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Threat to pre-merger identitiesin mergers and acquisitions. antecedents,

consequences and moder ator s

The high rate of failure in mergers and acquisgias often blamed on cultural differences,

organizational or national. More recently, it h&eb argued that cultural differences per se may
be less of the problem than how the integratiortgse is managed. The objective of the paper is
to show how the process of socio-cultural integrattan lead to positive outcomes such as a
strong sense of a shared identity with the new rorgéion, or negative outcomes such as
intergroup polarization. Specifically, we arguettiaen socio-cultural processes threaten pre-
merger identities, intergroup polarization becorsiesnger which impedes the development of a
shared identity. Threat to pre-merger identitiey m@pend on the amount of changes envisioned
and the extent to which organizational autononyeisreased. However, this threat to pre-merger
identities may be moderated by the perceived hagity of the differences in power and

boundary permeability. This argument is illustrabgdpresenting a merger between two regional
banks in Poland. Recommendations for future rebeare proposed and implications for

managing integration processes in mergers and sittqus are discussed.
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I ntroduction

Mergers and acquisitions (M&As) are a frequentlgdisnethod of corporate growth and
development. Yet, a high number of them fail toiaeh the objectives and hoped performance
(Jansen, 2002). For more than 20 years academiduwsiness practitioners have intensively
investigated the reasons for success and failutd&#hs from different perspectives including
financial (Datta, Pinches & Narayanan, 1992; TraylD987), economic (Banaszak-Holl, Berta,
Bowman, Baum, & Mitchell, 2002), strategic (Haspg$l & Jemison, 1991), human resources
(Buono & Bowditch, 1989) and cultural (Chatterjdajbatkin, Schweiger, & Weber, 1992;
Nahavandi & Malekzadeh, 1988). Cultural differenaes often cited as a key reason for failure
of M&As due a "clash of cultures" (Buono & Bowditch989; Chatterjee, Lubatkin, Schweiger,
& Weber, 1992) and the disruptive tension oftet lbgl individuals of one culture when they are

required to interact with and adopt another cul{itehavandi & Malekzadeh, 1988).

However, empirical research has not been con@usidemonstrating a negative impact
of cultural differences (Stahl & Voigt, 2007). Rathit seems that cultural differences per se may
be less of the problem than how the socio-cultumagration processes are managed. Building
on the existing research, our paper attempts taiggansight into how socio-cultural integration
processes can lead to positive outcomes such asngre sense of a shared identity or negative
outcomes such as a high intergroup polarizatioeatdrg a strong identification with the new
organization has been shown to be related to erap®intention to remain, job satisfaction, and
cooperative behavior (van Dick, Wagner, & Lemmé(Q4£, Olie, 1994; Smith, Organ, & Near,
1983).

We argue that failure to create a strong sensesbfieed identity may be due to the socio-
cultural integration processes, which often poseatto pre-merger identities. The degree of
threat may vary as a function of the amount of weltchange required and the degree of
organizational autonomy. However, the impact ofdheunt of culture change and decrease in
organizational autonomy can be moderated by perdelegitimacy of the differential power
relations between merging organizations and boueslgrermeability. In order to illustrate the
intergroup dynamics underlying the socio-cultunategration processes, we will analyze a
merger between two Polish regional banks that heehbacquired by a foreign institution.



Finally, we will provide recommendations on managsocio-cultural integration and present

guidelines for a future research.

Theimpact of cultural differenceson outcomesof M& As

Cultural differences are usually understood asfféences in beliefs and basic
assumptions shared by employees of merging paft(dehavandi & Malekzadehl988), as
"different skill sets and backgrounds" (Krishnari|l&, & Judge, 19979r in terms of dnational
distance", i.e. when organizational cultures areted in different national cultures (Very,
Lubatkin, & Calori, 1996). The negative impact @rgeived cultural differences on success of
M&As (especially if financial measures apply) haeb demonstrated by empirical research. For
example, Veiga, Lubatkin, Calori & Very (2000) falrthat post-merger performance (as
measured by earnings, sales and market sharehedmghest when organizational cultures were
highly compatible. The negative impact of cultuldferences is often explained by the theory of
a “similarity-attraction” (Byrne, 1971), which argsi that individuals prefer to work with such
others who are similar to them. Thus, intergroupathgics are often considered to better when

group members perceive one another to be similaal@®, Tienari, & Séntii, 2003).

However, intergroup polarization can also be entened in M&As between
organizations with similar cultures. This is sugpdrby so-called minimal group studies, in
which individuals, who were randomly assigned tougs, were found to favor members of their
own ingroup independently of any similarities offetiences with the outgroup (Tajfel & Turner,
1992). Therefore, even minor differences are oftergnified by individuals involved in socio-
cultural integration (Kleppestg, 1998), such thia¢yt might deny existence of any actual
similarities between the two cultures. In fact, M&Retween organizations with similar cultures
may actually enhance intergroup polarization. Zgh®ehomaker, and Genc (2003) supports this
view as they found that perceived similarities kew organizational cultures may indeed set

expectations such that both partners will maintl@r organizational cultures.

On the other hand, it has been argued that cultliiferences can have a positive impact

on success of M&As, which is supported by empirieegearch done by Morosini, Shane and



Singh (1998). Based on a multidimensional meastirmtional cultural distance, they examined
a sample of 52 cross-border acquisitions that fake between 1987 and 1992. They found a
positive association between national culturalasiseé and financial performance in cross-border
acquisitions. In a study comparing British and EreM&As, Very, Lubatkin and Calori (1996)
found that cultural differences were valued andce@eed as enriching. Further empirical
evidence suggests that cultural differences cao h#ve a positive impact on organizational
learning and flexibility (Barkema & Vermeulen, 200dnd can be inversely related to turnover
during and after a merger (Lubatkin, Schweiger, &bar, 1999; Krishnan et al., 1997).

It is apparent that empirical research has not lwesciusive in demonstrating impact,
positive or negative, of cultural differences ontommes of M&As. In fact, Stahl and Voigt
(2007) argue that cultural differences might behbot an asset and a barrier. Indeed, a meta-
analysis conduced by them demonstrates that ouska@hd1&As rather depend on the way
integration processes are managed. This leade tgustion: what is in the “black box” of socio-
cultural integration processes? How can these pseselead to intergroup polarization (negative
outcomes)? And, how can they contribute to a streegse of a shared identity (positive

outcomes)? Next, we will explore the underlying agerial actions that might help to shed light.

Socio-cultural integration processes aim to devedopulture of the new organization
(Larsson & Lubatkin, 2001) that will help to impmits competitive advantage. These processes
are dynamic, involving continuously changing intgi@ns between groups of individuals from
the two companies (Elsass & Veiga, 1994). Furtheemna strong shared identity is desired to
increase employee commitment and cooperation (llefgp 1998). However, often the processes
of socio-cultural integration result instead iniatergroup polarization. Social Identity Theory
(Tajfel & Turner, 1986) provides a valuable perdpecto the understanding of how socio-
cultural integration processes may create inteqgnoelarization rather than the shared identity
hoped for. According to Social Identity Theory, iWiduals define themselves in terms of a
particular social category to maintain a positiv&idctiveness, while at the same time becoming
depersonalized members of a group, no longer padeas individuals (Self-Categorization
Theory: Turner, 1985; Hogg & Turner, 1987). Thuartigularly in the beginning of a socio-
cultural integration process, ingroup identitiesynieecome more salient as there is a need to

secure self-esteem, access to rare resourcesy amalritain distinctiveness.



Causes and consequences of perceived threat to pre-merger identitiesin socio-

cultural integration processes

Indeed, processes of socio-cultural integratiohiogd question individuals’ beliefs about
central and distinctive attributes of their orgatian (Albert & Whetten, 1985; Ravasi &
Schultz, 2006): Who are we? Who are we going tonlike new organization? Pressure to create
a shared identity with the new organization posdbraat, increasing ingroup identification
(Voci, 2006) and cohesiveness among group membarskért, Jackson, Brenner, & Johansson,
2003). Furthermore, intergroup polarization becommese apparent as ingroup members may
actively strive to differentiate themselves frone tbhutgroup (Hogg, Terry, & White, 1995).
Consequently, in-group judges itself more positivel terms of competence, creativity and
success (Haslam, 2004). This decrease of a pedceiakie of the outgroup can lead to an

unwillingness to work together.

Secondly, intergroup polarization might be streegd when individuals become
engaged in discrimination for in-group and agamstgroup in resources allocation (Turner et
al. 1983) such as for example a better accesseaeaources to be assigned i.e. top management
positions, keeping management practices and maingpicontrol in the new organization.
Intergroup discrimination in resources allocatisnsupported by empirical research; decisions
regarding allocation of resources (such as mongyoonts) to individuals are a function of their
category membership (Brewer & Kramer, 1985). Thigngroup competition might be present
even in circumstances of abundant resources (AtshoMael, 1989). Members of the dominant
organization especially tend to resent and exclméenbers of the non-dominant organization
due to perception of the acquired organizatioreas successful (Marks & Mirvis, 2001). This is
supported by laboratory studies, which suggest tmainly members of the dominant
organization discriminate for ingroup in terms ofakiation ratings and resources allocation
(Ellemers, Kortekaas, & Ouwerkerk, 1999).

To summarize, socio-cultural integration processesy lead to a high intergroup
polarization and as such to a failure to creatédharesl identity due to threat to pre-merger

identities. In such circumstances, individuals sesilentifying with the new organization but



rather strengthen their identification with the -pmerger organization and actively seek to

differentiate from and discriminate against thegoouip.
Therefore, we suggest that:

Proposition 1a: Perceived threat to pre- mergentitjeis positively associated with intergroup

polarization in the new organization.

Proposition 1b: Perceived threat to pre- mergemtitdeis negatively associated with creating of a

shared identity of the new organization

Figure 1 presents the model guiding this study ginds an overview of the following
discussion. It focuses on two outcomes of M&Asergtoup polarization versus a shared identity
of the new organization. Through the model we trydemonstrate how processes of socio-
cultural integration may lead to threat to pre-neergentities. More specifically, we suggest that
a degree of threat may primarily depend on an atmofuchanges to organizational cultures and a
degree of decrease in organizational autonomy. Meky@n impact of socio-cultural integration
on threat to pre-merger identities is moderatedelgijtimacy of power relations and permeable
boundaries. In other words, if the non-dominantitpwsis considered legitimate and employees
of this organization are able to become membethehew organization, they might experience
a lower degree of threat to their pre-merger idgnt®n the other hand, in circumstances of
legitimacy of power relations and permeable bouedarather members from the dominant

organization might feel more threatened as thamidant position might be potentially lost.

Before we discuss managerial actions which migatl Ito threat to pre-merger identities,
we consider necessary to discuss power asymmetris®cio-cultural integration processes.

Power asymmetries do not directly effect degreaghogat to pre-merger identities but might



rather influence an amount of changes introducedl degree of decrease in organizational
autonomy. In literature on integration processeM®&As, it is often argued that socio-cultural
integration processes might involve less thregiresmerger identities when both organizations
equally share power. However, announced “mergeesjoél” may exist only on paper (Hogg &
Terry, 2000). Despite formal announcements thah bmiganizations will equally share the
power, one partner often has a stronger influendée process of socio-cultural integration and
possesses preferential access to rare resourceigr@®e 1998). Therefore, we suggest that it
might be impossible to address intergroup dynanmcsocio-cultural integration processes

without looking at power asymmetries (Clegg, Cosgumm, & Phillips, 2006).

Power asymmetries in integration processes mighela¢ed to differences such as in pre-
merger performance, capabilities or size. Consdtyyen socio-cultural processes an amount of
change to pre-merger cultures and degree of autpmi@crease is influenced by power relations
between merging organizations: i.e. who has momgepdo influence the process of socio-
cultural integration; who possesses more poweake tontrol over the new organization and to
define a new culture. Therefore, threat to pre-meidentities mainly concerns the non-dominant
organization due to higher amount of changes tintseduced and thus, stronger pressures to
give up organizational autonomy. This is suppottgdempirical research conducted by Terry
and Callan (1998) on a merger between a metropdki@aching hospital and a local area hospital.
Their study confirmed that there was an evidenca diigher level of threat posed by socio-

cultural integration processes to a hon-dominagdization.

However, while it is apparent that the strongeedhto pre-merger identity often concerns
members of the acquired organization, a “reverseaeer” may occur when an acquiring
organization has a non-dominant position and leisence. Thus, its members might perceive a
stronger threat to pre-merger identities than membgacquired organization (Marks & Mirvis,
2001). Our paper is guided by a principle that graion processes always involve power
asymmetries. However, as explained above, the @organization does not necessarily have
less power than the acquirer. Therefore, in thigepawe will avoid using the term acquirer

versus acquired organization, but rather dominargus non-dominant organization.

Amount of changeto organizational culture



Amount of change to pre-merger cultures might vamgcording to approach of
integration. In case of a high operational intagrgtmany changes to pre-merger cultures might
need to be implemented in order to ensure valuatiore (Haspeslagh & Jemison, 1991).
Conversely, in a low degree of operational intégrabnly minor changes need to be introduced
(Marks & Mirvis, 2001). Moreover, the non-dominantganization is more likely to be
concerned with a greater culture change as menitmersthe dominant organization consider
themselves to be superior and thus, expect ther ladtadjust (superiority syndrome, Marks &
Mirvis, 2001). In consequence, members of the nmmidant organization are expected to
abandon their pre-merger identities due to pressbyethe dominant organization to introduce
significant amount of changes into their pre-meigéture. On the other hand, individuals of the
dominant organization may expect the merger to me#ndheir individual (e.g. better career
opportunities) and organizational identities (éogtter competitive advantage, higher prestige,
stronger market power, higher competitive advantaBesearch conducted by Dackert et al.
(2003) on the merger between two public servicawiations supports this view as members of
the dominant organization expected only minor cleantp their pre-merger culture. Thus,
organizational identity of the members of the nomthant organization was stronger threatened

due to expectation of significant number changes.

The higher amount of change to pre-merger cultihesstronger beliefs about central and
distinctive attributes of the organization are b question. This is due to the fact that culture
and organizational identity are interrelated; adtprovides rules that define a social system,
whereas organizational identity is a culturally exdbed aspect, which states "who we are" in
relation to the social system to which "we" belofgol, Hatch & Golden-Biddle 1998).
Therefore, changes to pre-merger cultures impbrdefinition of "who we are" in the new social
system. The more changes are introduced, the mdrnaduals are required to abandon their pre-
merger identities to adopt an identity of the negamization (identity coherent with the new
social system); e.g. from being formal, traditigrethtic to informal, innovative, dynamic. This
might be considered as a threat to pre-mergerittent "Who are we?" versus "Who will we

become in the new organization?".
Therefore, we suggest that:

Proposition 2a: The greater the amount of changemtorganizational culture, the greater the



perceived threat to pre-merger identity.

Proposition 2b: The greater amount of changes garozational culture is more likely to be of

concern to the non-dominant organization.
Decreasein organizational autonomy

Often, the dominant organization takes control aver process of integration and the
decisions regarding the new organization (Larssdru&atkin, 2001). Furthermore, information
about eventual changes is lacking and employeesthas knowledge on the merger on gossips.
Therefore, in conditions of uncertainty, ability poedict consequences of integration decreases
(Lupina-Wegener, 2005). Thus, uncertainty mightusdsense of control and autonomy in the
new organization (Eilam & Shamir, 2005). Secondlytonomy decrease might be apparent in
such circumstances, when merging organizationsaiagree on the amount and character of
introduced changes, i.e. have an incompatible @gbrto integration (Nahavandi & Malekzadeh,
1988). For example, a dominant organization maytwameduce cultural differences as soon as
possible, whereas a non-dominant organization nr@yesto preserve its culture and prefer a
limited amount of changes. In case of disagreentleatdominant partner may try to change what
was associated with the former management of thai@z company such as strategy, systems
and procedures (Hambrick & Cannella 1993). Theeefarhigh decrease in autonomy might be
apparent when the acquirer undertakes strong efftot take control over the acquired
organization and introduce changes to pre-mergéures that are not accepted by the acquired
company. This is supported by a survey study caeduly Lipponen, Olkkonen and Moilanem
(2004) in a merger between two Finish service aggaions, which provides evidence that rather
than an amount of changes, it is whether the emegl®yaccept the changes that might impact

outcomes of a merger.

Therefore, in case changes are not mutually negdtiaut imposed upon, organizational
autonomy decreases. Faced with decreased autonemployees from the non-dominant
organization may feel that their way of running ibess is considered inferior by the acquirer
(Larsson & Lubatkin, 2001). Moreover, concernedvittlals do not see continuity between past
and present as they are not the ones who build filtere (van Knippenberg, van Knippenberg,
Monden, & de Lima, 2002). Instead, a culture of iesv organization is imposed to them. This



destroyed image of themselves as being distinene unique may lead to threat to pre-merger

organizational identities (Hambrick & Cannella, 39$chweiger, lvancevich, & Power, 1987).
To summarize, we propose that:

Proposition 3a: The greater the degree of orgdnizalt autonomy decrease, the greater

the perceived threat to pre-merger identity.

Proposition 3b: The greater degree of organizatiantgonomy decrease might concern

the non-dominant rather than the dominant orgaioizat

Impact of a high number of change to pre-mergetuces and a decreased organizational
autonomy on threat to pre-merger identity mightrbederated by a degree of legitimacy of
asymmetries in power relations and a permeabifitgrganizational boundaries (Hogg & Terry,
2000). In other words, in case of a non-dominagabization, legitimate power relations and
permeable boundaries will decrease impact of caltliange and autonomy decrease on threat to
pre-merger identities. On the other hand, in cdsedominant organization, an impact of culture

change and decreased autonomy on threat to preemdamntities will increase.
Perceived legitimacy of power relations

Asymmetries in power relations might be considdegitimate when individuals expect a
high utility of the merger, i.e. perceive the nexganization to be more efficient and productive
than the pre-merger one. For example, in case ofganizational rescue, the expected utility is
high because an acquirer helps the acquired omf#onizto avoid bankruptcy (Buono &
Bowditch, 1989). In such circumstances, a non-damtinposition might be considered
legitimate, as its existence is at risk and thusies organization is perceived as potentially
beneficial. Therefore, it is apparent that asymiegtin power relations are considered legitimate
when a pre-merger identity provides individualshnatlower self-esteem and a weaker access to
resources. In such a case, employees might rathgtad to abandon pre-merger identities and
adopt an identity of the new organization (Ellemafdlke, & Van Knippenberg, 1993). An

empirical research conducted by Bartels, Douwes]ag and Pruyn (2006) in the context of a



Dutch police organization supports this view. Theynd that an expected utility of the merger
on future the organizational identification was iggsly associated with willingness to adopt an
identity of the new organization. In such circumsts, changes to pre-merger cultures are rather

welcomed and giving up autonomy accepted.

On the other hand, in case of hostile takeovergnaeetries in power relations can be
perceived as illegitimate, because members fromatigeired organization tend to expect a low
utility of the merger. Therefore, they attach aheigimportance to the pre-merger identity and
strive to keep strongly valued pre-merger idenfifyajfel, 1978). Research conducted by
Ellemers, Wilke and Van Knippenberg (1993) showat thi the non-dominant position is
considered to be a result of a collective injustieforts to keep pre-merger identities are
strengthened. Therefore, any changes to pre-metderres will be perceived as threat to pre-

merger identities.

While it is apparent that perceived legitimacy afyrametries in power relations is
considered to pose less threat to pre-merger ttgEntf the non-dominant organization, it might
not be a case for members of the dominant orgaoizdn such circumstances, members of the
dominant organization fear that socio-cultural gnggion might question their dominant position
and therefore, asymmetries in power relations wded to change (Tajfel & Turner, 1979).
Therefore, impact of changes to pre-merger cultunesthreat to pre-merger identities will
increase for a dominant organization in circumstanaf legitimate power asymmetries. This is
supported by empirical research conducted by Tamgg O’'Brien (2001) based on a cross
sectional study of a merger between governmentddrstientific organizations. Results of their
research suggest that perceived legitimacy of poelations was associated with more positive
responses to the merger among employees of thelommimant organization, but with poorer
responses to the merger among employees from tméndot organization. Empirical research
conducted by Panchal and Cartwright (2001) alspaug this view. They suggest that in case of
legitimate power relations, members of the non-ch@ami organization might experience a lower
degree of threat than members of the dominant argéon. They proposed that these
differences between responses of dominant and aomnr@nt organization might be due to the
fact that “merger offered acquired company empleyae opportunity to improve their social

identity, whilst undermining that of acquiring erapées” [p.429].



To summarize, we propose that:

Proposition 4a: The relationship between an amoticulture change and threat to pre-merger
identity is moderated by perceived legitimacy ofpo relations. Specifically, we expect culture
change to be less threatening to identity of the-chmminate organization and more threatening

to identity of the dominant organization if powetations are perceived as legitimate.

Proposition 4b: The relationship between an autgndetrease and threat to pre-merger identity
is moderated by perceived legitimacy of power retet. Specifically, we expect autonomy
decrease to be less threatening to identity ohtmedominant organization and more threatening

to identity of the dominant organization if powetfations are perceived as legitimate.
Permeability of organizational boundaries

Impact of an amount of culture change and decreasmanizational autonomy on threat
to pre-merger identities might as well be moderdtgad degree of permeability of organizational
boundaries (Hogg & Terry, 2000). Boundary permeéigbimplies that members of the non-
dominant organization are allowed to pass to threidant one by acquiring the social identity of
a member of the dominant organization. Howevecaise of impermeable boundaries of the new
organization, members of the non-dominant group ex&uded from rewards, development,
networks, or career in the new organization. Irhstanditions, they are not allowed and they are
not willing to adopt the identity of the new orgaation. Then, any attempts to introduce changes

to pre-merger cultures will be perceived as thtearre-merger identities.

It seems evident that a permeability of boundac&s moderate the impact of a high
amount of culture change and a decrease in orgamah autonomy on threat to pre-merger
identities. In such circumstances, members of tbe-dominant organization might rather
welcome the merger as it provides them with a higledf-esteem. Whereas, permeability of
organizational boundaries can decrease threat ¢emprger identities of a non-dominant
organization, it might lead to threat to the dominarganization, because their dominance

becomes at risk (Hogg & Terry, 2000) as power enrtbw organization might need to be shared.

To summarize, we propose that:



Proposition 5a: The impact of the amount of culthrange on the threat to pre-merger identity is
moderated by a permeability of organizational bauies$. Specifically, we expect culture change
to be less threatening to identity of the non-datenorganization and more threatening to

identity of the dominant organization if organinaial boundaries are permeable.

Proposition 5b: The relationship between organreti autonomy decrease and threat to pre-
merger identity is moderated by permeability of amgational boundaries. Specifically, we
expect autonomy decrease to be less threatenidgntty of the non-dominant organization and
more threatening to identity of the dominant orgation if organizational boundaries are

permeable.

In summary, we argue that pre-merger identitiesadiren threatened in a result of a high
amount of changes introduced to pre-merger culted a high degree of decrease in
organizational autonomy. However, in certain cirstances, changes are welcomed and
organizational autonomy is given up. For exampleanditions of legitimate power relations and
permeable boundaries, individuals from the non-d@mi organizations may experience less
threat to pre-merger identities. On the other hamdsuch circumstances, individuals from the

dominant organization might perceive higher thteaheir pre-merger identity.

Antecedentsto threat in amerger between two Polish regional banks

At the beginning of the 1990s, Polish institutioealvironment was characterized by a
rapid shift from a centrally planned to a markeatvein economy. Organizations had to develop
quickly to adjust to new environmental challengeften by means of M&As. Therefore, in the
early phase of transformation, numerous acquistafriocal companies by foreign organizations

took place and then, as of 2000, they were mergetdir foreign parents.

Alpha and Beta were divested in 1989 from the RdNational Bank and they gained a
status of an independent, but a state owned bantkel centrally planned economy, the Polish

National Bank monopolized banking activities anfedd limited services and products. Firstly,



Beta was privatized and Gamma, a foreign finankiatitution, was chosen as the strategic
investor. Alpha was privatized four years afterdBetnd Gamma became its strategic investor,
too. Gamma acquired the two Polish banks in ordeprofit from the potential of a growing
Polish market. Within a year after Alpha was piigeadl, Gamma merged Alpha and Beta in order
to implement transformational changes designedidoease performance of the both banks. The
merger between Alpha and Beta was announced angdletmd within 7 months. The new bank

was called Alpha-B.

Alpha and Beta had the same origins up until 12s/bafore the merger, they were one of
many divisions of the Polish National Bank. Thetards of these two banks were similar,
characterized, as in most former communist compgarng avoiding risk, lacking performance
orientation and accountability (May, Puffer, & Mattey 2005). Yet, differences existed given
the changes that had been introduced in Beta fearsyearlier (e.g. market orientation,
shareholder value, and modern HR practices). Thouaginy changes were still needed to
reinforce modernization, Beta had become more blexiopen to changes and more profitable

than Alpha, which was much larger than Beta in nendd employees, but had generated losses.
Amount of changeto organizational cultures

The objective was to introduce a superordinateucey which would better support
business goals and new market realities. Supeiwtalioulture of the new organization was
related to a culture of Gamma in terms of custofoeused values and practices. In fact, a key
objective was to build a strong relationship witlertts and better satisfy her/ his needs. The
latter was reinforced by changing relation betw#esm headquarters and branches. Until the
merger, the headquarters had a superior positieen ¢hough profit was generated by the
branches. As a result of these changes, branchesdgan importance and main role of the
headquarters was to provide a necessary suppad.ifiplied that all activities, not directly
related to sales and customer support, were mavdtet headquarters. Branches would also
evaluate the services delivered by the headquarershermore, a performance management
system was introduced setting measurable objecé@imabling assessing of individual and group
performance. In Alpha-B, decision-making becameed#alized involving more people in the
process. Finally, work deadlines became strictbpeeted and individual and group performance

was measured.



Decreasein organizational autonomy

Despite a large number of changes introduced tememger banks, the integration
process did not decrease organizational autonomtyrather increased for those who stayed in
Alpha-B. Firstly, a low uncertainty was an impottdactor that contributed to preserving of
organizational autonomy. In fact, employees weré/@éaformed on what were the objectives of
the integration process, what they would do inrees bank and what the new bank would be
like. Therefore, they felt in control of the futuog their organization. Furthermore, in Alpha-B,
the tasks became more complex, required more adudasidlls and a stronger involvement of the

employees in decision making.

Secondly, continuity between pre-merger and posgereorganizational identity was
ensured, which positively influenced organizatioaatonomy. At the early stage of integration,
pre-merger identities were reinforced by tempoyarétaining all top management from both
Alpha and Beta. Continuity was also ensured byféloethat employees of both Alpha and Beta
gradually took over new tasks, experienced by eygae as working in "two realities": on their
pre-merger activities and on the new job. Moreogentinuity was enhanced by the fact that key
decisions in the process of socio-cultural integratvere taken by the three partners, working
together in transition teams. In order to fosteopmration, various formal and informal
integration initiatives for all the employees wéaanched; e.g., integration parties, and weekend
trips for employees. Moreover, a strong emphasis wat on both formal and informal
communication to make sure that all employees wtded the rationale of the merger. For
example, a temporary brand for the new bank duthegntegration process was created (“Bank
on the Move”). Also, meetings for all the employedth top management, internet chats were
organized and “The Integration Guidebook” and “ThMerged Bank Guidebook” (after

completion of the merger) were published.
Per ceived legitimacy of power relations

Gamma had a dominant status, which was accept&getayand Alpha. Officially, Alpha
was acquiring Beta due to privatization agreemegrtesl between Gamma and the Polish state.
In fact, Beta had a higher status than Alpha dugsthigher level of modernity and from this
perspective, Beta was in a slightly preferentiabippon. However, a necessity to conduct



transformational changes was accepted by a large@uof members of both Alpha and Beta,
who were attracted to Gamma and Alpha-B. Thus, théyot aspire to fully preserve their pre-
merger cultures. Most "young" members (early twent+ early forties) of Beta and Alpha
perceived a high utility of the merger due to Garsmaanagerial and technical knowledge.
Thus, they expected the changes to enable Alptaktter respond to a growing competition of
the Polish banking sector. These expectations aletedue to strong trust relations between the
three banks already developed during the positganing experience during the pre-merger
cooperation with Gamma (privatization). Howevee tlold” employees (mid forties — sixties)
tended perceive a low utility of the merger andsidered a merger to pose threat to their pre-
merger identity.

Boundaries per meability

Though, individuals working for Beta felt they wemdronger than Alpha, these
discrepancies between Beta and Alpha were gradiedlyced by offering intensive development
to members of both Alpha and Beta. Gamma offeractldpment to Polish staff by sending
expatriates to assist Polish managers as well asebging Polish managers to the foreign
headquarters. Moreover, a strong focus was put eweldping competencies in information
technology, customer service, project managementi ask management. Consequently,
employees, mainly “young” ones, chose individualaattement strategies in order to profit from
the merger. Merger was often perceived as a break foutine as well as an opportunity of both
gaining a new experience and of career advanceménthe same time, a high number of
employees was made redundant. However, “survivait” gvas not present as people were

mainly concerned for their own careers and thdistpprocesses were perceived as fair.
Threat to pre-merger identities

Due to the changes introduced in the integratimegss, members of Alpha and Beta had
to adopt a new superordinate identity of Alpha-B; imodern, market leader, client focused,
effective and valuing team work. This required atmanng to a high extent the pre-merger
identity i.e. state owned (versus private in Al@)a-Polish (versus international), lack of
performance orientation (versus performance ortBnteon-profit oriented (versus shareholder

value maximizing), and successful while not threateby competitors (versus necessity to better



satisfy needs of the customers), team sprit. E\®@ugh, the new bank reflected the client
oriented values of Gamma, the latter valued pastess of both Alpha and Beta, as well as
competencies of the employees. Gamma was interestedaining employees from Alpha and
Beta and wanted to build the new bank in collabonatvith local employees. Gamma did not
strive to conduct a full adoption of organizatiomald technological assets to Polish background.
Such an approach was rare in Central and Eastewp&an (CEE) acquisitions. Rather, a high
number of M&As in CEE had a “brownfield” charactes. a hybrid option combining acquisition
with a greenfield investment (Meyer & Estrin, 200This implied in-deep restructuring, major
resource transfer, and preference of expatriatesderisive positions. In a consequence,
marketing assets such as brand names are recaaleal new organization rather resembles a

greenfield investment.

On the contrary, an identity of Alpha-B partiatBferred to the heritage of the both Polish
banks (Polish character, valuing teamwork, loyaili, also reflected the new market orientation.
It is important to note that even though, employeese often unable to preserve pre-merger
identities, "young" employees did not perceive reer¢p pose threat to their pre-merger
identities. They participated in building of themnerganization and they perceived to be valued
by Gamma for their past and competencies. Howenemany cases the changes posed a high
threat to the organizational identity of the “oldfmployees. As this group of individuals was
brought up and educated in a centrally controlledhemy, they often did not possess mindset
required to work in an organization in the marketreemy (Kaminski, 1971). Thus, they were
often made redundant. However, the employees gftenger who were offered good and more

challenging jobs welcomed the changes.

It is apparent that in the process of socio-culturgegration did imply threat to pre-
merger identities of the "old" employees. The imdinals who were offered employment in
Alpha-B (within 4 months after merger announcemevdje engaged in cooperation and were
willing to contribute to further success of the newganization. Low degree of threat to the
employees in Alpha-B was possible due to percelegitimacy of power relations and boundary
permeability. In a result, changes were not redisied not only profits significantly increased,
but Alpha-B has recorded a double-digit growthtfe last years.



Practical implications

Although cultural differences are commonly beli@we be a key reason for failures in
M&As, we agree with more recent research that hovegsses of socio-cultural integration are
managed may be more important. We have presenteoneeptual model to shed a better
understanding into how the processes of socios@lltuntegration can lead to threat to pre-
merger identities. The latter can create intergrpajarization and impede creating of a shared
identity in the new organization (proposition lald). We argue that a degree of threat is due
to an amount of changes to organizational cultypesposition 2a and 2b) and a degree of
decrease in organizational autonomy (propositionaBd 3b) However, an impact of socio-
cultural integration processes on threat to pregereidentities is moderated by a perceived
legitimacy of power relations and a permeabilityooflanizational boundaries (Hogg & Terry,
2000). In other words, in case of a non-dominargaoization, legitimate power relations
(proposition 4a and 4b) and permeable boundariegpggition 5a and 5byill decrease an
impact of culture change and autonomy decreas@reattto pre-merger identities. On the other
hand, in case of a dominant organization, an impaculture change and decreased autonomy
on threat to pre-merger identities will increaseother words, even if a dominant organization is
concerned by a culture change and a decreasednamy to a lesser extent, threat to their pre-

merger identities might be high in such conditions.

Following this logic, our model suggests that semitiural integration processes are
dynamic as they involve continuous interactionswieen groups of individuals from both
companies over time. These interactions influemzk ae influenced by the perceived threat to
pre-merger identities. Threat to pre-merger ide#imay even be salient in circumstances of
"friendly” mergers. Regarding that, we propose thahagerial efforts to introduce changes may
increase threat to pre-merger identities and atietopcreate a shared identity might fail. Instead,
managerial actions should aim at acknowledgingrgnteip differences and thus, maintaining
intergroup distinctiveness — “we have our ways, #r&y have their ways” (Lupina-Wegener, &
Schneider, 2005; Brewer, 1999). Intergroup disi#ectess can be ensured by retaining top
management from both companies and by "social alsfifre.g. building the new organization
behind mutual strengths (Larsson & Lubatkin, 200l)is was the case in the merger between

Alpha and Beta, where top management was retainddspecialists from both banks worked



together in achieving mutually set objectives sashhrough determining the new culture.

In the later phases of socio-cultural integratisach changes need to be introduced,
which can encourage the development of a shargrbi(sardinate) identity. This can be done by
means of organizational structural changes suchsagning hierarchical positions and roles.
Moreover, divesting sub-units or sub-groups is eotstrategy to weaken elements of pre-
merger identities that otherwise could have poseddys to building a shared identity in the new
organization (Pratt & Foreman 2000). For instantethie merger between Alpha and Beta,
employees were dismissed when they were not wiliagable to adopt the identity of the new
organization. Creating a shared identity (Pratt@&dfman, 2000; Dutton, Dukerich, & Harquail,
1994) can be done using a variety of technique$ sisca symbolic manipulation, training
programs or introducing new rituals (e.g. teamdnog events, “best employee” of the month). In
the merger between Alpha and Beta, a temporarydbi@nthe new bank during the integration
phase was created (“Bank on the Move”), and aftetsjaa brand for the new bank was clearly
communicated: Alpha-B. Meetings for all the emplkeyavith top management took place and
numerous integration events for the employees @haland Beta as well as development
workshops were organized. Shared identity of the neganization can also be reinforced by
introducing common management practices that preraatew culture. For example, customer
and performance orientation in the merger of Alghd Beta, were introduced through Human

Resources practices and IT systems.

Creating a shared identity also requires ensuriagnpable boundaries in the new
organization, as in case of the merger of Alpha Bath where specialists in tasks forces and
managers were involved in building their team thget Moreover, as employees often lacked
necessary skills to be able to access to Alphd®y teceived a necessary development. Shared
identity can also be strengthened by reinforcingrgaries between the new organization and its
environment for example by identifying outside eresr(see Schneider, 1987; Janis, 1972) such
as the growing power of competitors, which threate® existence of the new organization.
Consequently, cooperation with the internal outgramay be perceived as an opportunity to
succeed rather than threat to identity (PiontkoyBkirack, Holker, & Obdrzalek, 1999). Indeed,
boundaries between Alpha-B and environment incoeasethe competitive threat became more

salient. As such, comparison with one specific baokpetitor was often mentioned by the



respondents. Indeed, boundaries between ALPHA-B emndronment increased as a fear of

growing in power competitors became more salient.

Combining these insights, we propose that mandgesitorts to integrate two
organizations should take into consideration a @¢anyg of groups to protect their pre-merger
identities i.e. what they consider valuable, didive and enduring. Especially, if power
asymmetries are considered illegitimate, changeedaced to pre-merger cultures might be
perceived as threatening. Introducing drastic chang pre-merger cultures should rather be
avoided at the beginning of integration. Integmnatdforts should aim first to decrease intergroup
polarization; only then it might be possible toateea common identity of the new organization
by jointly introducing necessary changes (Lupinagéfesr, & Schneider, 2006). This implies
partially preserving organizational autonomy of thairganizations by mutually negotiating
changes. In such circumstances, identity of the agyanization might rather be distinct from
pre-merger identities, but at the same time pdytigated to them. This implies both a high
identification with the ingroup and with the supedinate category. This argument is in line with
the conceptual model of Haslam, Eggins, & ReyndR¥03), which suggests that employees
should define themselves in terms of a relativetynplex super-ordinate identity, but are
simultaneously aware of the sub-group membershigra fvhich that identity has been forged.
This is also supported by a longitudinal study 8W&rk groups conducted by Polzer, Milton &
Swann (2002); the results indicate that positiviergroup relations can be ensured if group
members express rather than suppress the chastctgethat make them unique. Also, empirical
research conducted by Gaertner, Dovidio, Anast&achman & Rust (1993) suggests that best
intergroup relations might be ensured in conditiohsalient group boundaries within a context
of superordinate identity. Finally, multiple orgaational identities might positively contribute to
performance of the new organization by allowing leev company to better respond to different
needs of stakeholders who often have multiple naadsnterests (Albert & Whetten, 1985; Pratt
and Foreman, 2000). In case of Alpha-B, multiplentities were salient such as on one hand
being a leader (in what concerns customer satisfaeind profit generation), innovative, young
and competent, and on the other, socialist herieagesalient such as successful in non-financial

terms, strong team spirit, solidarity, and Poliénitity.



Conclusions

This article presents an analytical attempt to maprour understanding of how socio-
cultural integration processes might influence omtes of M&As such as measured by
intergroup polarization and shared identity devealept. We discuss antecedents, consequences
and moderators to threat to pre-merger identitiés. illustrate our model on an example of a
merger between two Polish regional banks. We addie\® that advances in our understanding of
these processes might decrease the failure rateeandnce the effectiveness of integration

processes.

Our work has clear implications for managers inedlin M&As, however, the model
presented should be further explored. More spetificresearch concerning this model should
take two approaches to gain a better understamafite dynamics underlying socio-cultural
integration processes. Firstly, effect of threatpte-merger identities on outcomes of M&As
should be tested and further explored by means uaintifative and qualitative research.
Currently, the concept of threat to pre-merger fidies remains unexplored in research on
M&As. Therefore, empirical research in this fielibsild take a more systematic approach based
on theoretical considerations of Social Identitye®ty. Moreover, it seems important to
determine which type of threat is salient in samidtural integration processes. Only then, it
might become possible to measure effect of threapre-merger identities on outcomes of
M&As. Finally, socio-cultural integration should lxplored on longitudinal basis at different
stages of the process. The study needs to stHreatery early phase of integration in order to
track the development of a shared identity. Thil aliow to verify in an organizational context

why pre-merger identities are threatened and hogatrevolves over time.

Clarifying these two above mentioned issues mayp el manage socio-cultural

integration processes and enable creating of &dhdentity.
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Figure 1. Threat to identity in M& As. Antecedents, Consequences and M oderators
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