugh, 1998). Some companies today, just play an acquisition game 

where two different nationalities could be confronted to merge.  
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International companies may have a wide variety of strategies as well as 

approaches for implementing those strategies. Nevertheless, many of the problems 

they face are very similar: which objectives to pursue, how decisions should be 

made, how foreign operations should report to headquarters, and how to ensure 

that global objectives are met. The way to manage firms will vary in different 

national cultures. We have to understand where and how national culture affects 

the design of the acquisition process and is both important and highly challenging.  

 

The existence of cultural differences brings about many misunderstandings 

between two parties in the business environment. As an effect of cultural diversity, 

managerial style differs from country to country. “The way we do things around 

here” is a common sense definition of culture; it is better to regard culture as 

referring to the shared assumptions, beliefs, values and norms, actions as well as 

artefacts and language patterns. It is an acquired body of knowledge about how to 

behave and shared meanings and symbols, which facilitate everyone’s 

interpretation and understanding of how to act within an organisation. (Schein, 

1991) 

 

According to Howard W.Oden (1996), every organisation has its own culture. 

Organisational culture is similar to an individuals personality, an intangible, yet 

ever-present theme that provides meaning, direction, and the basis for action. 

Culture is the shared values, beliefs, expectations, and norms learned by becoming 

a part of and working in a company over time. A company’s culture influences 

how employees and managers approach problems, serve customers, deal with 

suppliers, react to competitors, and otherwise conduct activities now and in the 

future. (Oden, 1996) 
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Schein’s (1991), concept of culture is build without any values and he thinks that 

deeper understanding of cultural issues in group and organisations is necessary to 

decipher what goes on in them. The culture of the group is defined as a pattern of 

shared basic assumptions and beliefs that the group learned as it solved its 

problems of external adaptations and internal integration, and that has worked 

enough to be considered valid and, therefore, to be taught to new members as the 

correct way to perceive, think, and feel in the relation to those problems. (Schein, 

1991) 

 

Schein explores also the corporate culture and shows that culture can be analysed 

at several different levels, where the term level refers to the degree to which the 

cultural phenomenon is visible to the observer: artefacts, espoused values and basic 

underlying assumptions. Below follows a figure explaining the relations between 

the factors included in Schein’s concept of culture. 

 

However, defined, organisational culture is seen as being important in influencing 

an individuals commitment, satisfaction, productivity, and longevity within a 

group or organisation (O’Reilly et al., 1991). 

 

Hofstede has probably done one of the more extensive studies based on an 

international survey in a multinational corporation. The majority of research refers 

to Hofstede, which gives him great credibility and good relevance on the topic of 

management and culture. Hofstede (1994) defines culture as the “collective mental 

programming of people in an environment”. At the national level culture differs on 

four criteria:. 
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• Power distance (PDI): This dimension tells us about the dependence on 

conditions in different countries and is the most significant dimension 

related to leadership and management. In countries with short power 

distance subordinates dependence on managers is limited, consultation is 

referred, implying mutual dependence between managers and subordinates. 

Subordinates and superiors regard themselves as equals and their 

organisational rules are interchangeable. The emotional distance between 

them is relatively short; subordinates can easily approach and even oppose 

their managers. Companies are decentralised with little hierarchy and a 

limited number of management levels. In countries with high power distance 

organisations concentrate their power as much as possible in the hands of a 

few persons. Subordinates are expected to be dependent. There are many 

superiors structured in a hierarchical organisation. The superiors initiate all 

communication between superiors and subordinates. Emotional distance 

between the subordinates and their managers is wide and it is unlikely that 

subordinates will connect directly with or oppose their managers. Countries 

that have high power distance tend to provide comforting super 

ordinate/“father figure” roles on which to cast the stress associated with 

uncertainty. Managers who are used to high power distance may therefore 

find it difficult to adapt to conditions of low power distance. On the other 

hand, managers who are used to low power distance situations may find it 

equally difficult to adapt to situations of higher power distance, since their 

management style (for instance based on facilitating, consulting, 

empowering, team based, etc.) will be inappropriate. Hofstede concludes 

that managers who use to high power distance find it easier to adapt in 

situations of increasing power distance than in situations of lower power 

distance. (Hofstede, 1994) 
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• Individualism – collectivism: This dimension tries to describe the given view 

that people have in a culture when it comes to individual and group goals. If 

the culture is more focused on that persons family life, freedom in the work 

tasks, personal challenges and career-orientation then the culture is more 

individualistic. If the common way of thinking and of doing things is more 

focused on training opportunities for the workers, full use of skills on the job 

and conducting the work tasks in an orderly fashion the culture is more 

collectivist. (Hofstede, 1994) 

 

• Masculinity – femininity: According to research, there seems to be some 

differences in what men and women think is more important on the job. Men 

value advancement, pay and performance while women thinks supervision, 

and social aspects of the job, working conditions, and working hours and 

ease of job are the most important. Cultures classified as feminine solve 

conflict by negotiation and compromise. Feminine cultures have a relative 

advantage in the service industry while masculine cultures have their 

advantage in manufacturing industries. In a feminine society the emphasis is 

on quality of life, equality between the sexes and interdependence among 

people. The Feminine society stresses that work is important in order to live 

and that people in a society can play different roles, both male and female. 

Lebas & Weigenstein (1986) claim that a cultural approach characterised by 

control instruments such as recruitment, education and development is 

appropriate in a feminine society. The key words corresponding to 

masculinity are assertive, strong and competitive while the key words for 

femininity are modest, soft and caring (Hofstede, 1994). In a masculine 

society a market oriented approach, with the use of decentralised 

organisations and transfer pricing, and bureaucratic approach, with the use 

of plans, budgets, information systems, etc, are appropriate (Lebas & 

Weigenstein, 1986). 
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• Uncertainty avoidance: Tolerance of uncertainty varies considerably 

between different cultures. Hofstede measured this dimension, by rule-

orientation, stress and how long the workers intended to stay in the 

company. In countries with low uncertainty avoidance, uncertain and 

ambiguous situations are more acceptable. People are not afraid to take risks 

and conflicts and competitions are not considered as threats, instead they can 

be used constructively. In this society, people don not need rules, because 

they are considered to be competent. People get the common sense of work. 

Authority helps and advises people. In countries where strong uncertainty 

avoidance dominates, uncertainty is perceived as a threat that must be 

reduced. Different ideas from people are dangerous and need to be 

controlled by formal rules and regulations. Peoples behaviour should be as 

well being prescribed in advance. The authorities do not put much trust in 

ordinary people; instead all beliefs are placed in the hands of experts and 

their knowledge. (Hofstede, 1994) 

 

Thus, different authors consider the post acquisition process as a combination of 

two firms with two different corporate cultures and nationalities. (Sales & Mirvis, 

1984; Buono, et al, 1985; Walter, 1985). They show that post acquisition conflicts 

appear when the firms try to combine disparate cultures, or are completely 

different.  

 

Organisational culture is a specific element to each organisation, composed of a 

subjective dimension and an objective dimension, and including all the shared 

beliefs and individuals expectations on their life in the organisation. It is a 

powerful determinant in the individual behaviours and on group behaviours. The 

organisational culture affects all aspects of organisational life: interaction forms 

between individuals, their work performance, the types of decisions taken in the 
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company, its organisation policies, its procedures and its strategic considerations 

(Buono & Bowditch, 1989) 

 

Organisational culture manifestations are observed particularly during the merger 

and acquisition process, when two different cultures are put in presence. Two 

partners can sometimes appear completely compatible, thus allowing then envisage 

a significant creation of synergies, and to be in fact so different on the cultural 

level that this difference can threat their integration. Organisation members are 

generally so impregnated with their culture, they don’t really realise the influence 

it has on their behaviours. This is why, during the post acquisition process, the 

meeting of the two partners cultures, and sometimes the shock caused, can deeply 

disturb the new organisation operation. (Cartwright & Cooper, 1992). 

 

However, there is different management approaches, cultural management can take 

different forms. Some sociologist introduced the acculturation concept, which 

characterise “ the whole cultural changes resulting from the continuous and direct 

contacts between two independent cultural groups (Berry, 1989). Different 

researchers show that there are four acculturation major forms, which are 

unification, assimilation, separation and “deculturation”. Each mode involves a 

different way of adapting to the contact between two cultures and a method of 

resolving emerging conflict. 
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UNIFICATION 

 

New Culture = Culture C 

ASSIMILATION 

 

Culture A or Culture B 

SEPARATION 

 

Culture A and Culture B 

“DECULTURATION” 

 

Culture A against Culture B 

Is it important to preserve the cultural characteristics? 

YES NO

Is it 
important 
to 
maintain 
relation 
with other 
groups? 

YES 
 
 
 
 
 
NO 

 
Figure 5 : The cultural integration forms, adapted from Berry (1989) 

 

Assimilation: The acquired firm has to give up its practices, procedures, and 

philosophies and become totally assimilated into the acquired firm. In this 

situation, the members of the acquired firm relinquish their culture and adopt that 

of the acquirer. In assimilation, the flow of culture is only one way. Assimilation 

requires co-operation and acceptance of change from members of the acquired 

company. Assimilation tends to be one of the most common paths taken during 

mergers.  

 

Unification: Both firms change some, but not all, of their and adopt some elements 

from the other firm’s culture. Contact between the two firms remain cordial, which 

further allows for, and encourages exchange of various organisational and cultural 

elements.  

 

Separation: Separation involves an attempt by the acquired firm to remain 

separate from the parent company by retaining all its cultural elements and 

practices. In separation, all the members of the acquired organisation refuse to 

assimilate with the acquirer at any level. They have generally a strong culture that 

they want to maintain and want to function as a separate entity under the umbrella 
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of the parent company. Separation, therefore, requires minimal contact and 

exchange between the firms.  

 

Deculturation: Deculturation involves the loss of all culture and managerial 

characteristics. In deculturation, the acquired firms culture is likely to be weak – 

therefore leading its members to relinquish it. At the same time, they are not 

willing to adopt that of the parent company, and as result, the acquired firm is 

likely to disintegrate as a cultural and managerial entity. 

 

The choice of an acculturation mode, which corresponds to common members 

expectation from the two companies partners, seems as a determining factor for the 

integration result (Nahavandi & Maleksadeh, 1988). The two organisations must 

accept their cultural differences to manage an agreement. Each one will have to 

evolve and adapt to the mergers and acquisitions. 

 

The culture of an organisation provides the bond and the identity that hold the 

members of that organisation together. Although the superficial aspects of culture 

are easy to observe and even measure, a deep understanding of culture depends on 

access to the values that shape behaviour and, more important, to the assumptions 

that provide the base for the values. The founders and leaders of an organisation 

constitute one of the most powerful determinants of the basic assumptions that are 

at the heart of culture. Leaders influence the culture by being role models; by 

controlling the reward systems and hiring decisions; and by deciding on the 

structure, strategy, and physical setting of the organisation. 

 

Once a culture is in place, it helps the organisation to function smoothly by 

providing a sense of identity and encouraging employee commitment. The culture 

also provides standards for decision making, which encourages stability in trying 

to define and adapt to the external environment. The strength of the culture of an 
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organisation will determine how well it fulfils its function. Strong cultures where 

employees share many well-defined and well ordered values are better able to 

support organisational performance. However, the strength of a culture can also 

impede vital change (Nahavandi & Malekzadeh, 1993). 
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8 REASONS OF M&A FAILURE 
 

It is very difficult to estimate how many mergers and acquisitions of the 1980s 

have succeeded. It is even more difficult to define what success means. Some 

estimate, however, that close to 80 percent of mergers do not meet their pre-merger 

financial goals and that almost 50 percent are failures. The common measure of 

stock market reactions one day – or even few months – after the merger is 

undoubtedly inadequate. In spite of theories that the stock market, in evaluating 

and valuing a merger, takes into account all the managerial and human factors, 

they clearly do not reflect the human and cultural costs of mergers – particularly in 

light of the fact that the managers and leaders involved in a merger often voice 

their inability to predict its exact outcome. So it is unrealistic to expect that 

financial markets, having only partial information, are able to make accurate 

predictions about the outcome of a merger.(Nahavandi, A, Malekzadeh, A. R., 

1993). 

 

8.1 The paradox of Manager vs. Shareholder 

 

According to financial theories, the strategic investments of the firm should aim to 

create value for the owners of the firms, especially the shareholders (see above). 

Nevertheless, most of the acquisitions in last decades seem to generate poor 

performance concerning the acquiring firms, and even when the results appear to 

be positive, they are lower for bidders' shareholder than targets' one. Different 

studies therefore prove that the acquisition strategies would benefit the targets' 

shareholders by creating them value ! (Caby & Hirogoyen, 1997). The question is 

therefore why the bidding companies conduct such policies. 
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The reasons lie with the agency theory, which considers the firm as a contractual 

network tying all parts of the firm (Jensen & Meckling, 1976, Ross, 1973). The 

most important contract is the one defined by the function of risk assumption (i.e. 

who bears the risk and under which conditions). The separation between risk 

assumption and corporate management entail the conflict between managers and 

shareholders, and their respective objectives. Hill and Jones (1992) have extended 

such a theory to the stakeholder theory. In fact, they expand the agency theory to 

all the stakeholders (shareholders, managers, customers, suppliers, employees…) 

through the stakeholder theory. In such a perspective, the shareholders, by 

providing the financial capital, are entitled to expect a behaviour, which would 

maximize the price of their shares. The employees, by putting at the firm's disposal 

their work force, get a salary and work conditions back. What differentiates the 

stakeholders is the significance of their investments within the firm. Shareholders 

diversify their risk by investing only a limited part of their wealth in the firm, 

whereas employees' wages represent a significant part of their revenue ! Such a 

perspective explains the discrepant strategies between shareholders and managers 

in case of acquisition.  

 

Seth et al. (2000) consider thus three main motivations underlying the acquisitions 

and, by the way, distinguish shareholders' expectations and managers' strategies : 

the synergy hypothesis, the hubris hypothesis and the managerialism hypothesis. 

 

8.1.1 Shareholders' expectation : maximizing value through synergies 

 

Managers are assumed to be motivated by shareholders' interest to create economic 

value, and by the way, are able to assess accurately the opportunity to acquire a 

firm in order to generate synergistic value. : the acquisitions would take place 

when the value of the combined firm would be greater than the sum of the values 
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of the individual firms (Bradley et al., 1988, Seth, 1990). The synergistic value 

would be the result of efficiency gains through economies of scale and scope, of a 

greater market power, or of financial payoffs (Seth, 1990, Singh & Montgomery, 

1987). Such gains will be split between bidder's shareholders and target's ones 

through the premium (Sirower, 1997). Such a perspective has already been 

comprehensively explained. 

 

8.1.2 The managerialism strategy 

 

The managerialism strategy stems from the empire-building theory (Trautwein, 

1990). Such a theory assumes that managers will overpay voluntary and knowingly 

the acquisition. In fact, they lunch a takeover so as to maximize their own utility at 

the expense of their firm's shareholders. As a matter of fact, managers' 

compensation by wages and power will depends on their increased responsibility 

within the firm, it means by the amount of assets they have to control and manage. 

They will therefore seek a high and sustainable rate of assets' growth and less 

immediate profits (Marris, 1964). According to Williamson (1964) the managers' 

expense preference would contain factors such as company cars, excess staff or 

prestigious investments. But if Marris did not focus especially on mergers, Porter's 

analysis (1987) would confirm the results : managers would be inclined to build an 

empire. 

 

Building an empire has been viewed as maximising firm's growth. However, the 

power motive would replace the only profit motive as the incentive to acquire other 

companies. (Rhoades, 1983). 

 

Moreover, managers may also have the willingness to diversify the firm’s activities 

in order to reduce the risk associated by their human capital (Amihud & Lev, 
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1981). Such a strategy is opposed to shareholders' wealth maximization since those 

can reduce their own risk by diversifying their portfolio at lower cost in an 

integrated market. Nevertheless, if such a strategy seems to strengthen 

transnational acquisition (through low correlation between earnings in different 

countries) such an argument appears to be irrelevant in case of related mergers. 

 

Finally, many other authors assume derived reasons leading managers to want their 

firms to grow even at an over-cost. Baumol (1959), as the first to have studied 

managers' motivation, introduced a static view by assuming that growth of sales is 

part of the manager utility functions. Donaldson (1984) suggested that growth of 

the firm create attractive promotion opportunities for its junior managers, 

concerned with upward mobility, avoiding harmful inside competition and loss of 

talent. Finally, growth would be essentially motivated by the strategy of ensuring 

long run survival of the independent entity (Donaldson & Lorsh, 1983). 

 

According to Seth et al. (2000), "the managerialism hypothesis predicts that the 

wealth of shareholders of bidding firms falls, that the target firms' shareholders 

rises, and value is destroyed upon acquisition, since there is a transfer of value 

from the combined firm to the managers of the acquiring firm". Such an 

acquisition is to be sanctioned by the market and have negative impacts on the firm 

economy. 

 

8.1.3 The Hubris hypothesis 

 

According to Roll (1986), acquisition occurs because managers misevaluate the 

target firm, which results in an inappropriate premium. As a matter of fact, 

managers could be over-optimistic, which would entail erroneous expectations 

with an upward bias. Such an optimism would come from different influences, 
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especially the senior's executive background (Song, 1982).In the extreme of the 

theory, the managers' irrational behaviour is based on their personal inability to 

realize that the bid is above the market price. There will be thus no synergistic 

gains and the entire premium will be transferred to targets' shareholders. In a 

moderate view, although acquisition may create synergistic gains, there will be an 

overpayment, and a loss to the acquiring firm's shareholders, due to the managers' 

myopia. (Berkovitch & Narayanan, 1993). The over-optimism is also characterized 

by the fact that managers overestimate their own ability to run the acquisition and 

embark on the acquisition process with a misevaluation of the capacity and 

resources required to bring the acquisition about (Morck et al., 1990). 

 

Moreover, since it is likely that there is greater information asymmetry between 

foreign bidders and domestic targets than between domestic ones, an overvaluing 

about the wealth gains, and then the price, may come up. The hubris hypothesis 

may hence be even more costly in the case of a transnational acquisition. 

 

8.1.4 Failure as no trade-off 

 

A paradox emerges also clearly between managers' personal objectives and 

shareholders' ones. As explained earlier, shareholders invest their own capital and 

are entitled to demand return on their investments. Such a perspective would entail 

a strategy focus on the profitability increase of the firm, which could provide 

immediate financial payoffs. This short-term orientation of the investments 

requires an acquisition price relatively low according to the potential expected 

synergistic gains.  

 

Managers, on the other hand, seem to be inclined to contribute to the long term 

growth of the firm, to diversify the risk of their human capital, or/and to improve 
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their job security (Shleifer & Vishny, 1990). When an investment provides a 

manager with particularly large benefits, he would be willing to sacrifice the 

market value of the firm to pursue that investment. High private benefits can lead 

managers to overpay the target's acquisition (Morck, 1990). In other words, risk 

reduction of human capital, survival and continuity of the firm, and threat of 

manager's job security – due to poor performance – would lead to enter new 

business at the expense of shareholders' wealth. 

 

Such opposed objectives and behaviours is based on the fact that shareholders do 

not pay much attention to firm's economic expansion, whereas managers do not 

aim at maximizing shareholders' wealth. Such a paradox seems to have no trade-

off. Shleifer & Vishny (1988) proposed a better monitoring of the corporate top-

management. As a matter of fact, if shareholders could perfectly monitor and 

control investment decisions, every overpaid acquisition would be aborted. The 

problems lie in the considerable leeway the board of directors gives to managers, 

while the latter have no ownership of shares, which could deter them to invest in 

some synergy traps (Sirower, 1997). But even if today's large stock options would 

dissuade top-managers from wasting capital, the stakeholder theory (explained 

above) would entail an enlargement of the beneficiaries, which seems to be 

impossible due to the amount of shares needed. On the other hand, the long term 

growth of the firm could benefit shareholders in the long run, since an increase in 

margin should partly raise the dividends ! There is hence a misunderstanding of the 

stake of the acquisition game from both sides. Such a discrepancy can only lead to 

bad acquisition strategy and planning. 
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8.2 No planned integration cost 

 

The peculiarities of external horizontal growth are based on the combination of 

two entities, and especially of tangible, financial and above all human resources. 

The bidding company and the target, whatever are their activities, are composed of 

men and women living within the firm’s community. The rules, the behaviours, the 

customs, it means the culture is specific to each entity. The cultures of both entities 

may be mixed, and their combination may result in efficient synergies, but they can 

also be incompatible and lead to failure. Thus, in the case of acquisition, if it is true 

that the potential synergistic effects can result in the forecasted equation “2+2>4”, 

it is also relevant to consider potential negative synergies just as “2+2<4”. 

 

8.2.1 Cost of interrelationships 

 

The employees of the new entity are coming from different horizons. The 

emanating differences among the employees may entail therefore some hindrances 

to the success of the synergies implementation, particularly regarding the 

interrelationships. Such obstacles appear essentially in the post-acquisition phase 

when it comes to exploiting the common resources of certain activities, since it 

involves a cost. The different business units are required to change their behaviours 

in order to share efficiently their activity. The cost of sharing a value activity can 

be divided into three types, i.e. cost of coordination, cost of compromise and cost 

of inflexibility (Porter, 1985).  

 

As its name indicates, the cost of coordination comes from the difficulties to 

synchronize several areas such as scheduling, setting priorities, and resolving 

problems and it issues to share an activity. Coordination hence involves costs in 

terms of time, personnel, and perhaps money. Such costs will depend on the types 
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of sharing, the business units perceptions (higher in case of SBU, or delocalised 

units). But the cost of coordination will also be influenced by the potentially 

greater complexity of a shared activity, and risk of reducing and offsetting 

economies of scale. Sharing can thus increase the scale but at the same time the 

integration cost because of complexity management. (Ibid) 

 

The cost of compromise hinges on the difficulty to perform an activity in a 

consistent way that may not be optimal for either of the business units involved. 

Sharing knowledge, know-how, and production systems may lead to a situation 

where nothing is definitively adapted. That is why the cost of compromise may be 

minor, or may be great enough to nullify the value of sharing. That is why sharing 

a brand name will not have as much impact on the value creation as a shared 

complex logistical system. The cost of compromise will also differ depending on 

the closeness of the activity. Hence, the cost of compromise required to achieve an 

interrelationship is much less if the strategies of the business units involved are 

consistent with respect to the role of the shared value activity. Achieving such 

consistency often involves little or no sacrifice if the strategic directions are 

coordinated over the time. That is why, such costs are less important in the case of 

horizontal mergers, since the products are quite similar. There won’t be a major 

change in the new structure of two combined units in term of tangible resources, 

but certain compromises are mandatory concerning the different strategies (choice 

of the location…). For such a reason, the exploitation of irrelevant 

interrelationships may generate problems to the different concerned units, and 

provide only a minimal strategic advantage. (Ibid) 

 

The cost of inflexibility stems from two main issues : the potential difficulty in 

responding to competitive moves, and the problems of exit barriers. “Sharing can 

make it more difficult to respond quickly to competitors because attempting to 

counter a threat in one business unit may undermine or reduce the value of 
95 



Mergers & Acquisitions : Avoiding the path of decay 

interrelationship for sister business units”. The exit barriers are also inherent to the 

concept of sharing, since existing from a business with no competitive advantage 

may harm the linked and sharing activity units. Such a cost represents more a 

threat to take into account during the merger process than a ongoing and 

unavoidable cost. The cost of inflexibility will depend on the likelihood of the 

requirement of responsiveness and exit. The rigidity coming from the sharing of 

resources entails costs, due to the degree of commitment of the merged units, and 

these costs won’t be immediate, but will appear as soon as flexibility is required. 

(Ibid) 

 

Within the impetus and strong willingness to elaborate a comprehensive merger 

strategy, the new entity can therefore fall into the trap of creating to many 

interrelationships, which may be insignificant when it comes to create value or 

savings. The presence of interrelationships does not imply systematically savings 

because the generated and added cost may be higher than the resulting savings. In 

the praxis, if interrelationships may create value and savings, several hindrances 

may block their exploitation, if measures are not taken. They can concern the 

organizational structure, the corporate culture as well as the firm’s managers. (Ibid) 

 

8.2.2 The Penrose effect 

 

One particular risk in M&A is represented by the Penrose effect. As a matter of 

fact, mergers may sometimes result in negative synergies. According to the 

definition above, negative synergies appears when the average unit cost of a new 

entity’s product is higher than the unit cost of the acquiring firm and of the target 

in competitive time. The Penrose effect refers to the malign consequences of the 

external growth. The increase of the firm size is likely to entail significant 

expansion cost. When the firm grows, it reaches a point where it is required to 
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change the structure of the organization and to invest in new resources (human, 

productive…). The economy of scale effect is therefore inversed due to the 

organizational complexity of each function along with the consequent burden of 

bureaucracy, inherent to the size increase of the firm (Penrose, 1995). 

 

This effect points out a group of determining organizational factors that make 

accelerated growth difficult to control. The profitability is hence jeopardized. The 

negative synergies refer to the fact that the combined effect of a merger is negative. 

Bringing about an external growth does not always involve new operational 

synergies, but new generated additional costs.  

 

8.2.3 Cost of job cutbacks 

 

As seen earlier, the integration process involves a selection of employees, as much 

in the bidding firm as in the target, depending on their distinctive and specific 

competencies. Such a selection enables the new entity to combine the 

complementarities of both firms in order to become more efficient. Such a 

synergistic combination would automatically lead to redundancies. And even if 

some managers take into account the social side of their entity, by sharing out the 

employees on the different sites so as to save jobs, a minimal number of employees 

will however be laid off. (Gasmi, 1998) 

 

Such a situation represents one of the trickiest problems to solve in the case of 

mergers : the staff cuts are unavoidable particularly when there are some 

duplications. For some managers, the easiest and quickest mean to save costs 

consists in dismissing the surplus staff in the concerned departments. Horizontal 

acquisitions represent even an opportune time to proceed with lay-offs. 

Nevertheless, such cutbacks have two pitfalls : first, thinking that productivity will 
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systematically result from redundancies and cuts in the hierarchy ; secondly, 

believing that the more drastic staff cuts are, the more effective cutbacks are. In 

fact, too much a streamlined firm may run the risk of operational malfunctioning 

and of loss of innovation and market development capacity. (Gasmi, 1998) 

 

In pursuit of synergies, mergers have the objective to increase economy of scale 

and economy of scope, i.e. using less resources compared to the volume produced. 

The remaining resources (after duplication elimination) have to provide the same 

service for the two entities as it did for one, without changing its structure and its 

potential. Such a resource has therefore to be “extensive”. Such a concept refers to 

the Penrose effect applied human resources : since the potential “extensivity” is 

limited - as Taylor’s scientific management has shown – (Åman, 2001), the need 

for investing to compensate the lack of resources risks to emerge. 

 

8.3 The problem of social compatibility 

 

8.3.1 Demotivating employees 

 

The risk of demotivating is very high in case of horizontal mergers. In fact, in such 

a type of acquisition, there are numerous duplications, which lead to mergers of 

several business units, therefore to large employees’ cutbacks. Such an assumption 

is even more verified when the bidder and the target used to be direct competitors. 

Such a situation entails an anxiety feeling linked to asymmetric advantages, 

autonomy loss, and different cultures. (Gasmi, 1998). 

 

Asymmetric advantages appear when some units are opposed to the common 

exploitation of certain resources because the advantages seem to be asymmetric. 
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They feel that the rationalisation policy through interrelationships implementation 

have lead to worse social situation. They will tend to hinder the exploitation of 

shared resources and activity in order to protest. 

 

The loss of autonomy may be also a reason for the middle managers to refuse the 

merger policy. In fact, mergers often lead to concentration in pursuit of operational 

synergies. Such a concentration may mean losing control of the operation or 

sharing the power with new merged staffs. Merger can thus entail the creation of 

clan, of personal territory within the firm, whose managers will strive to protect at 

the expense of the merger’s success. 

 

The differences in term of culture will be explained further. In a word, the 

problems of communications and understanding risk making coordination difficult 

and lead to unprofitable operations. 

 

8.3.2 Resignation risk 

 

The risk of resignation of key managers, and particularly those from the target, 

represents a real threat for the implementation of the merger. Different reasons can 

drive managers to resign : the discrepancy in term of strategic orientation, the 

impression that acquisition represents failure and sanction, and finally the feeling 

that they will be removed from power position. By this way, Walsh (1988) showed 

that the rate of resignation of target’s managers during the first year after 

acquisition came to 25%, whereas the rate remains around 2% in normal situation. 
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8.3.3 Cultural compatibility 

 

The influence of culture on organisation is difficult to measure and predict. During 

a merger, this influence becomes even harder to control, since there is much 

resistance and because the culture of one organisation is not always known to the 

other party. Guaranteeing managers and employees their jobs is not enough to win 

them over. Individuals often hang on to seemingly insignificant things: The 

letterhead of the old company is kept for many years. Name tags with the old logo 

are not discarded. Employees refuse to use the new name in private conversations. 

All these events represent the shared values and norms of the employees. It is what 

makes the company unique, the glue that bonds people together. Giving it up is 

equivalent to surrendering one identity, and consequently, employees often fight to 

preserve it. 

 

In spite of the power of organisational culture, a majority of acquirers simply 

expect their new acquisition to relinquish its culture and become part of them. 

Lack of concern for cultural factors becomes a major obstacle to the success of the 

merger. 

 

However, when reasons for lack of success of a merger are discussed, the focus is 

still on the financial and strategic issues: ”the target firm was overpriced”. ”There 

was too much debt”. ”The parent company should have ”stuck to its knitting”. 

”The target firm did not perform up to financial expectations”. Once again, the 

cultural and people aspects of merger are typically ignored. It is rare to see a 

business journalist or chief executive officers (CEOs) admit that the merger’s 

inability to live up to expectations is related, at least partly, to lack of cultural 

understanding or to failure to consider cultural factors. It is essential, however, to 

consider cultural and human factors as part of definition of success of a merger. 

How much turnover resulted from the merger ? How many managers and 
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employees left the firm ? How many years of experience were lost ? It is possible 

to replace those individuals? What are the costs of replacement ? Can the target 

firm be expected to perform well without those who have left ? The turnover of a 

large group of employees after a merger may have an immediate positive effect on 

financial statements, since labour costs are reduced. In the long run, however, the 

loss of many individuals contributes to the lack of success of a merger. 

(Nahavandi, A, Malekzadeh A.R., 1993) 

 

Acculturation in mergers and acquisitions is the outcome of a cooperative process 

whereby the beliefs, assumptions and values of two previously independent work 

forces emerge to form a jointly determined culture (Larsson, Lubatkin, 2000). It is 

not surprising that achieving acculturation represents a major post-acquisition 

challenge to acquiring firms. People often face considerable pressure to conform to 

the values and management practices of the buyer. This pressure tends to be 

resisted, and some consequences results from that resistance (Schweiger & Weber, 

1989; Haspeslagh & Jemison, 1991). This resistance is often referred as “cultural 

clash”, and has been shown to have such consequences as lower commitment and 

cooperation among the acquired employees (Sales & Mirvis, 1984: Buono, 

Bowditch & Lewis, 1985), greater  turnover among the acquired managers, a 

decline in shareholder value at the buying firm, and a deterioration of operating 

performance at the acquired firm (Weber, 1996, Very et al., 1997). 

 

According to Cartwright and Cooper (1992), the post-merger acculturation was 

largely predetermined by pre-merger cultural attributes, and therefore outside of 

management’s control during the integration process. In contrast, according to 

Larsson and Lubatkin, the acculturation depends mainly upon how the buying firm 

manages the informal process; i.e., its reliance on “social controls”, or the amount 

of coordination and socialisation efforts expended by the buying firm. 
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We have seen previously, when Berry defines acculturation, that there are four 

acculturation major forms, which are unification, assimilation, separation and 

“deculturation”. Each mode involves a different way of adapting to the contact 

between two cultures and a method of resolving emerging conflict. 

 

Although assimilation seems to be the common expectation during a merger, 

unification and separation are also viable ways to resolve conflict. The choice of 

the mode of acculturation depends on the preference of the firms involved. For the 

acquired organisation, the choice of acculturation is determined by the strength of 

its culture and the degree to which the acquirer is perceived to be attractive. For the 

acquirer, the choice of mode depends on the strategy of the firm and the degree to 

which it is multicultural. Positive acculturation does not require similarity between 

the cultures of the two firms. Instead, it hinges on agreement on the mode of 

acculturation to be used in the implementation of the merger.  

 

Each of the modes of acculturation has particular characteristics in terms of degree 

of risk and control, and cultural and structural change. The same mode is different 

depending on whether it is viewed from the point of view of the acquirer or the 

acquired firm. Planning the cultural aspects of merger through particularly 

proactive planning of the acculturation process is essential in successful resolution 

of the conflict that results from the contact of two organisations in a merger. First, 

the acquirer needs to be aware of and understand its own culture and strategy; and 

second, it must be cognisant of its target goals and desires. Changes of preference 

are to be expected over time. Although forcing a mode on the merger partner 

cannot lead to long-term performance, negotiation to change the preferred mode 

can (Nahavandi & Malekzadeh, 1993). 

 

Furthermore, various explanations have been suggested by Larrson and Lubatkin 

(2000) concerning the causes of “cultural clashes”. Their result suggests that only 
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one thing really matters. Involve the affected employees in activities such as 

introduction programs, training, cross visits, joining retreats, celebrations, and 

other such socialisation rituals, and they are likely to create a joint organisational 

culture on their own volition. These two authors think that  the cultures of merging 

organisations are not necessarily destined to “clash” simply because they are 

different. Further, to the extent that the management of an acquiring firm is 

concerned about issues of achieved acculturation, they should pay at least as much 

attention to the informal integration processes, as they might  with the various 

other strategic organisational, and cultural issues that are often theorised to be 

associated  with mergers. 

 

8.3.4 Culture clash measurement 

 

Cultural shock represents the sometimes violent sensation a person feels in touch 

with another culture. J-M Grange (1997) draws his inspiration from the sociologist 

Hofstede and the psycho-physician Fechner, ths latter stating that the sensation is 

approximately proportional to the logarithm of the excitation. Hence a person O 

having a culture C0 working in a different culture CF will have sensation 

measurable through this mathematical rule :  
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h nn  represents the elementary excitation regarding the four Hofstede’s 

fundamental dimensions. 

hoK ,  represents the personal sensibility of the observer 

 

We can clearly see that the vision of the world between the two workers depends 

on : 
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- Their own personal sensibility (K) 

- But also the structure of their cultures 

 

Such a managerial tool is fruitful in order to understand the reactions within a 

multicultural staff : The higher is the result, the more violent will be the shock and 

the more difficult will be the acclimatization inside the new merged entity. 

 

The objective of creating synergies must therefore not hide the problem of cultural 

compatibility. Because cultural shock is a function of the cultural distance between 

two firms, the firm’s profitability is likely to be reduced regarding to such a shock, 

if the merger is not prepared to manage it correctly. The problem lies in the fact 

that most of pre-merger preparations are limited to figures analysis, manager’s 

rewards systems studies, and legal audit… Figures are more readable than 

intangible elements like the culture, and managers are often comfortable with 

numbers. These managers, perhaps because the firms are operating in the same 

field, or because their hubris are so high that they rely essentially on their intuition, 

think that they have already evaluated the potential risk of a cultural clash 

(Thomas, 2000). And yet, without an appropriate cultural audit enabling to prepare 

such a clash, the firms is likely to spend a lot of money during the post acquisition 

integration so as to correct the harmful consequences. According to Goffee & 

Gareth’s matrix (1998), which is based on the conviviality and solidarity within the 

firm (such variables are close to Hofstede’s individualism/collectivism and power 

distance), cultural shock can even reduce the expected gains by 50% ! 

 
Without major cultural change, considerable strategic change is likely to fail. Although the 

formulation of new strategy may be relatively easy, its successful implementation depends 

almost entirely on existing culture or, in many cases, on a change in the existing culture. But 

such a change is extremely difficult and can only be successful with extensive planning and pre-

audit of the merger.  
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9 TOWARDS THE WARNING MODEL 
 

The preceding theoretical frame of reference enables us now to try to shape a 

model which would depict the different cornerstones to handle when managing a 

M&A process. And particularly, it would have the aim to point out the different 

pitfalls, which can lead a promising project to a tragic reverse. The theoretical 

frame of reference can be summed up in a matrix representing horizontally the pre-

mergers motives and post-mergers issues, and vertically the implementation 

cornerstones. (figure 6) 

 

Such a table enable us to assemble the different perspectives in stake during a 

merger process. First a merger aims at creating value, it means well balancing 

between Income and Expense. Incomes come from the result of the merger, it 

means organizational synergy (6.1.1) and strategic development of business 

(6.1.2), while the expense represents the price of the merger and the amount of 

savings to bring about (6.2). In order to carry out effectively a merger regarding 

these preceding above, the top management has to focus on three main dimensions 

: the strategic management, the operational management and the cultural 

management. 

 

Strategic management deals with the vision of the manager/leader and the way of 

communicating it within the firm ; but also the strategic perspective he is in line 

with to carry out the merger, and particularly corporate development through 

market share expansion (7.1). The reasons of failure often stem from the tensions 

between theoretical motives and practical implementation, but also from the 

different motives/implementation and their respective drawbacks. As a matter of 

fact, manager’s motivations to develop the firm and create a competitive empire 

seems (8.1.2, 8.1.3) often to diverge with shareholders’ expectation to create value 

through the financial savings (8.1.1). 
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Operational management gathers principally synergies implementation impacting 

the company’s structure and efficiency (7.2.2) in order to carry out synergistic 

cost reduction. It includes also the strategic and significant issues of market 

synergies creation, which leads to long term growth (7.2.1). Moreover, managers 

should consider attentively the drawbacks of synergy realisation, i.e. the 

implementation costs, which could not be planned before due to lack of 

information (8.2.) 

 

Cultural management is a supportive but crucial issue when merging two different 

structures, organizations and ways of working. Managers must besides understand 

the underlying assumptions of the national and corporate culture of both 

companies, particularly in the case of transnational merger, and adapt their strategy 

according to the cultural assets. (7.3) They must manage the implementation 

always having in view the social and cultural integration, i.e. the creation of a 

social federation since social compatibility risk to have a significant cost (8.3) in 

term of culture (8.3.3) as well as of employee motivation (8.3.1, 8.3.2). 

 

The theoretical frame above is therefore easy to map within this following matrix :  
 

Issues Income Motivation Outlay obligation 

 

Implementation 

Synergistic cost 

reduction 

Market Share 

Development 

Financial Synergies 

  Strategic 

management   

Operational 

management 

  

  Cultural 

Management   

Market Share 
Expansion 

Cost Reduction 

 

 
Figure 6 : Mapping theoretical framework, authors’ preparat
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9.1 M&A as intertwined system 

 

The first tool we have attempted to create represents a matrix, which goes over the 

main arguments above. The crossing of the main motivations with the different 

implementation perspectives can show the process of M&A in a holistic system, 

which parts are intertwined.  

 

We have seen that M&A would aim at three main motives and strategies :  

- cost synergies through economy of scope and of scale, 

- revenue synergies through market share expansion, 

-  and financial savings through targeting the right and cheapest financial 

profile. 

 

During the post-integration stage, we have highlighted three main cornerstones : 

- strategic management, where the leader’s vision and action supports the 

profit increase and the firm’s growth, 

- the operational management through mainly pursuit of synergies and 

interrelationships implementation along with duplication elimination, 

- and finally the cultural management, which strives to create a social 

federation, i.e. a kind of symbiosis or compatibility regarding human 

resources. 

 

With the help of this matrix, there are four main perspectives when dealing with 

M&A : 

- the company’s growth, 

- the company’s profitability (organizational efficiency), 

- the social compatibility, 

- and the shareholder’s revenue (financial payoffs). 
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The company’s growth consists essentially in developing the long-term potentiality 

and capabilities of the firm through its market share expansion and product 

development. The company’s profitability aims at creating organizational 

efficiency by transforming the organization structure and process in to a smooth 

system where energetic loss is restricted and resources are optimised. The social 

compatibility represents the degree to which employees are likely to work together 

without creating any social frictions. Finally, the shareholder’s revenue through 

financial payoffs constitutes one of the most determining factors influencing the 

decision of stockholders to invest in the company. These four perspectives 

appeared in the theory to assemble generically most of the motives or objectives in 

merger integration strategies. However, more than pre-determined motives, these 

cornerstones are requirements to take into account when proceeding with a merger! 

 

Moreover, different driving forces bear or hinder the fulfilment of these 

requirements. First, the pure managerial objectives diverge very often from the 

shareholders expectations, as the paradox before points out. This discrepancy is 

likely to lead to market sanctions, and at least limit the room for manoeuvre of 

managerial action. Since the corporate management has the goal to increase the 

company’s growth and company’s profitability, such a paradox risks to endanger 

the company’s health. Regarding specifically the profitability side, we have seen 

that the pursuit of cost savings synergies through sharing activity, creating 

interrelationships and eliminating duplications may lead to demotivate employees 

because of cutbacks, loss of autonomy and asymmetric advantages. Moreover, the 

means to obtain these synergies have other drawbacks, like integration costs and 

the Penrose effect, which can change positive synergies into negative synergies. 

The quest of profitability can therefore provoke a chain reaction by first 

demotivating employees, which can alter the social compatibility of the merger. 

Such an alteration can become more marked by the latent and emergent cultural 
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clash and the employee reluctance to accept change. The cultural strategy ,like 

assimilation, has the aim to dampen or even to cancel out the cultural chock 

coming from the transnational merger’s characteristic of combining national and 

corporate culture. More generally the managerial action and vision will strive to 

federate the different social trends through favouring the social compatibility. 

Finally, in a more macro perspective, the management is expected to avoid the 

synergy trap, which consists in paying too much a merger regarding the added cost 

and investment along with the potential revenue. 

 

M&A appears to be hence a holistic process where the pre-integration enthusiasm 

must face the post-integration reality. Each strategic decision seems to be tied to 

indirect consequences, which can often drive the M&A process to internal 

problems, not to say to failure. A good transformational leader must therefore be 

aware of such as systems before planning and taking irreversible decisions. The 

famous theory of dominoes becomes even more relevant in such a situation, since 

leveraging one determining factor can induce a chain reaction, which can drive the 

firm’s integration to a deadlock. 

 
Figure 7 : Merger process through a holistic perspective, authors’ preparation  

(Below) 
Key : 

 

     
Company’s growth Main perspectives of mergers 

 
Transnational expansion Practical implementation 

 

 Penrose Effect Danger and reason of failure 
 

+ Increase effect  
-  Decrease effect 
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9.2 The warning model 

 
In order to help M&A transformational leaders to understand the risk they are 

running in a given time, we have tried to shape a model, which can point out the 

main pitfalls the literature overview has established. We will moreover apply our 

findings in the case of Pharmacia Upjohn merger, in order to test it and understand 

the mistakes and the path of decay the top management have followed. 

 

According to the preceding matrix, which shows the process of M&A by crossing 

the main motivation (costs synergies, revenue synergies, financial savings) with 

the different implementation perspective (strategic management, operational 

management, cultural management), we have build a model named the “warning 

model”. Actually, this model put the four main perspectives forward resulted from 

the intertwined system of the M&A process between the issues (main motivations) 

and the implementation perspectives. So, the four cornerstones we chose for the 

model, repeat the four requirements explained in the matrix : the social 

compatibility, the organizational efficiency (company’s profitability), the long-

term growth of company’s revenue (company’s growth), and the immediate 

payoffs expected by the shareholders (shareholder’s revenue). 

 

Such a model, is composed of two axes, referring to two paradoxical situations. 

First of all, transformational leaders have always to face the discrepancy between 

the long-term firm’s growth and the short-term financial payoffs expected by 

stockholders. The paradox risks to endanger the company’s health. Moreover, we 

have seen earlier that the pure managerial objectives (the long-term growth of the 

firm) diverge often from the shareholders expectation (the short-term orientation of 

the investment). The risk concerning such a situation with the expectation between 

both managers and shareholders, is either been sanctioned by the stock market 
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because of no consideration towards shareholder’s expectation, or endangering the 

firm’s growth and needed investments when only focussing on stock price 

evolution. 

 

The second axes represents the difficulties to balance two unavoidable 

requirements, i.e. organizational efficiency which guarantees the future 

profitability, and the social compatibility, which create the base of every 

restructuring. These two determining factors seem to oppose each other since the 

organizational efficiency requires duplications eliminations and interrelationships 

management. As seen earlier, the quest of profitability with the main focus by 

obtaining positive synergies can therefore demotivate the employees. This 

consequences could lead also to alter the social compatibility of the merger. As a 

matter of fact, sharing activity (i.e. working together) and eliminating others 

creates social clashes, which is characterised earlier with the latent and emergent 

cultural clash and the employee reluctance to accept change. In the other way, 

focussing only on social compatibility, with the willingness not to hurt the 

employees, will reduce the sought efficiency. 

 

Transformational leaders need to strike the balance between all the centrifuge and 

paradoxical forces. We have called such a position the strategic barycentre. We 

guess and we will try to prove in the case study that an efficient integration 

requires a systemic strategy carried out by charismatic and visionary leaders. A 

well-managed integration would be done through consideration of all main 

cornerstones. If we consider the four forces as vector, the strategic barycentre 

action would be done as follow :  (A for Long-term growth, B for 

Immediate payoff, C for Organizational Efficiency, and D for Social 

compatibility). As the equation would point out, combining all the forces would 

lead to a situation were all conflicts and pressures are neutralized. 

0
rrrrr

=+++ DCBA
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The following model has been called a warning model, because it aims at 

preventing managers engaged in a merger from the main pitfalls occurring 

generally. Warning would mean that the manager would use the model to position 

the company strategy respectively to the four cornerstones explained in the 

intertwined matrix (social compatibility, , company’s profitability, company’s 

growth, and the shareholder’s revenue). Also, it could be called analysing model 

because it helps to understand the merger process within a long period and to 

analyse this process. After the positioning, the model would enable it to show what 

kind of hazards the company is likely to face and to destroy the advantages of 

merging, i.e. creating value. It could also be used in order to recount the history of 

the merger and to relate corporate facts to the problems one company faced. Such 

an historical perspective would enable managers to avoid the mistake that had been 

made. Therefore we will use this model to understand the case of Pharmacia 

Upjohn merger. Such a research will moreover enable us to test this model in order 

to know if our assumptions from the theoretical analysis can by applied to reality 

accurately. 
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Figure 8 : The warning model, authors’ preparation 
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10 PHARMACIA UPJOHN : AN 
HISTORICAL PERSPECTIVE 

 

On August 20, 1995, the pharmaceutical companies Upjohn, based in the United 

States, and Pharmacia, based in Sweden, announced a 6 billion dollar merger 

agreement that resulted in one of the largest cross-border mergers at the time for a 

U.S. firm. 

 

Each company, Upjohn and Pharmacia, sought and eventually merged with a 

partner that provided an attractive opportunity to innovate their respective 

processes and organisations. In addition, the turnaround strategy used by the new 

chief executive officer (CEO) evidences the fact that improved U.S. regulatory 

conditions were an important factor in the successful marriage of the two firms. 

(Belcher & Nail, 2000) 

 

10.1 Pre-merger context 

 

Although regulatory and industry factors were significant motivational forces for 

international consolidation, firm-specific factors also led to the merger between 

Pharmacia and Upjohn. Upjohn’s research pipeline was weak relative to its 

industry peers, and patents had recently expired on several of its drugs – including 

the profitable anxiety drug Xanax. This weakened current and future product lines 

made Upjohn a persistently rumoured hostile takeover target. Pharmacia’s 

management team had sought prospective merger partners in Europe to elevate the 

firm from second-tier industry participant to major industry competitor. However, 

Volvo and the Swedish government were the two largest shareholders of 

Pharmacia and exercised their corporate control by refusing to merge with another 

European pharmaceutical company – searching instead for an American firm 
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offering easier access to the U.S. market. (ibid) Thus the merger of the two firms 

seemed to be the perfect merger in the pharmaceutical industry. Upjohn was 

threatened by hostile takeover and Pharmacia was looking for a significant access 

to the more profitable U.S. market. (ibid) 

 

The merger was designed to be a true international merger-of-equals, with 

Pharmacia and Upjohn shareholders receiving equal ownership in the newly 

formed Pharmacia-Upjohn. Board membership was also split equally, with an 

agreement that the CEO and chairman could not be from the same continent. Thus 

Upjohn CEO Zabriskie was to become the new CEO and Pharmacia chairman Jan 

Ekberg was named non-executive chairman.  

 

Today Pharmacia and Upjohn is a global, innovation-driven pharmaceutical 

company of 30,000 employees operating in more than 100 countries. Its core 

business is the development, manufacture, and sale of pharmaceutical products. 

(ibid) 

10.2 The new merged company 

 

Pharmacia & Upjohn built its world headquarters in Windsor, west of London in 

February 1996 according to the Financial Times. The company also unveiled a new 

corporate image, inspired by paintings sprayed on to cave walls by Stone Age man. 

The logo is a purple stone with outlines of a hand, a bird and a star seemingly 

sprayed on. Mr Zabriskie said at this moment, details of planned job cuts forced by 

the merger would be published. So he confirmed the workforce of the combined 

company would fall from 34,000 to 30,000 saving about Dollars 500m a year. 

Specific cuts are being decided country-by-country. The merger is intended to save 

Dollars 500m by 1998 but involves a big programme of job losses and 

restructuring across two continents. (FT, 2/1996) 
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So, cuts were made at offices that were once the headquarters of the parent 

businesses – in Stockholm, Sweden ; Kalamazoo, Michigan; and Milan, Italy. The 

net reduction in numbers employed by headquarters offices was estimated to more 

than 20 per cent.(FT, 6/2/1996) At that time the 3 cities remained regional 

headquarters. Stockholm runs the company’s metabolic drugs operations, Milan 

the cancer drugs, and Kalamazoo other areas including infectious disease and 

female health.  

 

According to the Financial Times in February 1996, the restructuring costs had 

pushed down net profits from Dollars 833m in 1994 to Dollars 739m the year 

before. 

 

The journal reports that before restructuring and merger costs the profit and the 

earnings per share rose. After restructuring and mergers costs, earnings per share 

dipped. So the new group, one of the world’s top 10 pharmaceutical companies by 

sales, showed the cost of joining the two units was likely to exceed predictions at 

the time of the merger by 10 to 20 per cent. Costs of reducing the combined 

workforce from 34,000 to 30,000 was higher than expected. 

 

“We expected to realise cost savings of more than Dollars 500m a year by the end 

of 1998, 85 per cent of which are expected to have a full-year effect in 1997” , said 

Zabriskie. 

 

The success of Pharmacia and Upjohn, whose combined market value rose from 

Dollars 13bn before their merger to Dollars 22bn showed investors would rapidly 

give credit for expected synergies. But a big acquisition couldn’t be ruled out if 

one of the top companies decided to challenge conventional thinking on goodwill 

or acceptable debt levels. (FT 4/03/1996) 
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Pharmacia & Upjohn, shut down 40 per cent of its manufacturing sites to make 

annual savings of Dollars 400m by 2000. The company also cut 20 per cent of its 

research projects, and planned to sell a Swedish blood products business 

employing 200. Pharmacia & Upjohn was the latest large drugs company to cut 

deeply into its costs base as the sector responds to cost control measures from 

governments and private sector healthcare buyers. (FT, 5/3/1996) 

 

With previously announced cuts in marketing and research, total savings from the 

merger were planned to reach almost Dollars 800m a year by 2000, but the 

company admitted in March, it had underestimated the costs of bringing the two 

companies together. (Ft, 25/03/1996). It rose from original estimate of less than 

$100 million to a new estimate of between $150 and $175 million.  

 

With the cost savings policy, the first closure in March disclosed was at Crawley, 

south of London, which employed 400 in manufacturing, marketing, and research. 

At least 20 more of the company’s 56 manufacturing sites would be shut. The 

corporate headquarters was located just outside London, but 6,000 research staff 

was spread across four sites: Kalamazoo, Michigan; Stockholm and Uppsala in 

Sweden; and Milan, Italy. (FT, 5/3/1996) 

 

However, the company had expected 27 new products or improvements on existing 

products to be submitted for regulatory approvals in the next two years. (FT, 

5/3/1996).  

 

Progress with cost-cutting at Pharmacia & Upjohn was being watched closely by 

rivals. The merger between the two companies was the latest in a series of 

consolidations in the industry, but was one of the few done on a friendly basis.  
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Finally, the unexpected merger costs caused the first quarter net income to drop 

80% the 3rd of May. (Belcher & Nail, 2000). 

 

Sales for this quarter were substantially lower than the growth rates at other large 

pharmaceuticals companies, which have reported first-quarter sales increases of 

approaching 10 per cent. It could be explained with its position in the product 

cycle meant that sales of older drugs which had lost patent protection were still 

falling, while new drugs were not yet compensating. (FT, 6/5/1996) 

 

Less than 2 weeks after the earnings announcement, Pharmacia-Upjohn 

management surprised the capital markets with news that it had been in acquisition 

talks with therapeutic drug and product manufacturer Allergan. (Wall Street 

Journal, 13/5/1996). As one analyst noted, a merger with Allergan would be an 

attempt to improve earnings through revenue growth, whereas the merger 

Pharmacia and Upjohn sought to improve earnings through cost cutting. These 

talks signalled that earnings growth via cost-cutting measures would be slower 

than expected and that the management team from Pharmacia-Upjohn was 

searching for earnings growth from others sources. (Belcher & Nail, 2000). Talks 

on a Dollars 2.5bn merger between Pharmacia & Upjohn and Allergan, the 

Californian eye and skin care Products Company, have been abandoned. 

(FT,14/5/1996). The negotiation had been terminated because of the objections of 

the largest shareholder in Pharmacia-Upjohn, AB Volvo. In June the 14th, Volvo, 

the pharmaceutical group's main shareholder, indicated that it wished to unload a 

Dollars 2bn stake (from14% to 3% stake P&U). Other investors could be forgiven 

for asking whether the shares were still worth buying.(FT, 22/7/1996). According 

to the financial times, Pharmacia & Upjohn's market capitalisation had soared by 

60 per cent since its formation last August. 
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Progress thereafter would have depended on a flurry of new product launches the 

group's weakness lied in its fragmented portfolio. P&U is stretched across eight 

therapeutic categories with its top 10 drugs contributing just 33 per cent of sales 

against an average of 70 per cent for its top rivals. To preserve the merger's tax 

advantages, significant disposals were not on the cards for two years. P&U had not 

transformed itself into a high-growth company. But, over the medium term, it had 

the potential to do so. Moreover, given that the shares were trading at only 15 

times 1997 earnings - roughly a 15 per cent discount to the US pharmaceuticals 

sector - there were still some potential. (FT, 22/07/1996). 

 

The market's enthusiasm so far has reflected the elegant merger structure, which 

avoided a huge goodwill write-off, and the promised cost savings of Dollars 500m, 

that should boost earnings before integration charges by around 50 per cent this 

year and 25 per cent in 1997. - including Xalatan for glaucoma, a new incontinence 

treatment and drugs against cancer and Aids. None are obvious blockbusters but 

the merger has given P&U the global infrastructure to squeeze value out of even 

modest products. That should help to improve the current pedestrian sales growth 

of 3-5 per cent.  

 

The 5th of august, unexpected merger costs caused the second quarter net income, 

to drop by of 64%. According to Mr Bob Salisbury, chief financial officer, sales 

had been affected by the strengthening of the dollar. Sales rose 4 percent if 

currency effects were excluded. The company’s sales growth was still being held 

back by competition for products whose patent had expired in recent years. Sales 

of recently launched products had not yet made up the gap. The sales were also 

affected by compulsory price cuts in Japan. (FT, 6/8/1996) Problems in Japan and 

the US, and with currency movements, left second-quarter sales at Pharmacia 

&Upjohn (FT, 6/8/1996). P&U blamed the setback on the weakness of the 

Japanese yen against the dollar and the recent strengthening of the Swedish krona 
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and Italian lira. The group had high sales and relatively low costs in Japan, but in 

Sweden and Italy, where almost half of its production and research were based, it 

had high costs and relatively low overall sales. (FT, 6/10/1996) 

 

The strategy was designed to produce operating margins of 25 per cent from 1998, 

with growth thereafter led by the launch of a range of new product (FT, 

6/10/1996). 

 

The third quarter net income dropped off 12% and warned that 1997 earnings 

would be flat. Then, with the actual announcement of earnings on October 31, 

1996, management cautioned investors that earnings estimated for 1997 were too 

high and that 1997 earnings could actually be lower than 1996 earnings. At this 

point, investors began losing confidence in management of Pharmacia Upjohn and 

punished the stock with 5% drop at announcement, which began a period of stock 

price performance that severely lagged the industry. (Belcher & Nail, 2000) 

 

Thus, currency movements depressed performance. Excluding exchange rate 

effects, sales in the third quarter would have grown 4 per cent. (FT, 1/11/1996) 

 

Born a stock market star a year ago, Pharmacia & Upjohn lost height with 

alarming speed. Over the past three months the drug group had seen its shares fall 

by a fifth, giving up much of the rise that greeted the 1995 merger of Sweden's 

Pharmacia with Upjohn of the US. The performance left a particularly bitter taste 

since Volvo, the original owner of the Swedish half, sold a Dollars 2bn share stake 

in July. The group's problems were evident in poor third-quarter results, which 

showed underlying sales growth of only 4 per cent. Many of P&U’s older 

medicines lost their patents and were under pressure from cheaper generic rivals. 

Unfavourable exchange rates would hit the year's earnings. And with eight 

therapeutic categories, P&U was spreading its research and marketing effort too 
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widely. None of that were new however. Meanwhile, the Dollars 500m cost- 

cutting programme was on track and there were fresh products on the way. (FT, 

1/11/1996). 

 

Furthermore, Pharmacia & Upjohn surprised investors by announcing the sudden 

resignation of John Zabriskie on January 19, 1997, the chief executive who was a 

driving force in the merger less than 18 months ago. P&U said Mr Zabriskie had 

told the board at a meeting in Stockholm that he wanted to quit for personal 

reasons. The company, the world's 10th largest pharmaceuticals group, insisted 

that no problems over financial performance or differences over strategy lay 

behind the departure. 

 

P&U's share price tumbled after the news was published, sliding by 6 per cent or 

SKr17.50 in Stockholm, before recovering some of the lost ground to end the day 

down SKr11 at SKr273. There were fears that Zabriskie's departure presaged more 

bad news from P&U. The group, formed in a wave of rationalisation taking place 

in the world's drugs industry, posted a fall in third-quarter profits and issued two 

profit warnings in the space of three weeks in the fourth quarter, because of lower-

than-expected growth and adverse currency developments.  

 

Jan Ekberg had left the chairman's seat to stand in as chief executive until a 

permanent replacement for Zabriskie is found.(FT,20/1/1997). Ekberg was in the 

middle of a world tour of P&U sites to reassure managers about the future of their 

employers. (FT, 16/4/1997).  

 

The sudden resignation of Zabriskie followed two shock profit warnings, only 

months after Volvo - the largest shareholder - sold a Dollars 2bn stake. No wonder 

P&U's shares, which had been dreadful performers relative to their peer group, lost 

another 5 per cent the day after. Yet fears of another deterioration in underlying 
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trading seemed misplaced. Rather, it appeared that Mr Zabriskie had suffered from 

a combination of unhappy US shareholders and an active panel of non-executive 

directors. Nevertheless, P&U's reluctance to reveal the facts meant investors left in 

the dark.  

 

Despite that, Mr Zabriskie's departure was an opportunity. A heavyweight 

replacement from outside the group should have been able to rebuild bridges with 

shareholders and between the American and Swedish factions inside P&U. 

Meanwhile, the merger Dollars 500m planned cost savings should fuel earnings in 

1997, after a disappointing 1996. Thus, a series of useful new treatments for 

cancer, glaucoma and incontinence were starting to boost sales growth. More 

generally, P&U's troubles suggested that while its merger structure elegantly 

avoided tax and goodwill, it meant that management responsibilities were fudged 

and some of the hard decisions were not taken soon enough. (FT, 20/1/1997) 

 

Company announced in February 1998 that fourth quarter earnings were up 500% 

because of prior year’s charges, but also announced that $150 million on new 

product launches would be spend rather than the anticipated $100 million.  

 

Though admitting that the company's spread gave it too high a cost base, Ekberg's 

solution was to reduce the number of medical areas in which it sells prescription 

drugs and to treat some other operations, such as diagnostics, in a more arm's-

length fashion. But he rejected drastic rationalisation and preferred to take an 

industrial view of this. 

 

“If you are going to build positions in a few areas, you must have a series of 

products so that you have more to offer to the key customers”, said Zabriski. 
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But there would be plenty of cuts to make. Running efficient research and 

development from all four sites - Michigan, Stockholm, Uppsala and Milan - was 

difficult but this was nothing compared with the inefficiencies of manufacturing 

sites inherited from Upjohn, Pharmacia and the many companies that had been 

merged over the years to form Pharmacia.(FT, 16/4/1997) 

 

P&U said its sales had fallen by 6 per cent in the first quarter of 1997 and earnings 

per share would be down 16 per cent. 1997 earnings were fall below 1996 

earnings. Bob Salisbury blamed high costs, currency movements, wholesaler 

stocking patterns and competition for drugs that have lost patent protection. (FT, 

23/4/1997) 

 

10.3 Hassan’s turnaround 

 

In may 1997, Pharmacia & Upjohn hired Mr Fred Hassan, a senior executive at 

American Home Products, the US drugs company, as its new chief executive. Mr 

Hassan, a pharmaceuticals industry veteran, replaced Mr John Zabriskie, the 

president and chief executive officer who departed suddenly in January1997. 

 

Mr Hassan, 51, is an American of Pakistani origin, he was previously executive 

vice-president - and one of the top three executives - at AHP. Since the end of 

1995, Mr Hassan had also been responsible for global pharmaceuticals, the medical 

device and nutritional businesses, and research and development. Mr Jan Ekberg 

said Mr Hassan was “a really global person with very good experience leading an 

international team” (FT, 11/05/1997). Mr Prem Lachman, pharmaceuticals analyst 

at Goldman Sachs, the US investment bank, said he was “a firm decision maker, 

which will be an improvement. He is down to earth and a consensus builder, and 

he delegates effectively (Ibid). Unusually for a drugs company chief executive, he 
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has run research and development operations, both at AHP and at Sandoz, the 

Swiss drugs group, where he spent the previous 17 years of his career. He has 

finally been one of the leaders in AHP's acquisition of American Cyanamid at the 

end of 1994 (Ibid). 

 

Hassan’s international experience has hence been sought in order to make the 

company profitable along with completing the largely unfinished task of blending 

the very different cultures of Sweden's Pharmacia and Upjohn of the US. As a 

matter of fact, Fred Hassan, the said his main tasks were to “contain erosion and 

stabilise the situation” and he would “be taking early action and dealing with 

pressing issues over the next few weeks” following his integration. Answering to 

executives blaming the difficulties of managing a cross-cultural US-Swedish 

merger, and competition for the company's older drugs, Hassan said his 

multicultural background would help him manage P&U. His optimism was based 

on his view that the company was in the top 10 in the pharmaceuticals industry for 

research and development, compared with 17th in terms of sales. (FT, 12/05/1997) 

 

Because of the pressures of improved performance demanded by institutional 

investors, Hassan was forced to develop a turnaround plan in short in order to 

demonstrate that he had a strategic plan for addressing not only the company’s 

existing problems but also a plan that reached beyond these problems and could 

turn the company into the top-level international pharmaceutical firm that was 

promised in 1995. He made thus a couple of small strategic decisions that signalled 

that he would be pursuing revenue growth as a component of his plan. (Belcher & 

Nail, 2000). 

 

Decisions and measures were quickly taken according to Hassan’s reputation of 

being a drugs industry tough guy. Two months after his appointment, he warned 

shareholders there would be no quick fix : 1997 second-quarter performance would 
124 



Mergers & Acquisitions : Avoiding the path of decay 

probably be worse than the first quarter's, and sales and profits were likely to 

continue to fall during 1997. That was Hassan’s first profit warning - but the 

company's fourth in less than a year, as seen before. In fact, P&U has failed to 

make the sales growth and cost savings it has promised since its formation almost 

two years ago and Jan Ekberg admitted after that growth and savings forecasts had 

been consistently “over-optimistic”. Hassan also announced a profound 

restructuring that was followed by a share price rise. The centrepiece of his plan 

was the “dismantling” of the company’s three main head offices, in Stockholm, 

Milan and Kalamazoo, Michigan. These “pharmaceuticals product centres” (PPCs) 

had responsibility for most of the company's operations: drug discovery, research 

and development, strategic marketing, manufacturing, support and administration. 

Just about the only thing these three centres did not do was local country marketing 

and sales. At the time of the merger, these three sites remained headquarters 

offices, and a small corporate centre in Windsor, west of London, was chosen as a 

compromise to US and Scandinavian interests. According to Hassan, Windsor 

would be the only headquarters and the other three centres would be “even less 

than regional offices, they are just sites which have certain functions”. Under the 

new structure, there would be just two main divisions: research and development, 

and everything else. The non-R&D work was to be called pharmaceutical business, 

and was headed by an executive vice-president. R&D was headed by Mr Goran 

Ando, the former Glaxo executive who previously had to share this responsibility 

with the heads of the three PPCs. Hassan considered R&D as “the engine of this 

company's growth”. Moreover, Mr Hassan and the chief of finance and legal 

affairs was to run the entire company. This five-person executive committee 

replaced a 19-member corporate management group in order to withdraw the 

different baronies around the world. Hassan was also careful not to spell out 

directly the staffing implications, but it was clear that many jobs cuts would follow 

the post-integration 3,000 lay-offs . (FT, 03/07/1997) 
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“We have installed a global (reorganisation) co-ordinator on four areas: 

Kalamazoo, Milan, R&D and Windsor. We are looking very closely (at these 

places) and if there are any duplications or redundancies, we will act. We will be 

fair but tough. We must try to reduce the amount of DNA in the company […] Solid 

growth in sales and earnings should start early next year when the initiatives we 

are now undertaking bear fruit”, said Hassan (Ibid) 

 

The second-quarter results showed in the middle of the year1997 that net profits 

were down 34% to $178 million. At this time, the result contrasted sharply with the 

prosperity of most other large drugs companies, which had been reporting double-

digit growth in sales and profits. Sales fell 4.4 per cent from $1.78 billion to $1.7 

billion, and earnings per share fell 33%, from 51 cents to 34 cents. The company 

blamed tough competition for its older products, especially in the US, and the 

strength of the dollar. (FT, 29/07/1997) 

 

 “The loss in sales and especially the loss in profits from our older products is 

exceeding the addition of sales and profits from our newer products”. Said Hassan. 

(Ibid)  

 

Nevertheless, the earlier stated action (centralisation of management, cost cutting 

through redundancies…) aimed at enhancing revenues and reduces general and 

administrative costs, so as to make 1998 a turnaround year after a gloomy 1997 

year. The long term growth would actually be boosted by the launch of the new 

drug for glaucoma, Xalatan, across the world throughout this year, and by the 

launch of the potential scale of anti-incontinence drug Detrusitol the year after, and 

finally by the sales of the colorectal cancer treatment Camptosar, another 

promising new drug. In a word, Hassan wanted to restructure and refocus the 

company around key products and key markets -- particularly the United States 

(Ibid) 
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The 14th of October, Pharmacia & Upjohn announced it would pull its North 

American sales and marketing operations for prescription drugs out of Kalamazoo 

and create a new global headquarters somewhere on the East Coast. The move 

would affect about 600 of the company's 6,000 employees in the Kalamazoo area. 

Moreover, the company planned to offer to an unknown number of employees 

transfers to the new headquarters when a site would be chosen. It seemed to be the 

latest in a series of moves by Fred Hassan to simplify the structure he inherited. 

Such a relocation would cost the drugmaker an estimated $10 million to $15 

million to consolidate its operations and relocate, for an annual savings 

approaching $5 million to $10 million,. The move is part of a global restructuring 

announced in July. It is aimed at reversing what many see as the turmoil caused by 

the 1995 merger. Such a change was in line with Hassan’s strategy to reverse the 

company's disappointing sales and earnings by aggressively growing in the U.S., 

considered the largest and most profitable market. Kalamazoo would however 

retain the company's research and development as well as manufacturing and 

supply operations, and it will continue to serve as the headquarters for associated 

businesses, which include consumer health care, animal health, plasma and allergy 

diagnostics. This announcement was taken with optimism and the company's stock 

price rose 6 cents (KRTBN, 13/10/1997). Moreover, carrying through on his 

attempt to increase sales in the United States, Hassan informed the investors that 1 

200 new sales representatives would be hired to serve the US market. (Belcher & 

Nail, 2000) 

 

“We have a great deal of work ahead of us to streamline our operations and 

enhance our competitiveness. We are now putting our resources behind sales and 

marketing initiatives… to drive our sales and earning growth beginning in 1998”, 

claimed Hassan. (Ibid) 
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December 1997, P&U sold its research activities in Lund, Sweden, to Active 

Biotech, an investment company listed on the Swedish stock market. But 

simultaneously, P&U would take a stake of about 25 per cent in Active Biotech, 

which already owned a vaccine company. The plan was about the transfer of assets 

and technologies at the centre, including development projects in multiple 

sclerosis, rheumatoid arthritis and other diseases and only some early research in 

cancer will be kept by P&U, and transferred to the company's Milan site. (FT, 

19/12/1997) 

 

Separately, P&U said it would relocate its headquarters to Bridgewater, New 

Jersey, in the US , region that made far more sense for Pharmacia & Upjohn than 

Windsor. The company confirmed thus the closure of its Windsor site for a more 

attractive site since New Jersey was the base for several drug makers (e.g. Johnson 

& Johnson and Merck & Co). "Being in New Jersey would lump them into the 

prestige community of pharmaceutical companies” (ibid) 

 

In the beginning of January 1998, Hassan appointed several new top managers 

coming from different direct competitors : Tim Rothwell as president of 

Pharmaceuticals Operations. Mr Rothwell was leaving Rhone-Poulenc Rorer, the 

French-owned US-based drugs company ; Rick Collier, as chief legal officer, and 

Carrie Cox, from American Home Products as vice-president of global business 

management. These changes left Goran Ando, head of research and development, 

as the sole board member from before the merger. (FT, 12/01/1998) 

 

“When company A weds Company B it is important to attract some outside talent”, 

said Hassan 

 

A month later, i.e. February 1999, P&U reported net sales for the fourth quarter 

1997 of $1.7 billion, a decline of 7% from the same period in 1996. The decrease 
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was due principally to the impact of currency exchange, to comparisons with the 

fourth quarter of 1996, when sales incentives on selected products increased sales 

to higher-than- normal levels, and to the continued effect of generic erosion of 

older products. Nevertheless, in 1997, the company launched five significant new 

products : Detrusitol, the innovative therapy for overactive bladder; Edronax, an 

antidepressant with a novel mechanism of action; Mirapex, a first and second-line 

treatment for Parkinson's disease; Rescriptor, for the treatment of HIV and AIDS; 

and Vistide, for CMV infections of the retina, often a complication of AIDS. 

Pharmacia & Upjohn was one of only two companies to introduce more than two 

new molecular entities in 1997. By this way, Fred Hassan said the continued 

introduction of products in key markets should help drive future sales growth. 

Those products include Detrusitol which has completed the European Mutual 

Recognition Process and is awaiting market clearance in the U.S. under the brand 

name Detrol ; Mirapex/Mirapexin, launched in the United States last July and 

planned to be introduced in selected European countries this year; Edronax, which 

will be launched throughout Europe and in Brazil ; and Xalatan, the glaucoma 

medication, should continue to benefit from additional launches in 1998. (PR 

Newswire, 16/02/1998) 

 

 "We have a solid array of new products and a strong new management team to 

lead us forward. We are beginning to build the foundation for a competitive 

company. As noted in our third-quarter release, we continue to anticipate that 

earnings growth during 1998 will be concentrated in the second half because of 

the need to properly launch key products. With further streamlining of our 

operations, this will help us deliver a turnaround. However, we do anticipate a 

continuing adverse impact from currency exchange… We are taking significant 

charges to help strengthen our platform for growth, in 1998 and beyond. Our 

primary objective is to focus on activities that will enhance our capabilities in 

research, development, supply, marketing and sales " Hassan said (Ibid) 
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Hassan aimed therefore to invest in product development and sales in order to 

sustain a recently recovered growth. To regain sales and marketing rights in Japan 

to Genotropin, the company's recombinant growth hormone, to repurchase 

inventory for that product, to acquire worldwide rights to thrombopoietin (TPO), to 

sustain sales increase in product such as Xalatan in Europe, and Australia, 

Detrusitol (Detrol), in Sweden, Europe and USA, Edronax in Germany, Sweden, 

Italy, Spain and Brazil and USA (after regulatory application), Genotropin in Japan 

and USA and more others around the word, were the main actions planned in order 

to limit the impact Generic erosion causing continued sales declines for other 

products, including Xanax, Micronase/Glynase/glyburide, Provera, 

Adriamycin/doxorubicin, and Healon. (Ibid) 

 

Such a strategy was reflected in the financial figures : Operating income was 

decreasing by 27%, whereas operating expenses (Research and Development, 

Marketing, Administrative and Other) in the quarter rose 3% versus prior year. 

(Ibid) 

 

Pharmacia & Upjohn, wanted to become a global innovation-driven 

pharmaceutical and health care company, with the following mission : products, 

services, and employees have to demonstrate commitment to improve wellness and 

quality of life for people around the world. From these points P&U had to prove its 

ability to carry out such strategies and particularly : the management's ability to 

implement the strategic initiatives; the Company's ability to successfully market 

new and existing products in new and existing domestic and international markets; 

the success of the Company's research and development activities and the speed 

with which regulatory authorizations and product roll-outs may be achieved ; the 

Company's ability to attract and retain current management and other employees of 

the Company... (Ibid) 
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The next steps consisted in getting rid of non-core businesses, such as diagnostics, 

and to reduce the fragmented portfolio. In such a view, P&U sold the branch 

International Infusion Nutrition to Fresenius in the summer 1997. (AFX Europe, 

07/07/1998) 

 

“The sale of the nutrition business represents an important step in our strategy to 

sharpen the focus on our core, higher margin prescription pharmaceutical 

business” Hassan said (FT, 08/07/1998) 

 

By this way, Hassan continued the divestment in peripheral products and the 

concentration in core product growth. Then in August 1998, P&U has reached an 

agreement with Bayer AG and Bayer Corporation to acquire marketing rights to 

miglitol in the United States, Canada, Australia and New Zealand, which was 

marketed under the tradename Glyset Tablets. (PR Newswire, 30/08/1998) 

 

“The acquisition of Glyset provides us with an early launch opportunity in the 

important U.S. market, where we are expanding our primary care sales force to 

propel our future growth. Marketing Glyset will also position the company for the 

launch of important new diabetes products in our pipeline”, said Hassan (Ibid) 

 

In the beginning of the year 1999, the Stockholm government announced the sale 

of its stake in the group, marking the final privatisation of P&U. (The independent, 

06/01/1999).  

 

A month later, P&U presented its annual report, where Profits increased by 12 per 

cent and sales by nine per cent during 1998 (Dagens Nyheter, 11/02/1999).  In the 

middle of the year, the firm managed to fulfil profit expectations with its semi-

annual report for the first six months of 1999, but the share price still fell 
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dramatically, as the company was not as profitable as its rivals (Dagens Industri, 

29/07/1999). A the end of the year, P&U Inc was only the 19th-largest 

pharmaceutical company worldwide, after being number 15 in 1995. That the 

reason why the market put more pressure on the firm to merge with another one. 

(AFX Europe, 20/10/1999) 

 

“We lived through a difficult period following our merger and we committed a 

strategic error at the time by cutting our sales team. But with the growth rates we 

are seeing today, we have no need to envisage a merger. However, if an 

opportunity presented itself, the company would study it” , said Hassan (Ibid) 

 

During the third quarter, the company also completed its acquisition of the 

biotechnology company Sugen. (FT, 29/10/1999). Finally, the 19th of December, 

the company announces its intent to merge with Monsanto in a merger of equals. 

(Dagens Industri, 23/12/1999) 

 

Discussing the successful turnaround of P&U in his 1998 Letter to Shareholders, 

Hassan identified seven key strategies that had evolved from 1997 restructuring to 

the 1998 recovery : focussing on pharmaceutical business ; focussing on key 

products and maximising their full life cycle value ( a concentration on newer and 

promising products) ; concentrating on high value markets and customers 

(especially the US) ; improving drug pipeline quality, flow, and speed to market ; 

developing excellence in core capabilities (retaining the best management possible) 

; building unity and establishing strong results-oriented accountability (pre-

empting culture clashes) ; and reducing costs and improving asset utilization. 

(Belcher & Nail, 2000). 

132 



Mergers & Acquisitions : Avoiding the path of decay 

11 ANALYZING PHARMACIA UPJOHN 
MERGER 

 

The merger of Pharmacia-Upjohn presents a case study rich in examples of how to 

transform promising value creation to value destruction with a merger. Moreover, 

what makes this case study especially interesting is the international component 

involved. The determining factors of a merger success/failure appear particularly 

clearly in that case. We will therefore try to analyse the motivations and the 

implementation of this merger through the theoretical framework and especially 

we will attempt to understand the P&U’s merger process and pitfalls by applying 

our previous model in that case. 

 

11.1 Positioning motivations 

 

The type of merger is always related to the underlying strategic motives. We have 

focussed before on the transnational horizontal merger, since M&A is a wide and 

complex area. P&U represent a typical related and horizontal cross border merger 

since both companies were working in the pharmaceutical industry as direct 

competitors. 

 

11.1.1 Transnational horizontal merger 

 

As a matter of fact, Pharmacia was essentially marketing on the original area, i.e. 

Europe, with two main basements : Sweden and Italy. Even if its size was 

significant and sufficient so as to get one of the European leader, it could not 

enable the company to expand its product and R&D/production/sales facilities 

around the world. The main strategy consisted in ensuring a long-term growth in 
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Europe first. But the emergence of a globalised world forced the Swedish company 

to look ahead to the future and seek new partners especially in order to conquer the 

US market, which represented one on the most profitable. 

 

“From Pharmacia Sweden, combination of few things made the merger come true. 

Management recognises that the size of the company had a real long term good 

perspective. Pharmacia regarded the long term and did not want to get a new big 

competitor, so they wanted to be willing to be healthy in long term. Furthermore 

they were interested about the access of many product in US. They did not have 

capability to launch these products in the market” (Gunnar Forssell) 

 

For Pharmacia, finding and merging with a complementary partner within the same 

industry was a necessity for its survival. The most interesting target was direct 

competitors or one company very closely related to its line of business. 

Nevertheless, they sought market power and did not first focus on the competitive 

advantage given by bargaining power, but more specifically on the ability to 

benefit from the transfer of resources from one firm to the other and creating 

synergies in R&D, marketing and sales forces… 

 

Upjohn case was quite symmetric to Pharmacia situation. Upjohn had an 

oligopolistic position in the American market, and shared its leadership with quite 

few competitors. Nevertheless, they relied to much on their old assets and now the 

patent became public, most of them product were mature and likely to decline in 

the next few years. Moreover, since the US market represented a significant part of 

the worldwide pharmaceutical market, the company did not pay so much attention 

to the foreign market. And now some global firms (from Europe, Japan…), were 

entering the closed American market, the future growth appeared to be 

jeopardized. Their product needed then a larger scale to remain profitable, this 

means the company was forced to look outside, and at the same time they had to 
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generate innovative products to take advantage of its large and underused 

capabilities. 

 

“Upjohn also deals with capabilities. Upjohn was a huge company, which was 

strong in US, but they did not have access to outside of the country. They definitely 

needed capabilities outside US to maximise the value of the product it had. Upjohn 

had also some problems with the products cycle. A lot were in situation with 

product were about to go or had gone. Some did not have their own pipeline, and 

they develop pipeline of product that could be launched in sort of compensate sales 

lost. Upjohn was in tough period in a company development, they had capacity to 

spare. They just needed product to get use of those capacities.” (Gunnar Forssell) 

 

The horizontal external growth appeared therefore to be the optimised solution to 

keep benefit from their former competitive advantage. Pharmacia needed to 

internalise Upjohn’s sales and productive capabilities, whereas Upjohn wanted to 

acquire new innovative concept and products. Both entities’ resources and 

activities were quite similar or closed, since the product market was the same 

target, but not the same area. Both firms looked for complementarities but in the 

same segment. The related, cross border, horizontal growth was the best option to 

maximize the required investments. 

 

11.1.2 Understanding motives 

 

We now have to understand more clearly the motives of the merger related to the 

theories developed before. Such an understanding will thereafter help us to 

position accurately the starting point of the merger process in our warning model. 
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The merger was not conducted in order to make a successful financial operation. 

The main underlying motives were economic ones. The first reason to carry out 

such a merger consisted in increasing the size of the company and of the resources 

at its disposal, so as to be able to compete with new merged competitors.  

 

“Every merger that has been conducted, one of the main argument presented to be 

the size. “Now we are big enough”. In reality, size is obviously a relative matter. It 

is true to say that reasonable to argue that the size is a way to be more competitive 

for the longer term. The size of the new company P&U was not as big as expected. 

It did not have a gigantic impact, it was not revolutionize. The company became a 

good contender. It still wasn’t significantly bigger than anyone else. It came into 

the mainstream of the big pharmaceutical players”. (Gunnar Forssell) 

 

But we have to make such a motives clearer as size represents a means and not an 

objective. We can figure out three underlying assumptions to explain such a will : 

the shareholder’s pressure, the market share development, the synergistic cost 

savings. 

 

The first reason is an indirect motivation. As a matter of fact, the pharmaceutical 

sector was under pressure from the market to gain scale geographically and 

organizationally. Hence a lot of mergers occurred during that period. Pharmacia in 

the same time knew that the major stockholders, the Swedish state and Volvo, 

wanted to withdraw from their ownerships. Such a situation created some kind of 

tension, leaving Pharmacia in the danger to be the target of some takeover bids, 

since their financial figures appeared to be quite interesting for other big 

competitors. 

 

“From Pharmacia on the board level, which is not why the operating management 

select company, no one really wanted to own the company. Volvo was really clear , 
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that they were not interested in owning pharmaceutical. Swedish state was really 

clear on the fact that they would have going to sell the company. They had major 

owners, which have been quite public about they did not want to own the company 

anyway. From that perspective, it was certain concerns from top management to 

find a constellation with long term dedicated owners”. (Gunnar Forssell) 

 

The second grounds for increasing size were based on the market share 

development. If the company denied the first motive to take benefit from 

immediate and mechanic transfer of the market share , they hinted and even 

admitted that the market share association would permit to constitute an interesting 

internal market of resources, whose potentialities were higher than the internal 

market of both companies during the competitive time. In the medium term, the 

merger aimed at reinforcing and extending their market through the use of 

complementary resources. Creating such an internal market of resources would 

enable the new entity to use seldom resources for a low price. Grouping the 

resources would enable the company even to create new dynamics, in terms of 

market share growth. If we come back to the first definition of market share 

growth, both firm’s top management expected the following equation : 

Ms(P+U)=Ms(P)+Ms(U)+∆Ms with ∆Ms>0. The market share realized with the 

combined resources effect would generate a dynamic creation of value through 

medium and long term growth. 

 

“The primary objective is not gaining market share. Market share is an artefact, 

we just need capabilities. With the capabilities in sales marketing, primarily you 

don’t have the ability to drive the growth potential of products to its maximum. 

That in term you’ll lead to the high market share, but you don’t look for market 

share as an end result, it is the capabilities, the ability to maximise the potential of 

the products”. (Gunnar Forssell) 
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In fact if we used the notion of synergy, the objective of the merger was to seek a 

product-market posture with combined performance. The combination of 

Pharmacia and Upjohn’s capabilities was also in line with the inequation “2+2>4”. 

Nevertheless, “working together” did not mean for the top-management to raise in 

profit, to decrease in operating cost, but more to optimise the investments so as to 

generate quickly revenue. The sought synergies were not as much exploitation of 

economies as generating pure value through increased revenue. The indirect 

development of market share could be viewed as a revenue synergy, since the ∆Ms 

was expected to be largely positive. Synergy in merger motives does not therefore 

have to be confused with cost reduction. The focus was thus more oriented towards 

revenue synergy than cost synergies at the first sight.  

 

“One dimension of capability is sales and marketing, the other is R&D which is as 

important. We know that at the end of the day, the value of the pharmaceutical 

companies from the stock market standpoint is all research point that is also 

almost 50 percent or more that is derived from the assessment of the capabilities 

and the project in R&D pipeline. Gaining scale and capabilities in R&D was as 

important as the sales and marketing. Sales and marketing becomes more short to 

near term you have got to do the best of your product. Obviously, for the long term 

with sales and marketing capabilities you can make the sales attractive or in 

licensing deal where you can get product from other company to sell and there we 

have. In the really long term are R&D capabilities. That obviously two of them 

complement each other really well”. (Gunnar Forssell) 

 

Nevertheless, increasing size would also mean using the principle of economy of 

scale and of scope. The merger would indirectly have the objective to enable cost 

savings. Research and Development as well as sales and marketing have very high 

costs, that a bigger scale can reduce relatively to the production since both firms 

had similar products and activities. In the pharmaceutical industry, competitive 
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survival is an artefact of the firm’s ability to innovate successfully. Three specific 

operating areas could improve the firm’s performance : process innovation permits 

the manufacturing of pharmaceuticals at lower cost by capitalizing on economies 

of scale ; Product innovation permits increased profitability through the discovery 

and patenting of breakthrough therapeutic compounds ; Organizational innovation 

permits the production of pharmaceuticals at lower cost by capitalizing on 

economies of scope. The prospect for improved financial performance through a 

strategy to innovate appears to have been an motivator. Each company sought a 

partner that provided an attractive opportunity to innovate their respective 

processes and organizations, which would offset the high cost of R&D and 

advertising (Belcher & Nail, 2000). Cost synergies would therefore be unavoidable 

and be used to sustain revenue synergy. 

 

“No company in any industry can go through a merger without finding synergy. 

We compare revenue synergy with cost synergy. You must bind the cost synergy to 

save cost, to make financial sense of the transaction. It was not the major reason 

for the merger. The focus is more on the revenue synergy, on the sales side”. 

(Gunnar Forssell) 

 

Thus the merger of the two firms seemed to be the ideal defensive merger for two 

relatively minor players in the pharmaceutical industry : a US firm threatened by 

hostile takeover, and a small Swedish firm without significant access to the more 

profitable US market. Financial market pressure along with the requirement to 

grow and be more profitable made revenue synergies the main motive of the 

merger. The financial agreement making it as “a merger as equal”, was in line with 

the aim to improve revenue first before saving cost. The operational expected 

synergies were therefore only considered as support to revenue growth. 
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“Upjohn side have a product that you have a good reason, assuming that you 

under-utilise, under-perform relative to their potential outside the US because they 

don’t have the capacity. Pharmacia stand at the break of launching a lot of 

products in the US. Maximizing the potential of both firm, I will call it revenue 

synergy”. (Gunnar Forssell) 

 

We can now use our previous warning model in order to position the first step of 

the Pharmacia Upjohn’s merger process. The pre-merger motivations and planning 

were established to generate new dynamics so as to increase and sustain the growth 

in the long term. Such a decision was also influenced by the potential sanction of 

an hostile takeover, since the bigger size could abort hostile intention. Moreover, 

the top-management agreed with the fact that cost savings and operational 

synergies were unavoidable, not to say required. Hence we decided to position the 

merger starting point as follows : 
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Figure 9 : Stage 1 - Positioning motivations, authors’ preparation 
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11.2 Building social equality 

 

The merger was designed to be a true international merger-of-equals with the 

major operations in the United States, Sweden and Italy. At the beginning, 

Zabriskie tried to implement within the company his vision to bring the merger a 

new corporate image. To restructure the new entity, Zabriskie chose to adopt a 

classical strategy, which relied on better thinking and planning with deliberate 

calculation and analysis designed to maximise the profit. Also, his first plan was to 

give a new corporate culture to the new entity. The company unveiled a new 

corporate image, inspired by paintings sprayed on to cave walls by Stone Age man. 

The logo is a purple stone with outlines of hand, a bird and a star seemingly 

sprayed on.  

 

“Very early, a new vision of the company was in place, with new logo, new 

business cards, trying to create a picture of something new. The factual situation 

of the three sites happened to be three nationalities, they also happened to be three 

different corporate culture.” (Gunnar Forssell) 

 

Moreover, the board of directors elected to maintain autonomous operations in all 

three countries, with the new headquarters in London to which all three existing 

centres would report. They certainly stand point on the fact that international 

mergers are more susceptible to being problematic than are domestic mergers.  

 

“Before the merger the headquarters of Upjohn was located in a little town in a 

middle of nowhere (Kalamazoo in Michigan), and that is not the centre of the 

world, and it is quite difficult to recruit US people. There is a paradox as being in 

a little town and being the major global company. London is very cosmopolitan 

town in the world, but it is quite difficult to say that it is the best town. It was quite 
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a dilemma because neither of the 2 companies really have a side or a location of 

their headquarters that you just feel, it was given that it is the place to be. The 

entire world of pharmaceutical industry is located in the East Coast with 75 

%being on the small area of New Jersey, Philadelphia, and New York. The merger 

was equal, so 50/50, it is difficult to anyone to argue that Michigan is the optimal 

place. London is in between. Every body is happy to go there, because it is 

cosmopolitan, there is great for communication, … it is sort of excepted world city, 

where the compromise come from.” (Gunnar Forssell) 

 

Instead of choosing to be in one of the three centres, the board decided to locate the 

headquarters in London so to get a new corporate culture. The decision to move the 

headquarters of the new company to “neutral” London was meant to show that 

neither company would have a clear upper hand in what was described as a 

“merger of equals”.  

 

„The headquarter was more a new location, and was not intended to be an 

operational involved headquarter, it was more an holding company concept with 

few people looking after the financial report. The day to day management was not 

run by the headquarter, instead we choose three site: US, Sweden and Italy” 

(Gunnar Forssell) 

 

Organisational culture is a specific element to each organisation, including all the 

shared beliefs and individuals expectations on their life in the organisation. In 

deciding to locate the headquarters in London, the board envisaged a significant 

creation of synergies. It is quite important to create a new managerial approach 

with a new corporate culture.  

 

“We are trying to mix the cultures a bit - which is quite different from trying to 

establish one culture” (Goran Ando) 
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“There were a good mix of people in London but the headquarter was small and 

they had limited ability in the entire organisation” (Gunnar Forssell) 

 

Zabriskie considered that it was important to preserve the cultural characteristics of 

the different countries. However Zabriskie did not focus on maintaining relations 

with the other group. He chose the separation form for the cultural integration. 

Separation involved an attempt for the company to remain separate by retaining all 

the three sites cultural elements and practices.  

 

To sum up, Zabriskie focused on giving a new corporate image to the new entity. 

The vision of the business was to acquire a cultural synergy in the long term, when 

the board decided to locate the headquarters in London. 

 

We could now use the previous warning model in order to position the Zabriskies’ 

first plan within the company as following:  
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Figure 10 : Stage 2 - Creating the sense of social equality, authors’ preparation 
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As we can see now, focussing on creating a sense of social equality was wanted by 

main shareholders, this jeopardized the firm’s ability to generate an efficient 

organization. We can assume at this stage that the top management strived 

thereafter to improve the profitability and the structural efficiency, so as to avoid 

the pitfall inherent to social policy, i.e. the organizational inefficiency. 

 

11.3 Seeking Efficiency 

 

Once a symbolic decision had been taken to please every national touchiness so as 

not to upset anybody, the top management lay the emphasis on what they 

announced to investors at the time of the merger : $500 million annual cost savings 

through a workforce reduction. Hence such a strategic direction can be draw as 

follow : 
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Figure 11 : Stage 3A - Restructuring organization to be profitable, authors’ preparation 
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Choosing such a strategy would entail two main risks : the long-term growth and 

the latent social clash. We will try to see now how and if the firm has managed to 

deal with these problems. 

 

11.3.1 The non synergistic restructuring 

 

In 1996, the company announced that it would streamline research and 

development operations, starting with the sales of its Plasma Product division. The 

sales of this division would eliminate 200 jobs and was the first of approximately 

25 research and development facilities planned for sale or closure. Such a strategy 

was in line with the rationalization of the different departments within the merged 

firm. Such a restructuring was more based on cutting some branches, which 

appeared superfluous without trying to optimise the internal resources at the 

company’s disposal. 

 

The pursuit of synergies were brought about in such a way that it did not improve 

the efficiency but it weakened the organization by dismissing key competencies. 

As a matter of fact, as we have already seen, the will to organize the company 

regarding the principle of “merger of equal”, it means keeping the structure in 

place in Sweden, in USA, and in Italy created duplicated functions which remained 

autonomous. Porter’s principle to share activities in order to take benefit from the 

economies of scale was not implemented correctly. And from both sides, each 

subsidiaries perceived the other one to have all the operations. 

 

“No it is not true that Upjohn had the day to day operations as we can read in the 

press. It was the P&U management way. But in US it was more perceived as 

Upjohn run the show, and in Sweden, Pharmacia run the management […]. These 

3 sites (US, Sweden, Italy), business Unit, were called the PPC: Pharmaceutical 
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Product Centre. But they had the world wide responsibility for the entire business 

and research.” (Gunnar Forssell) 

 

From this point on, the firm tried to increase the profitability through restructuring 

the organization, but such a restructuring consisted principally in lay-offs. The 

expected operational synergies were about reducing the unit cost only by cutting 

employment cost. This strategy resulted in inefficient restructuring (the 

duplications still remaining) and social clashes due to demotivated employees. 

 

11.3.2 An attempting long-term growth ? 

 

Such an orientation was leading the firm to a deadlock. The restructuring gave bad 

result. The long-term growth was not ensured because of R&D reduction. 

Pharmacia-Upjohn top management announced the plan to acquire the therapeutic 

drug and product manufacturer Allergan. The eye care products offered by 

Allergan seemed to be a good complement to the line of ophthalmology drugs 

offered by P&U. A merger with Allergan would be an attempt to improve earning 

through revenue growth, whereas the merger of P&U sought to improve earning 

through cost cutting. Acquiring Allergan would enable the merged company to 

reinforce automatically its market through an “endogeneisation” process of 

Allergan’s capabilities and products and create a positive market share synergy 

effect that was missing since the former merger between Pharmacia and Upjohn. 

The firm intended therefore to increase earnings through buying businesses rather 

than reducing earnings via shedding existing business. 

 

Nevertheless the talks had been terminated because of the objections from the 

largest shareholder in Pharmacia-Upjohn, Volvo AB. The management of Volvo 

had previously indicated that it wished to reduce significantly (or completely) its 
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14% stake in P&U. Because a combination with Allergan would have to be 

accounted for as a pooling-of-interests and would limit Volvo’s ability to sell its 

shares while the shares were at an interesting price. The confrontation of the 

managers with the main shareholders refers to the paradox explained before and 

the discrepancy between a long-term perspective to build a large company and the 

short-term orientation to benefit from stock market price level. Given that P&U 

was restricted from making major acquisitions as long as Volvo was a major 

shareholder, management was forced to turn again to cost-cutting measure to 

improve immediate performance. 
 

11.3.3 Immediate performance and social clash 
 

The top-management continued therefore to pursue earnings improvement through 

cost-cutting measures. The withdrawal of the strategic alliance with Biopure for 

the development of a blood substitute was in line with the strategy to focus on 

immediate increase on profitability rather than in risky ventures with a low 

profitability of success, even if it could bring a multibillion dollar payoff if 

successful. 

 

Nevertheless, as all the occurring profit warnings showed, the results were worse 

than expected and the firm was unable to turn the merger around. Such a situation 

came from the discrepancy of managers and shareholders concerning the priorities 

for the company. Zabriskie’s long-term goal was to integrate Pharmacia and 

Upjohn facilities as quickly as possible to generate cost-savings through real 

operational synergies, and to use these savings to finance acquisitions such as the 

aborted Allergan deal to obtain higher revenue growth. Instead, Zabriskie was 

hampered by the board of director decisions such as Volvo’s actions to block the 

acquisition of Allergan as well as the compromise headquarters location in London 

that Zabriskie was forced to accept. Because the combined company had major 
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operations in the United States, Sweden, and Italy, the board of directors elected to 

maintain autonomous operations in all three countries with a new headquarters in 

London to which all three existing centres would report. This arrangement added 

more overheads to the combined firm and made the task of reducing other 

overhead costs much more onerous compared to the former long-term goals.  

 

As a matter of fact, instead of creating interrelationships within the existing 

organization, the company made its organizational structure more complex, which 

hampered the implementation of interrelationships and shared activities. Instead of 

creating significant cost advantages by sharing a value activity, the management 

had to invest money in restructuring because of the new entities created ! The 

headquarters compromise created an inefficient bureaucracy whereby managers in 

London were directing autonomous operations in Michigan, Stockholm, and Milan 

from afar. Not only did the headquarters decision add to overhead costs, it also 

resulted in other unexpected costs. Information systems between the three centres 

were not consistent and thus many reporting functions were problematic and led to 

delays in applications for new drugs and unexpected currency risk exposure. Along 

the same lines, lack of Italian accounting rules also made obtaining accurate 

financial information a difficult task. Another impediment to realizing cost savings 

was the strength and protection of labour unions in Italy, severely limiting the 

firm’s ability to realize cost savings through layoff involving the Italian employee 

base. (Belcher & Nail, 2000). Such a problem refers to the Penrose effect, which 

there appeared because of a combination of circumstances, i.e. shareholder 

pressure to abort every merger and create an organization of equal. The profit 

warnings reflected in fact the difficulties explained above : the average unit cost of 

the new entity’s product became higher since investments were required and 

negative synergies appeared. The increase of the firm’s size definitively entailed 

significant cost expansion to handle all the inefficiency and problems. The inability 

to share activity and the creation of other units were not offset by divestments in 
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marginal project, and increased the size of the company greatly. The firm’s growth 

had thus reach a certain point where it required to change the structure of the 

organization to invest in more efficient and adapted resources. The economy of 

scale was therefore inverse due to the organizational complexity and to the 

consequent burden of bureaucracy. Additional costs led to negative synergies, and 

the combined effects of the merger became negative. Finally, job cutbacks had 

added additional costs in the long-term since the following CEO Fred Hassan was 

forced to hire new competencies in order to give back the impetus in R&D so as to 

lead back the firm to growth. 

 

Such an inefficient organization along with such a drastic strategy drove the 

company to face social clashes. First the managerial hypothesis of retaining young 

and promising executives failed since Zabriskie was forced to apply cost-cutting 

policy : many junior executives and researchers left the firm because of Zabriskie’s 

management style and the goals he had established for the company. The 

demotivation of the employees along with the resignation of managers created a 

first clash leading to loss of key competencies. The second clash resulted from the 

cultural differences, which were not well managed after the merger. 

 

The creation of an organization around three centres made the field propitious for a 

terrific cultural clash. Aside from language problems, the management style was 

discrepant since all entities were quite independent. The general differences in 

management style could be seen first in Zabriskie’s American style of 

management, which had rankled European subordinates who were unaccustomed 

to management by directive rather than consensus. But there were other 

behaviours, which were conflicting, for instance : Americans were hands-on and 

attempted to hold individuals accountable for their duties, whereas Europeans were 

more hand-off and team-oriented ; Americans were also more confrontational in 

decision making. Smoking in the workplace, serving wine with lunch, and 
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standardized vacation times led to conflicts and frustration between American 

employees and their European counterpart. For example, American managers had 

scheduled meetings with their European peers for the summer months only to find 

out that most Swedes vacation the entire month of July and most Italians take the 

entire month of August for vacation. Thus the Americans’ lack of knowledge of 

Swedish and Italian leisure customs caused many executive-level meetings to be 

delayed by several months. (Belcher & Nail, 2000) 

 

“We choose three sites : US, Sweden and Italy. Italy was more from Pharmacia, 

but did things as the Old Italian way. These 3 major sites, business Units, were 

called the PPC: Pharmaceutical Product Centre. But they had the world wide 

responsibility for the entire business and research. If you oversimplified we had a 

situation where, in US, we had the Upjohn way of doing business, in Sweden, Kabi 

Pharmacia way and in Italy, the Carlo Erba way. New P&U was more just that 

you saw in the annual report. You can see it with the advertisement what the top 

management talked about. But the typical person in the organisation did not see 

that in the daily action.” (Gunnar Forssell) 

 

In aggregate, many seemingly minuscule cultural differences between American, 

Swedish, and Italian firms and employees resulted in frustration and resentment 

that affected operating performance. Going deeper in the culture differences, using 

Hofstede’s scale depicted in our theoretical part would explain more clearer and 

generically the point of confrontation between Sweden and USA.  
 

 Power 

distance 

Individualism Masculinity Uncertainty 

Avoidance 

Long-term 

Orientation 

Sweden 31 71 5 29 33 

USA 40 91 62 46 29 

Scores of Swedish and Us culture in Hofstede’s Scale (1994) 
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The preceding table pointed out several interesting fact regarding the differences 

between Swedish and US culture. First the Americans appear to be a culture with 

more balanced score in all the cultural dimensions except concerning 

individualism. The Swedish culture seems to be a bit more radical but still remains 

balanced except regarding their strong femininity. To summarize, for Americans, 

the independence is highly valued, an highly centralized power is not tolerated, 

risk-taking is a quality, achievement and a strong sense of admiration are 

emphasized. For Swedes, the personal freedom and individual development are 

encouraged, subordinates and managers are quite independent in the completion of 

task, the rules are more informal and initiatives are encouraged, participative 

decision-making is exhibited. If at the first sight, the Swedish culture seems to be 

the most American of European culture, the large differences concerning 

individualism and particularly masculinity/ femininity constitute a real danger in 

multicultural work.  
 

Bringing back the Grange’s equation2 measuring the chock a person from one 

culture facing another culture, we calculated the score of -1,46. for an American 

experiencing a Swedish context. The score is also 1,46 for a Swede working in an 

American context. Such a score has to be compared with the shock regarding other 

main nationalities. We found the following scores, the first line representing the 

shock an American experiences against another culture, the second one when 

Swedes face another culture : 
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This table points out that the shock for an American working in a Swedish context 

is the highest we can calculate, whereas the shock for a Swede will be quite normal 

relative to the potential shock with other countries. It can be also deduced from this 

point, that Americans were most concerned with the latent cultural clash coming 

from the merger. 

 

Nevertheless, such results have not taken into account the K factor, which 

represents the personal sensibility since this factor is quite subjective. However, 

we can determine the trend such a factor can give to the shock. As a matter of fact, 

the organizational history has shaped the corporate culture and employee mindset, 

and especially their potential reluctance towards merger and the inherent change.  

 

The roots of Pharmacia Corporation date back almost one hundred and fifty years 

to 1853 when a leading Italian pharmacist, Carlo Erba, started his own company, 

which later became Farmitalia Carlo Erba. This company would later unite with 

Kabi Pharmacia, which began in 1931. These two companies, along with 

Pharmacia Aktiebolag, form the three main points of origin for Pharmacia AB, a 

Swedish-based company (www.pharmacia.com). Pharmacia was used to dealing 

with organizational change and adapting to new partners. 

 

The history of what was The Upjohn Company began in 1886 when W.E. Upjohn, 

M.D., established The Upjohn Pill and Granule Company of Kalamazoo, 

Michigan, (USA). The company continued its growth throughout the nineteenth 

century, eventually evolving into an innovative, international company 

(www.pharmacia.com). Upjohn has been an American company, which had grown 

within the same context during its life and employees were more likely to have an 

ethnocentric view of their evolution.  
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“There were a good mix of people in London but the headquarters were small and 

they had limited ability in the entire organisation.. When things go wrong it is so 

easy to blame culture because no one really know what it is anyway. The reality is 

that some people are unused to operating in a global environment, and any one 

who travelled a lot and meet a lot of different nationalities, they can accept there is 

a difference but the same people said that if you want to focus on similarities, at 

least, there is much similarities. One thing that was challenging is that if you look 

at the old Pharmacia site at that time, they went trough a lot of mergers, so the 

people typically working there was used to the  company reorganising the 

structure. They had practical experience in reorganisation, mergers… People from 

the old Upjohn had then to be part of that. It has been the same company for 100 

years. Every thing was decided in Kalamazoo Michigan. Everyone starting 

working when they were 19-22 years old and they retire when they were 62. Very 

few people. No one was used to doing things in a different way and you have to 

participate in a group. Just for a mindset, it was a mindset, it was not about the 

nationality, the people were simply not used to dealing with outsiders in a general 

set. The two sites were different, each had strengths: longevity, having the ability 

of doing things in the same way. The practical experience of being forced to 

reconsider how things are done, if we look at the internal processes, financial 

systems, different reporting relationship…that was something really difficult 

specifically from the old Upjohn environment”. (Gunnar Forssell) 

 

As we can see there was a latent culture clash within the organization, stemming 

from the different nationalities and also from the corporate culture. The American 

side was not ready or prepared for a cross border merger, and especially with a 

Swedish company. Since synergy means working together, the multicultural 

interaction has made the merger integration difficult and sometimes costly.  
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11.3.4 Stage 3 : conclusions 
 

To sum up, this stage of the merger integration points out that a clear strategy for 

integration must be established and followed, and the anticipated synergies of a 

merger are often difficult to obtain than expected at merger announcement. First, 

the nationalism involved with the merger of both firms led to even greater negative 

synergies through a latent cultural clash. Secondly, compromises such as the 

London headquarters decision and continentally splitting the governance structure, 

made to pacify both sides, led to increase overhead costs rather that delayed critical 

product launches, and hampered management from pursuing a consistent post-

merger integration strategy. The terminated acquisition talks with Allergan served 

as an example of how the split in governance structure led to conflicting interests 

between senior management and the board of directors. The evolution of the 

company’s integration after the merger can be depicted therefore as follows : 
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Figure 12 : Stage 3B - Restructuring by compromising, authors’ preparation 
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11.4 Turning around merger integration 

 

As we have seen above, Zabriskie chose to adopt a classical strategy which relied 

on better thinking and planning with deliberate calculation and analysis designed 

to maximise the profit. After the sudden resignation of Zabriskie, Pharmacia & 

Upjohn hired Fred Hassan to be the new chief executive officer. 

 

“The board decided to start from scratch, to start with a blank paper, so to hire 

outside CEO, and give him just support.” (Gunnar Forssell) 

 

At the beginning, Fred Hassan was in charge to complete the largely unfinished 

task, of stabilising the situation of the company and to manage the difficulties of a 

cross-cultural merger. In spite of all the different directives he had to take, Fred 

Hassan was forced to develop a turnaround plan to lead the company into the top-

level international pharmaceutical firm that was promised in 1995. For that, the 

new chief executive quickly took deliberate decisions and measures, and 

announced a profound restructuring program. 

 

“It was very courageous to come and make some change, and to face. It was a new 

blood in the company”  (Gunnar Forssell) 

 

11.4.1 Systemic strategy : towards the strategic barycentre 

 

“Hassan started to focus in the global oriented responsibility. We can have global 

responsibility in 3 places because that will not lead to optimise use of the 

resources. He started to invest very aggressively and specifically in marketing 

155 



Mergers & Acquisitions : Avoiding the path of decay 

field, in global marketing capabilities. The sum of capabilities from both sides was 

not sufficient for long term” (Gunnar Forssell) 

 

According to Nahavandi A., the leader is expected to provide the guidance and 

stability that were previously the result of internal and external calm. We have seen 

previously the impact of a CEO’s functional background on an organisation’s 

strategic choice. The success of a selected strategy depends on its proper 

implementation. When Hassan started to manage the company, his vision was 

quite clear to large constituent groups. He decided to adopt a systemic strategy, so 

to focus on plural perspective and not only on profit-maximising as Zabriskie 

chose with the classical approach. Hassan planned with a deliberate process, and 

involved the collective advance of self-interested social groups – managers in 

general. Hassan, in the restructuring process, decided to have a high need for 

control and improve different factors within the company. He began his tenure by 

doing exactly what should have been done two years earlier. He instantly took 

control and he had a strategic plan developed within nine weeks. The decision-

making was centralised and the structure provided the leader with control over all 

aspects of the organisation. Otherwise, Hassan proved proficient in persuading the 

board of directors to support his more radical restructuring plans. By starting with 

a “clean slate”, Hassan fashioned a new corporate culture for Pharmacia-Upjohn 

from employee input that enabled him to pursue a wealth-maximising strategic 

plan without the territorialism that had previously divided the company and led to 

value-destroying compromises.  

 

Shareholder’s expectation and immediate profitability 
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acquisition, the strategy consisted therefore on selecting the more efficient 

elements for each resource, and combining them so as to create a new and effective 

resource for the merger organisation.  

 

“Across the board in pretty much all functions, there were duplications” (Gunnar 

Forssell) 

 

Fred Hassan seemed to be interested of centralising the main activities of Windsor 

and the three centres would be even less than regional offices with certain 

functions. Under the new structure, there would be just two main divisions: 

research and development and the rest. The rationalisation of the R&D laboratories 

was decided. An effective pole was created and determined regarding the Porter’s 

diamond. Hassan chose to find an employee who would be in charge of managing 

the new resource. The non-R&D work was headed by an executive vice-president, 

Mr Goran Ando, the former Glaxo executive who previously had to share this 

responsibility with the heads of the three PPCs.   

 

“R&D is the engine of this company’s growth” (Fred Hassan) 

 

The division of research and development was quite important to improve and 

innovate a new concept and new products in a short term. However, the marketing 

was a fundamental function of the firm. The concentration in one global entity 

made the department more coherent. Moreover, we actually assume that if a firm 

has low profitability and performance, it means that the firm is not well managed. 

Hassan, in this way, considered that the executive committee had to be restructured 

with just 5 persons replacing a 19-member corporate management group, in order 

to withdraw the different baronies around the world.  
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Ensuring long-term growth 
 

Furthermore, Hassan wanted to restructure and refocus the company around key 

products and key markets. The main objective is to reach the market with the new 

products and to grow the market share of the company. The market share need to 

be positive, means that the new entity market share is higher than the bidder and 

target market shares sum before the acquisition process. The firm’s permanent 

preoccupation is to identify and adopt some strategic solutions to decrease the 

competitive pressure. We see that the company blamed tough competition for its 

older products, especially in the US, and the strength of the dollar. Hassan 

considered it important to focus on the product life cycle. The long-term growth 

would actually be boosted by the launch of new products and it leads to the 

development of the market share.  

 

“The loss in sales and especially the loss in profit from our older products is 

exceeding the addition of sales and profits from our newer products” (Hassan) 

 

Furthermore, Hassan convinced the board that the compromise reached concerning 

headquarter in London should be reversed and that headquarters should be located 

in the Eastern United States, where most of the major pharmaceutical firms were 

located. Also, Hassan made a choice of a specific location for the headquarter 

according to the Porter’s diamond. He wanted to concentrate the operations into 

one entity. The centres needed to be directed by headquarters rather than operate as 

autonomous units. Hassan as a leader was the organisation designer and got 

support from the board to concentrate marketing efforts in the United States, where 

future sales growth was the highest.  

 

“US is the centre pharmaceutical industry where dynamic is: It is very strategic to 

have access to science, talent, network. The volume of talent and the science is so 
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big and so important in US that you can’t survive as a global player unless you 

have a strong foot in the US” (Gunnar Forssell) 

 

Hassan had reversed the headquarter compromise, streamlined operations and 

management, and successfully shifted the marketing emphasis of the company to 

the more lucrative United States market. The new headquarters were located in 

Bridgewater, New Jersey, a region that made far more sense for Pharmacia & 

Upjohn than Windsor. 

 

“Being in New Jersey would lump them into the prestige community of 

pharmaceutical companies” (Fred Hassan)  

 

Social federation 
 

When Hassan made the decision to relocate the headquarters in the United States, 

the company had to adapt its management approach in a different way with the 

contact of the two major cultures. The company chose to take the assimilation 

approach of the cultural integration form, in keeping the Americans way of 

managing the company. The whole organisation had to accept its cultural 

differences to manage an agreement. 

 

“There are still many people from Sweden Pharmacia in high position. They are 

much fewer from Upjohn environment. That I think the company now is certainly 

very American, but in Americans way”(Gunnar Forssell) 

 

Once the culture is in place, it helps the organisation to function smoothly by 

providing a sense of identity and encouraging employee commitment.  
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Following this decision, Hassan decided to appoint several new top managers 

coming from different direct competitors. Furthermore, carrying through on his 

attempt to increase sales in the United States, Hassan informed investors that 1,200 

new sales representatives would be hired to serve the United States market. 

 

“After the merger, there was not plan in place to significantly change. The solution 

was to change the bureaucratic system, now it is less bureaucratic. P&U looked as 

a united operated in silos with very independent in their business, with no much 

transparency information sharing, knowledge sharing with the other parts. Instead 

of having operating as independent business unit the new focus was to have one 

global way of doing things with complete transparency. Every one should have to 

share with other unit, other function.” ” (Gunnar Forssell) 

 

Hassan was focused on a strong and new management team to lead forward. He 

named a new senior management team. To facilitate decision making, Hassan’s 

management team was smaller. It combined members of the former team with 

talent recruited from outside. The resulting effects – both within management and 

within the company - were almost immediate.  

 

“Definitely he manages to turn the sales around, sales started to increase, product 

life cycle stand point was in the growth stage. He had the good support to move the 

headquarter to New Jersey (US), where the new decision was made, which again 

for Swedes was really new. You just have to accept that. Not any major business 

responsibility. It is the global headquarter which make the global decision. It was 

courageous to get the board approval to do that, to pull it off. He pull it off by both 

focus very aggressively in getting recruiting team, willing to look at the globally 

objective, operate in an environment you have to accept that there is a global 

environment”  (Gunnar Forssell) 
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To be more efficient with his new management team, Fred Hassan also knew the 

importance of using feedback to adjust communication goals and judge their 

success. Obtaining feedback helped him to support his effort to bring out the 

growth possibilities in Pharmacia & Upjohn. He chose a rich medium to support 

his messages and he built in feedback to his communications. Rather than writing 

memos, devising some key messages, and stuffing them in the channels, Hassan 

went on the road and listened more than he spoke. Through face-to-face meetings, 

Hassan was not only able to get his points across but also get input and feedback 

which were built into the plans he launched successfully soon after. He not only 

understood how well his message was received, but adapted his plans to take 

account of what he was hearing. He developed excellence in core capabilities, built 

unity and established strong results-oriented accountability.  

 

The strategic barycentre 
 

To sum up and to give an overview of the strategy adopted by Hassan, we have to 

tackle it through different strategic perspectives. First, Fred Hassan wanted to 

guarantee the future profitability of the company by focusing on the organisational 

efficiency. Moreover, he decided to satisfy the shareholders by adopting a short-

term strategy, with the elimination of duplication and synergy application. 

Furthermore, the launch of new products boosted the long-term growth of the 

company. Fred Hassan wanted to restructure and refocus the company around key 

products and key markets. Finally, to create the base of every restructuring, it is 

important to consider the managerial and social aspect of the firm. Fred Hassan, in 

choosing new headquarters in New Jersey, US, gave to the company a new 

corporate culture. He also, hired managers from outside to get a strong and new 

management team.  
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With such a multidimensional strategy, Hassan strived to make a trade-off between 

the paradoxical and opposite forces occurring in merger integration. He managed 

the integration by considering that all variables are intertwined and that one action 

in one direction can create a backlash effect. It appeared that to give consistency to 

the integration, the leader has to act deliberately and to take several actions in order 

to strike a balance regarding all the centrifugal forces. He avoided social clash, he 

limited the market sanction and improved the organizational efficiency, and he 

finally stopped the recession. Such a strategic positioning refers to the notion of 

barycentre, where the sum of all opposite forces tends to zero. We could therefore 

call such a strategy the “dynamic equilibrium”, it means the willingness to deal 

with dynamic and contradictory forces so as to create a balanced integration 

strategy.  
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Figure 13 : Stage 4 - Hassan’s systemic strategy, authors’ preparation 
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11.4.2 Sustaining integration : the evolutionary perspective 

 

Fred Hassan as the leader of the merged company, tried to give in a systemic 

approach to the guidance and stability decision to lead to the result of internal and 

external calm. After having a high need for control to create culture that 

encouraged conformity in the organisation, Hassan decided to have lower control 

on the organisation, which allowed the managers to make decisions and leave them 

with more comfort with delegation. The culture of the organisation is likely to be 

more open and flexible. Such a culture is likely to encourage employee 

involvement and tolerance for diversity. Fred Hassan hence chose an evolutionary 

approach in which, the market makes emerged the important choices. Managers 

have the task to ensure that they fit as efficiently as possible to the environmental 

demands. After making different decisions to make the managerial aspect more 

suitable, Hassan focused on the managers and encouraged them with more 

delegation to have emergent ideas in response to the market. The main objective 

after the organisational restructuring is to achieve the expected sales Zabriskie 

promised to deliver a few years ago. 

 

It seems that once the integration has been carried out, the leader has to change its 

task from conducting and commanding to guiding the company in one direction 

and offering the possibility to the organization to live and grow freely. But this 

new stage in the post-merger process appears to be after the pure merger 

integration and at the border of our analysis, i.e. leadership and strategy in an 

international context. To conclude, we can stay on the fact that Fred Hassan’s 

strategic initiatives led to increase the sales and to emphasise the place of P&U in 

the US market.  
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11.5 Summary 

 

The merger case of Pharmacia-Upjohn brings forth certain factors of success and 

failure in cross border mergers, which our warning model seems to make clear.  

 

First, it shed light on the discrepancy between the merger motivations and mergers 

integration. A bad assessment of the situation can lead to compromise strategy and 

results which won’t be in line with the following integration. The risks the 

management figured out before the merger did not correspond to the pitfalls they 

finally had to handle.  

 

Secondly, managers’ classical strategy focussing on a particular criteria could not 

solve a holistic problem. The hesitations and backward actions can be depicted as 

blindly choosing a direction until he faces a pitfall and goes backward. The 

company was wavering between several strategies depending on the immediate 

difficulties it faces. The warning model calls on managers to consider the merger 

integration as a whole and as a holistic process. 

 

Finally, this case point out several mistakes a manager can make when dealing 

with cross border mergers : corporate culture issues are compounded when national 

and social cultures also differ. These cultural differences can be detrimental to 

shareholder wealth if not addressed in the early stages of the merger. Major 

compromises made for the appearances of equality may lead to inefficient 

allocation of internal resources. Effective post-merger leadership can be more 

easily achieved when a new corporate culture is created from the existing corporate 

and national cultures rather than generating the perception managers have. 
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Our warning model has been drawn so as to enable a holistic view of a merger 

process by positioning a specific situation and highlighting the main pitfalls a 

merged company can face. Nevertheless, such a first and macroscopic warning is 

not sufficient to deal with all minuscule problems, which can emerge. It gives 

simply the direction and the issues a manager has to focus on. It is up to these 

responsible executives to go into these issues in depth. Our theoretical framework 

can be a first tool for such a goal. 
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12 CONCLUSION 
 

 

The globalisation has lead to create a worldwide village where all the inhabitants 

have to live and to work together. The new economic situation has thus made 

emerge an increasing number of transnational mergers, with a first goal to create 

value. Combining forces and particularly complementary strategic advantages 

appears for a great amount of managers, to be the fastest, easiest and cheapest way 

to sustain growth, profitability and credibility. The transnational horizontal merger 

therefore became a recipe in the nineties to improve the corporate strategic 

advantages. 

 

One of the underlying strategic advantages consists of creating value, which means 

increasing expected cash coming from future profits and growth of the firm. 

Creating value requires to balance the price the company will pay with the 

expected incomes. The price appears to be a fixed variable since it depends on the 

limit the management is willing to pay. Such a limit can be established through a 

financial analysis of the target’s assets. The trickiest part lies in the calculation of 

potential income. The benefit of the merger can either come from cost saving 

synergies or revenue synergies. The former represents mostly the organizational 

efficiency the merged company would gain compared with the situation before the 

merger. Such an improvement of profitability is essentially due to better structural 

resource exploitation through economy of scale and economy of scope. Revenue 

synergy comes from the development of market share, ensuring the long-term 

company growth. Such development results from the immediate effect of 

transferring market shares, but also from the transfer of capabilities enabling 

optimisation of the internal resources needed to grow (product, R&D…). 

Balancing such forces can drive the merger to creation of value. 
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The creation of value therefore requires a relevant implementation in order to 

correctly integrate both firms. We have identified along our thesis that there are 

three main cornerstones to handle in merger integration : the strategic 

management, the operational management, and the cultural management. The 

strategic management represents the role of the leader and particularly its action. 

We have found that in order to carry out the integration comprehensively, the 

leader has to adopt a systemic strategy by considering several dimensions, and to 

support such a strategy through an empowering vision, and a global and 

inspirational communication. The operational management consists essentially of 

implementing effectively the synergies by sharing activities and creating 

interrelationships, and by eliminating duplications. Such a rationalization and 

optimisation may concern all the functions and departments of the company, from 

the commercial to the production and R&D. Finally, the cultural management aims 

at establishing a strategy of combination between the cultures of both firms in 

order to give a homogeneous company with shared beliefs and values.  

 

Acquisitions success is a performance based concepts : it depends on how quickly 

and effectively is the M&A implementation. We have stand point the fact that 

there is a paradox between shareholders and managers. Shareholders invest their 

own capital and claim to get immediate financial payoffs. Managers, on the other 

hand, seem to be inclined to contribute to long-term growth of the firm. When the 

firm grows, it reaches a point where it is required to change the structure of the 

organisation and to invest in new resources. Sometimes the new entity generates 

added cost instead of savings. The integration process involves a selection of 

employees depending on their competencies. For some managers the easiest and 

quickest mean to save costs consists in dismissing the surplus staffs in the 

concerned departments. In fact, the firm run the risk of loss of innovation and 

market development capacity. The new entity needs to invest to compensate the 

lack of resources risks to emerge. Furthermore, the new firm could face some 
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social compatibility. Some managers could refuse the merger policy and become 

demotivated, or also could resign. We should admit as well that the lack of cultural 

understanding is part of success definition of a merger. The cultures of merging 

organisations could be destined to “clash” just because they are different.  

 

Finally, the theoretical frame of references enables us to create a representative 

matrix of the M&A process in a holistic system where the pre-integration 

enthusiasm must face the post-integration reality. With this first matrix, we have 

built a “warning model” , which referred to the global process of M&A. In the 

model four requirements, explained in the matrix, appear : the social compatibility, 

the organisation efficiency, the long-term growth of company’s revenue , and the 

immediate payoffs expected by the shareholders. Two axes composed the model 

referring the two paradoxical situations. This “warning model” would prevent the 

managers engaged in a merger from the main pitfalls occurring generally. The 

model would be used  to position the company strategy respectively to four 

cornerstones. This model was tested and used in order to understand the case of 

P&U merger. We conclude that the model gives simply the direction and the issues 

a manager has to focus on.  

 

Along our case study, we have attempted to test our warning model. During all the 

stages of the merger between Pharmacia and Upjohn, such a model enabled us to 

draw, depict, explain and understand the merger process and especially the 

difficulties the company faced. This model illustrated in fact the paradoxical 

situations, explained widely in the literature, that appears when two companies 

strive to merge consistently. We can therefore states after the case study, that this 

model would have two main functions : first to prevent managers elaborating the 

merger strategy from consequent drawbacks and hazards which are likely to occur 

during the post-integration phase. Hence the name “warning model”. Secondly, 

since mergers represent a process over a long period of time, our model help to 
168 



Mergers & Acquisitions : Avoiding the path of decay 

understand the historical path of specific merger, the short-term strategies along 

with the long-term and structural economic frame. We could called furthermore 

our model an “analysing model”, which could depict, explain and make understand 

a long merger process. We reckon that our warning model draws the general 

outlines of the pitfalls explained in the scientific halo. One of the advantages lies 

therefore in the synthetic view of a situation it provides managers at a specific time 

in the merger process. The power of such a model lies in the underlying scientific 

basis, which are summed up through two paradoxical axes. 

 

Nevertheless, all strengths have their own drawbacks and weaknesses. First of all, 

such a model is not applicable to all cases of Merger of Acquisition. Considering 

for instance partial acquisition with such a model would be ineffective because 

acquisition does not involve resources combining but only takeover of shares for 

financial control. The both paradoxes of shareholder versus manager and efficiency 

versus compatibility are not relevant any longer in such situations. Such limitations 

concerns also the national mergers since the problem of national culture 

compatibilities won’t occur, and the social clash will be a less significant issue to 

take into consideration. Thus, our model can only be effectively applied to 

transnational horizontal merger, and all other case should be analysed carefully and 

would require other theoretical developments even if our model might provide 

researcher some way to explore. Secondly, positioning a merger stage within the 

model requires first an analysis of the situation in term of motives and strategy. If 

the vision and the strategy are not clear first, the leader’s task is not well carried 

out and such a model won’t be able to predict the risks of one particular situation. 

Moreover, the first diagnostic the warning model draws does not exclude an in-

depth audit of the merger. As a matter of fact, since it points out only the outlines 

and mean pitfalls, an exhaustive analysis is required in order to find out why the 

merger has been led in such a deadlock. Finally, carrying out this audit is not an 

easy task and managers must have the basic knowledge concerning financial, 
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social and cultural, strategic as well as economic issues. It means that our warning 

model requires to read and understand first the theoretical discussion we have 

developed before.  

 

Like all the efficient and synthetic matrix of the scientific literature, such a matrix 

is not directed towards laymen or people unversed in that particular topic. The 

strength of our model represents also its weakness : novice in management issues 

risks to misuse such a tool because of its prerequisite. This model has been built in 

fact with the help of all the main researches in merger and acquisition, and 

disregarding this basis may led to misunderstanding the strategic positioning. But 

because we consider that top managers are aware of such a stake and have the 

basic knowledge, we think our model can warn them effectively from the pitfalls 

and the main directions to give to correct a problematic situation. What we 

however advice is the comprehensive cultural, organizational and strategic audit of 

the merged company so as to be accurate in the diagnostic and the concrete 

recommendations. To sum up, this model provides managers with understanding 

and directions, and not sharp and concrete recipes. 

 

For further investigation 
 

Our model has been elaborated in order to help managers to understand 

synthetically one merger process. But as we explained above, an in-depth audit is 

required at the same time so as to position the situation within the map and 

thereafter to find out relevant solutions to a specific problem. We think hence that 

such a field of merger and acquisition could be explored regarding the audit of the 

process. Such a research could concerns the methodology, the skills needed as well 

as the content of the audit. We mean that managers have not the tools nowadays to 

understand a complex situation and most of the decisions are made according to 

the personal experience of the leader. We have given a first direction by building a 
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synthetic warning model, but if the way is open, the road has to be developed. 

Business world need objective and pragmatic tools, not to offers recipes, but to 

enable a better and accurate understanding of the economic phenomena. We hope 

that researchers will stop to think about topics already explored and to lose 

themselves in the ramble of statistical debates, and will go on in the way of 

pragmatism. 
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14 APPENDIX : INTERVIEW GUIDE 
 

 

- Merger process and Motivations : 

 

Could you explain the main milestones of the merger Between P&U ? 

 

What was the financial agreement underlying the merger ? (price paid by each 

firms,…) 

 

What were the environmental context (regulations, competition, market position.), 

as well as, the internal one (efficiency, competencies, strategies) of both firm 

before the merger ? How did it influence the decision-making ? 

   

What were the main motives from the Pharmacia and Upjohn merger?  

- For Pharmacia from Sweden 

- For Upjohn from USA 

 

Particularly, why both firms chose each others ? 

 

May you said that the objectives consisted in cost savings or more in increasing 

revenue ? Why ? 

 

What kind of synergy did the firms expect ? 

 

Why P&U had its headquarter in London? What was the main objective? Why did 

P&U relocate its headquarter in Michigan (US)? 
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- Merger results : 

 

How could you explain that P&U had lower economic returns than expected the 

following 3 years ? 

 

How did the stock price evolution influence the merger and integration process ? 

 

How could you characterize the relationships between firms' shareholders and 

managers ? What were the discrepancies and convergences in their vision and 

objectives concerning the merger ? How did it influence the merger process ? 

 

May you describe the integration process ? (synergy implementation, 

organizational restructuring.) 

 

What were the main problems during the post acquisition period ? 

 

Which kind of costs integration did you undergo during the post merger period? 

 

Which additional investments does the merger require ? 

 

How could you describe the culture of both firms before the merger ? And after ? 

 

How did the management manage the differences ? 

 

What kind of cultural problems did you face ? 

 

When Fred Hassan succeeded, what was his main policy to turnaround the 

company? Do you think it worked ? 
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How do you explain the several mergers projects P&U planned ? 

 

- Miscellaneous 

 

Could you provide us with Financial reports from 1994 to 1998 for both firms ? 

 

Do you have more information and/or materials to provide us ? 

 

Thank you. 
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